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Introduction



N THE UNITED STATES, THE TOP 1 PERCENT OF FAM-

ilies owns more wealth than the bottom 95 percent of

families combined. Millionaires own 80 percent of the
country’s wealth while the bottom third of families owns
none of it. Between 2007 and 2016, the average wealth of
the top 1 percent increased by $4.9 million at the same time
as the wealth of the median family declined by $42,000.!

Much has been written in recent years about the
worsening of wealth inequality in America.? This is an im-
portant story, but it can also mislead readers into thinking
that midcentury America was an egalitarian society.

It was not.

In 1962, the bottom 40 percent of families owned
just 0.3 percent of the national wealth while the top 1 per-
cent of families owned 33 percent of the national wealth.
Today, those figures are -0.5 percent and 40 percent respec-
tively.2 Then, as now, the country was home to a large, prop-
ertyless underclass and high levels of overall inequality.

Wealth levels vary considerably by race, age, and
education, but these intergroup differences are not why
overall wealth inequality is so high. This can be demon-
strated by looking at the distribution of wealth within each
demographic group.
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In virtually every demographic group, wealth distribu-
tion takes on the same familiar pattern: the top 10 percent
owns around three-fourths of the group’s wealth, while the
bottom third owns none of it.

Why wealth in capitalist societies tends to concen-
trate like this has been a matter of much discussion over
the years.* Broadly speaking, it appears that capitalist



economies contain feedback loops that cause relatively mi-
nor differences in initial endowments or incomes to become
amplified over time. Those with more wealth receive more
income; those with more income save at higher rates; and
those who save at higher rates accumulate a larger share of
the national wealth. In other words, wealth begets wealth.

n this paper, I propose that the US government

tackle the problem of wealth inequality by creating

a social wealth fund (swr) and issuing one share of
ownership in the fund to every American. After the fund is
created, the government will gradually accumulate assets
for the fund to manage, such as stocks, bonds, and real es-
tate. As the assets under management increase, the value of
the shares held by the citizen-owners will increase, causing
wealth inequality to fall. Although the citizen-owners will not
be permitted to sell their shares, they will be paid a universal
basic dividend (uUBD) each year from the investment income
earned by the fund.

Section One of the paper provides a basic background
on social wealth funds. Section Two discusses the Alaska
Permanent Fund, a social wealth fund created by the state of
Alaska in 1976. Section Three contains a detailed proposal
that federal policymakers could use to create an American
social wealth fund along the lines explained above.

Our current policy discussion around wealth inequali-
ty is inadequate for the task at hand. This discussion features
mostly small bore proposals—often going under the heading
of “low-income asset building”—that, if implemented, would
have virtually no effect on the overall level of wealth inequal-
ity in the country. The goal of this paper is to go beyond these
conventional proposals and provide a solution to wealth con-
centration thatis designed to confront the monumental scale
of the problem we face.









OCIAL WEALTH FUNDS ARE GENERALLY DEFINED AS

“collectively held financial funds, fully owned by

the public and used for the benefit of society as a
whole.”s The concept is also sometimes referred to as “citi-
zen’s wealth funds” or “sovereign wealth funds.”® Whatever
you call it, the idea is simple: the government directly owns
alarge pool of income-generating assets and then uses the
return on those assets for social welfare purposes.

Interest in social wealth funds has spiked in recent
years. Seth Ackerman proposed the creation of such a fund
in 2012;7 Peter Barnes published a book on the subject in
2014;8 Tony Atkinson proposed the idea as a solution to
inequality in his 2015 book;? Angela Cummine and Stew-
art Lansley put out books about it in 2016;*° former Greek
Finance Minister Yanis Varoufakis wrote in support of
the idea in 2016;" the pan-European movement DiEM25
included the idea in its European New Deal platform in
2017;* and two British think tanks published reports pro-
moting the idea in 2018.* In addition to interest from pol-
icy writers, Hillary Clinton endorsed the concept of creat-
ing a national SWF in her 2017 campaign memoir.'

The recent burst of writing on this topic was predat-
ed by a century of similar proposals. Rudolf Hilferding ar-
gued that the socialization of financial assets “constitutes
the ultimate phase of the class struggle between bourgeoi-
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sie and proletariat” in 1910;* Oskar Lange argued for the
payment of a social dividend out of a collectively-owned
capital stock in 1936; Nobel prize-winning economist
James Meade published a paper in favor of the idea in
1964; and John Roemer proposed something similar to a
social wealth fund in his 1994 book.'®

The older swr advocates were typically motivated
by market socialist ideologies. To them, a social wealth
fund provided a way for society to collectively own, con-
trol, and benefit from the wealth of the nation. Although
some modern SWF advocates continue to argue for the idea
on these traditional terms, most choose instead to present
it as a practical and egalitarian source of revenue for social
welfare purposes.

The turn towards the practical has likely been driv-
en by the fact that the swr idea has now been successfully
implemented many times throughout the world. At the be-
ginning of 2016, the globe was home to around 80 sovereign
funds spread across more than 60 governments, with most
of the funds being established after the year 2000.* Not all
of these funds exist for a social purpose and so some do not
meet the definition of a social wealth fund used above. But
they all nonetheless prove that a government can own and
manage large pools of income-generating assets without
significant problems.

13



RUDOLF MEIDNER

he most famous social wealth fund in his-
tory was the one briefly established in Sweden in
the 1980s.2° The Swedish “wage-earner funds,” as
they were called, were the brainchild of trade union econ-
omists Rudolf Meidner and Gosta Rehn. Meidner pub-
lished a book on the idea in 1978 titled Employee Invest-
ment Funds: An Approach to Collective Capital Formation
and then a retrospective paper in 1993 titled “Why
Did the Swedish Model Fail?”=
The Meidner plan, as it came to be known,
proposed using a scrip tax to gradually transfer
ownership of Sweden’s corporations away from
private shareholders and into wage-earner funds
administered by the country’s labor unions. Under
the plan, Swedish companies would be required
to essentially pay a 20 percent tax on their profits.
But rather than paying that tax in cash, they would
instead issue an equivalent amount of new compa-
ny stock to the relevant wage-earner fund.
Meidner calculated that, with an average
profit margin of 15 percent and a continual reinvestment
of profits back into buying more shares, the wage-earner
funds would have majority ownership and thus control of
Swedish companies after 25 years.
When Social Democratic Party (spr) leader Olof
Palme adopted the Meidner proposal ahead of the 1982
Swedish general election and then won, the whole world
took notice.
The New York Times declared that it could be the
end of the “middle way,” which they clarified as “the social-
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ism carried on in Sweden from 1932 to 1976” that mostly
left ownership in private hands. They went on to note the
irony of the fact that the plan’s “transition to collective
ownership” relied upon the country’s stock market, “the
heart of capitalism.”

The Christian Science Monitor called it a “Social-
ist program masterminded by Marxist economists of the
Swedish Confederation of Trade Unions” and quoted vari-
ous critics of the plan. Economist Per-Martin Meyerson is
quoted as saying that, after the plan, “the market economy
would cease to exist” Stig Anderson, the manager of the
Swedish band ABBA, is reported to have organized a concert
“to help finance the fight against the Socialist takeover”
and was quoted as saying an spp electoral victory “might
be the first time that a country will freely vote to go behind
the Iron Curtain.?

Despite the hysterical response, the plan was imple-
mented in 1984, though in a diminished form. Under the
program, the government imposed a relatively small ex-
cess-profits tax on companies rather than requiring them
to directly issue new shares and created regional funds to
hold the assets rather than the wage-earner funds origi-
nally proposed by Meidner. Nonetheless, the cash received
from the excess-profit tax was used to purchase shares of
Swedish corporations and the program managed to buy up
7 percent of Swedish company stock by 1991.

Unfortunately, after the country’s 1991 general
election, Sweden formed a conservative government that
put a halt to the program.

A lot of attention is paid to Sweden’s experience
with the wage-earner funds. Leftist thinkers in particular
often lament it as the last great push for practical, demo-
cratic socialism.?* But this mourning is mistaken. As not-
ed already above, the world of social wealth funds is more
vibrant now than it has ever been. In fact over the past few
decades, Norway, Sweden’s neighbor, has quietly put to-
gether the largest complex of swrs in the world, dwarfing
what Sweden’s wage-earner funds managed to achieve.

15



orway’s central government currently manag-

es three main asset pools. There is the Govern-

ment Pension Fund Norway (Gpr-Norway), a
stock and bond portfolio that is invested in Norwegian and
other Nordic companies;* the Government Pension Fund
Global (cpr-Global), a stock, bond, and real estate portfo-
lio invested exclusively outside of Norway;*¢ and the state-
owned enterprises (SOEs), a set of 74 domestic companies
that are directly owned by 12 government ministries.

GPF-Norway and GpF-Global are social wealth funds.
The SOE assets, because they are owned directly by minis-
tries rather than through a fund, are not technically a so-
cial wealth fund. But the soEs are nonetheless in the spir-
it of a swr and could be rolled into a swr if the Norwegian
state wanted to do so.

Adding up all of the wealth collectively owned
through the Norwegian state produces some truly stag-
gering figures. At the end of 2016, GPF-Norway controlled
assets equal to 7 percent of Norway’s GpP;*® GPF-Global
owned assets equal to 241 percent of GDP;*» and the SOE eq-
uity holdings were valued at 23 percent of Gpp.3° Thus, all
together, the Norwegian central government owned assets
equal to 271 percent of the country’s Gpp in 2016. To put
this in perspective, for the US government to own a similar
amount of wealth, it would need to build a $54 trillion so-
cial wealth fund.*

The soEs, GpF-Norway, and other local government
funds combine to own a little more than one-third of all
the equity listed on the Oslo stock exchange.?* This level of
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ownership is nearly 5x what the Meidner plan achieved be-
fore it was halted.

Due to its collective wealth funds and soEs, the Nor-
wegian government owns around 59 percent of the coun-
try’s wealth. To reiterate: 6 out of every 10 kroner of wealth
in Norway is owned by the state. When you exclude own-
er-occupied homes from the calculation, you find that the
state of Norway owns 76 percent of the country’s non-home
wealth. For comparison, the Chinese government owns
only 31 percent of its national wealth.ss

These holdings generate a considerable amount of
income. Over the last 10 years, the conservatively-invest-
ed apF-Global generated an average annual return of 5.9
percent.?* Over the same period, GpF-Norway had an 8.3
percent average return.® In 2017, GPF-Global generated a
return 1,028 billion kroner while GpF-Norway had a return
of 26 billion kroner.2® In 2016, the sOE portfolio produced a




33 billion kroner dividend for the state.’” Adding the 2016
SOE figure to the 2017 figures for GpF-Norway and Gpr-Glob-
al gives you a total return of 1,087 billion kroner or $133
billion.?® Had that money been paid out as a dividend to all
5.2 million Norwegians, it would have provided each with
$25,500, or $102,000 for every family of four.

The Norwegian funds are also efficiently admin-
istered. In 2017, GPF-Global’s expenses were equal to 0.06
percent of its assets under management and GPF-Norway’s
expenses were 0.07 percent of its assets.?® These expense
ratios are near the lowest in the world, even when compar-
ing them to private asset management, and this is despite
the fact that the funds are actively managed.

To be sure, Norway is an outlier in the world in
terms of just how much wealth it has accumulated in its
various SWFs. But this is also what makes it such a promis-
ing example. The idea that a society could collectively own
three-fourths of its non-home wealth through social wealth
funds administered by a democratically-elected govern-
ment without any negative economic consequences would
be rejected as preposterous by most political and economic
commentators in America today. But that is precisely what
Norway has done and seemingly what any country could do
if it has the necessary will and competence.

OLAUG SVARVA
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THE UNITED STATES IS AREADY HOME TO A
handful of social wealth funds. There is the
Permanent School Fund and Permanent
University Fund in Texas,% the State School
Fund in Utah,** and the Common School
Fund in Oregon,* to name a few. By far the
most interesting and largest of those funds
is the Alaska Permanent Fund (APF). What
sets the APF apart from virtually all other
SWFs in the world is that the APF pays an annu-

al cash dividend to every citizen of Alaska. It

is thus a homegrown model of the kind of swr

I think the federal government should imple-

ment on the national level.




The Alaska Permanent Fund (APF) only exists today be-
cause Alaska Governor Jay Hammond was obsessed with
the idea of dividend-paying social wealth funds.

Bristol Bay Failure

Before his stint as governor, during the 1960s, Hammond
was the manager of a 2,000-person municipality in Alas-
ka called Bristol Bay Borough. Bristol Bay was teeming
with salmon resources, but 97 percent of those resourc-
es were being extracted by Seattle-based firms, not local
fishermen. The Seattle-based firms even preferred hiring
non-residents to staff their fishing operations, meaning
that the local population was largely locked out of the job
opportunities the salmon catch provided.

This situation resulted in serious economic depri-
vation for Bristol Bay residents: “no high schools, sewer or
water systems, health care facilities, fire, police, or ambu-
lance services.” The town’s garbage “was dumped over the
riverbank in hopes it would flush out with the ice during
high spring tides.”

Hammond hitupon an ideato reverse this dynamic.
He proposed imposing a 3 percent tax on the fish catch and
using the revenues to build out a “conservatively managed
investment account” that would pay the residents an annu-
al dividend from its investment returns. Since 97 percent
of the fishing was done by non-local firms, this would mean
97 percent of the tax would be paid by non-local firms. De-
spite its seeming appeal, Hammond’s proposed ordinance
failed at the polls, apparently due to anti-tax sentiments.
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Hammond did manage to pass the tax a few years
later in exchange for an elimination of the local property
tax. The massive tax take from the fishing transformed the
borough into the “richest municipality in the nation on a
per capitabasis” according to Fortune magazine, but Ham-
mond nonetheless lamented his failure to establish a uni-

versal basic dividend in Bristol Bay.

Alaska Native Claim
Settlement Act Failure

Undeterred by his mixed success at Bristol Bay, Hammond
again tried to establish a dividend-paying social wealth
fund in 1971 on the heels of a $900 million settlement that
the federal government had entered into with the indig-
enous people of the state. Hammond was asked to make
recommendations about how the natives could use that
money and he suggested they put it in a big fund and use
the investment return to pay annual dividends to all Alas-
kan natives.

As in Bristol Bay, Hammond’s idea was rejected.
The native leadership decided instead to invest the mon-
ey into the creation of over 200 native businesses. This
was not the diversified social wealth fund of Hammond’s
dreams, but the native-owned enterprises did nonetheless
produce dividends for Alaskan natives in most cases.

Success at Last

When Hammond became governor of Alaska in 1974,
he found another opportunity to replicate what he did
in Bristol Bay. The state’s gas severance tax was about half
the national average, but most of the extracted gasoline
was being sold abroad. So, he proposed doubling the gas
severance tax, creating a $150 state income tax credit to
offset any increase in gas prices in the state, and storing
the remainder of the revenue in the general fund. This pro-
posal passed.
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Hammond’s tax-and-dividend proposal was a suc-
cess, but not completely. “I found almost no one remem-
bered the tax credit,” Hammond later wrote. “At that point
I decided that if another dividend program were estab-
lished, I wanted to put a check in everyone’s hand, rather
than simply a credit for those making sufficient income to
pay a state income tax. I thought that by so doing people
would better recognize and appreciate the dividend con-
cept and demand the state maximize returns from its re-
source wealth.”

nd this is exactly what Hammond did. In 1976,

he got the legislature to put a constitutional

amendment on the ballot that would require that
“twenty-five per cent of all mineral lease rentals, royalties,
royalty sale proceeds, federal mineral revenue sharing
payments and bonuses received by the State shall be placed
in a permanent fund, the principal of which shall be used
only for those income-producing investments specifically
designated by law as eligible for permanent fund invest-
ments.” The measure passed by a 2-to-1 margin.#

In 1977, the Alaska Permanent Fund (APF) received
its first deposit, $734,000 from oil royalties. In 1980, the
legislature created a state-owned enterprise called the
Alaska Permanent Fund Corporation (APFC) to manage
the APF and created the Permanent Fund Dividend (PFD)
program that began paying dividends to the citizens of
Alaska two years later. Those dividends continue to flow to
this day.+

After 15 years of trying, Jay Hammond’s dream of
establishing a social wealth fund that paid out a universal
basic dividend finally became a reality.

<« JAY HAMMOND 27



The Fund Today

At the end of 2017, the Alaska Permanent Fund owned just
under $60 billion of assets.*® This is equal to around 113
percent of the state’s Gpp.#” A similarly-sized fund for the
United States would need to be around $22.6 trillion.

The assets are invested in a broad and diversified
portfolio of stocks, bonds, real estate, and other ventures.

Public Equities
Fixed Income Plus
Private Equity

& Growth
Opportunities

Real Estate

Private Income
Infrastructure, Credit,
& Income Opportunities

( Absolute Return

@ Allocation Strategies

Across its 34-year existence, the APF has achieved an av-
erage annual investment return of 8.78 percent. The APF’s
performance is slightly below its benchmark index across
the entire 34-year horizon, but quite a bit above that same
index in more recent years. This seems to indicate that
the APFC is getting better at asset management over time.
Nonetheless, the main drivers of the APF’s return in any
given year are general economic conditions.
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When the fund is operating normally, a portion of its in-
vestment return is plowed back into the fund for infla-
tion-proofing purposes. The remainder of the return is
transferred to the Alaska Department of Revenue in order
to pay out the Permanent Fund Dividend (PFD) to citizens
of the state. The dividend amount is calculated as “21 per-
cent of the net income of the fund for the last five fiscal
years.”® This calculation essentially means that the divi-
dends are based on a 5-year moving average of the fund’s
return. Both the inflation-proofing and dividend issuance
is subject to the legislature’s approval, which it has occa-
sionally withheld.

In 2017, Alaska’s government paid out a dividend
of $1,100 to 629,859 citizens. This is equal to $4,400 for a
family of four. In an unusual move, the $1,100 dividend was
dictated by a legislative action, as opposed to the statuto-
ry formula, and was lower than it would have been under
the formula.# In prior years, the dividend went as high as
$2,072, or $8,288 for a family of four.



ESPITE ITS NOVELTY AND SIZE, THERE HAVE BEEN

relatively few serious efforts to evaluate the APF’s

effects. One reason for this might be that “many
people view the PFD as a distribution of income from assets
owned by individual citizens rather than as an appropri-
ation of government.”®* Put differently: because Alaskans
generally view their dividend income as coming from their
ownership of the fund, they seem to think that how people
spend it, and other similar questions, are irrelevant.

Nonetheless, we do know that, all else equal, a flat
dividend payment like this should reduce inequality in the
state. Receiving $8,000 in dividend payments increases
the income of a family with $20,000 of earnings by 40 per-
cent and the income of a family with $200,000 of earnings
by 4 percent. This sort of pattern will compress the distri-
bution of the state’s disposable income under typical in-
equality measures and, in 2016, Alaska was the most equal
state in the country.>*

Similarly, we know that a payment like this should
reduce poverty in the state. Figuring out just how much it
reduces poverty is difficult because Census income surveys
frequently fail to record dividend income for Alaskans. But
one estimate from Matthew Berman and Random Reamy
suggests that the payment reduces the poverty rate in the
state by 20 percent.5

Some might worry that these sorts of dividend pay-
ments could significantly reduce employment in the state
because they make working less necessary for survival.
But a study by Damon Jones and Ioana Marinescu found
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that the dividend had no effect on overall employment
rates, though it did seem to coincide with higher levels of
part-time, as opposed to full-time, work.> Jones and Mari-
nescu also found support for the theory that the dividend
payments increase consumption and thereby increase de-
mand for labor in the state.

Although the precise economic effects of the pro-
gram are somewhat unclear, public opinion about the pro-
gram is not: the Alaskan people love it.5¢

Forty percent of Alaskans say the dividends make a
“oreat deal or quite a bit of difference in their lives.” Thir-
ty-nine percent say they make a “fair amount or only some
difference” in their lives. Only 20 percent say they make
no difference. Those saying the div-
idends make the most difference
in their lives are women without a
college degree, unmarried women,
mothers with children, and native
Alaskan women.

Nearly 80 percent of Alas-
kans say “the PFD checks are an im-
portant source of income for peo-
ple in my community.” Eighty-four
percent agree with the statement
“as owners of the Alaska Permanent
Fund, Alaska residents are entitled
to an equal share of the earnings
of the fund,” and 74 percent take that all the way to its ex-
treme, saying they agree that millionaires should receive
the dividend as well.

The APF is so beloved in Alaska that 64 percent of
residents would rather create a state income tax (Alaska
currently lacks one) rather than reduce dividends in order
to cover the state’s projected budget shortfall. To reiter-
ate: residents in one of the most conservative states in the
country support paying a state income tax in order to pre-
serve a universal basic dividend program.

31










D




The United States
government should
create a national social
wealth fund along

the same lines as the
Alaska Permanent
Fund (arr). For the
purposes of this paper,
I will call this proposed
fund the American
Solidarity Fund (asr).

The American Solidarity Fund will operate the same way
that any other social wealth fund operates. Money and as-
sets will be placed into the fund; a public entity will man-
age those assets in a way that generates investment re-
turns; then those investment returns will be used to fund
social spending, in this case a universal basic dividend for
the citizens of the country.

The remainder of this section provides details for
the various aspects of the AsF. Not every detail is essential
and there are multiple ways to do most things. Where mul-
tiple options exist, I try to detail all of the options and pro-
vide my recommendation.
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Bringing
Assets into
the Fund

ENERALLY SPEAKING, THERE ARE FIVE WAYS TO

bring assets into a social wealth fund: voluntary

contributions, ring-fencing existing state assets,

levies, leveraged purchases, and monetary seigniorage. I

recommend all of the above, but think only the latter three

are likely to provide substantial ongoing inflows of assets.

Voluntary Contributions

contribute.

Adding assets to the AsF through voluntary contributions
is pretty simple. The administrators of the asr will create
a way for people to donate money or other kinds of assets
to the fund and the government will encourage people to

Lynn Stout and Sergio Gramitto favor this approach

in their social wealth fund proposal.’ In their paper, they

argue that “ultra-high-net worth individuals are a signif-

icant potential source of [social wealth fund] donations”

in part because “this cohort already frequently partici-

pates in philanthropy” and because, for the ultra-wealthy,

“philanthropy is the only real place money can go.” They

also note that “if the top decile of equity holders contribute

half their holdings to [the social wealth fund], while living

or upon death, the fund would within a few decades come

to hold forty percent of all corporate equities.”
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Stout and Gramitto argue that corporations might “also
have reason to donate their own shares.” Contributions to
the fund would be good public relations and could be used
by companies to counterbalance “the influence of short-
term shareholders, especially activist hedge funds.”

I am skeptical that the level of voluntary contribu-
tions would be high enough to create an adequately-sized
social wealth fund. But certainly nothingis lost by allowing
such contributions to be made.

Ring-Fencing Existing Assets

Another way to grow the fund would be to transfer existing
state assets into it. Dag Detter and Stefan Folster are the
most prominent advocates of this approach.s°

The United States government owns a large amount
of physical assets. Those assets include over 450 million
acres of land valued at $1.8 trillion,> over 900,000 build-
ings worth hundreds of billions of dollars,® thousands of
miles of intercoastal waterway, and countless infrastruc-
ture projects. The government also owns the electromag-
netic spectrum, which it currently auctions off to telecom-
munications companies.

After depositing these and other existing assets
into the AsF, the fund could generate investment income
from them by renting them out or, where appropriate, sell-
ing them and using the revenues from the sales to buy oth-
er more promising assets, such as stocks and bonds. Some
of the land and building assets are already being used by
the federal government for other purposes. After making
the AsF the owner of the land and buildings, the other gov-
ernmental agencies could be made to pay rent to the AsF for
their use.

Insofar as handling physical assets is labor inten-
sive, this particular source of assets will probably be the
most difficult to manage.
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Levies

The government could also bring assets into the fund
through levies, i.e. taxes and fees.

Any type of levy could conceivably serve this pur-
pose. For instance, Peter Barnes proposed, among oth-
er things, a value-added tax on the telecommunications
sector, which is a type of consumption tax.?® During its
1971 Congress, Denmark’s trade unions proposed building
a social wealth fund using a payroll tax, which is a type of
labor tax.%

Although levies on consumption and labor can
work, levies on capital seem to be a more natural way to
go. After all, the purpose of a social wealth fund is to trans-
fer wealth into a collective pool. Applying new levies di-
rectly on wealth seems to serve that purpose the best.
Thus, what follows are a variety of capital taxes and fees
that I think would be ideal mechanisms for bringing assets
into the ASF.

ONE-TIME MARKET CAPITALIZATION TAX. To jump start
the fund, the government could impose a one-time tax on
the market capitalization of public (and possibly non-pub-
lic) companies. Companies would have the option of pay-
ing this tax in cash or through scrip, i.e. by issuing new
shares to the Asr. The Skc already imposes a 0.01245 per-
cent market capitalization tax on newly-issued securities,
which it calls a “filing fee.”* At the end of 2017, the market
capitalization of listed domestic companies was $32.1 tril-
lion.®? A one-off 3 percent market capitalization tax would
thus bring in around $1 trillion of assets. And this would
amount to only a few months of the total return provided
by the stock of these companies.
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ONGOING MARKET CAPITALIZATION TAX. To continue bring-
ing money into the fund, the government could impose on-
going market capitalization taxes. This would be done at a
lower rate, e.g. 0.5 percent per year. As with the one-time
tax, the sec could administer this ongoing tax since it al-
ready imposes such a tax on newly-issued securities.

IPO TAX. When a company goes public through an initial
public offering (1rP0), its stock becomes much easier to
trade. This “liquidity” is highly valued by investors and
so they are willing to pay more money for publicly-traded
stock than they are for private equity. This “liquidity pre-
mium” is estimated to increase the value of publicly-traded
stock by around 20 to 30 percent.®? Since it is the govern-
ment that creates the uniform and tightly-regulated secu-
rities markets that make this liquidity premium possible,
it stands to reason that it should share in the value it cre-
ates. The 0.01245 percent market capitalization “filing fee”
currently charged by the SEc is too low. It should be raised
to, for example, 5 percent (payable in scrip or cash). For
consistency purposes, the 1po tax should also be assessed
when public companies acquire private companies.

MERGERS AND ACQUISITIONS TAX. The government could
impose a tax (payable in scrip or cash) on companies that
merge with or acquire other companies. The rFrc already
imposes such a tax in the form of the fees it collects during
premerger reporting under the Hart-Scott-Rodino (HSR)
Antitrust Improvements Act of 1976.% The current HSR fees
range from $45,000 to $280,000 depending on the value of
the transaction in question. The new tax should be much
higher, e.g. 3 percent of the value of the transaction with
some minimum threshold so as to exclude very small busi-
nesses. The FTc can collect the tax just as it already collects
the HsR fees. To avoid duplication, this tax would only be
assessed where the 1Po tax discussed above is not assessed.
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FINANCIAL TRANSACTIONS TAX. The government could levy
modest taxes on the volume of financial transactions. Dean
Baker estimated in 2016 that a 0.2 percent tax on stock
trades, a 0.1 percent tax on bond trades, and a 0.002 per-
cent tax on derivative trades would bring in around $120
billion, or 0.6 percent of Gppr.% It is worth noting that the
SEC already has a very modest financial transactions tax. It
is set at 0.00231 percent of the value of securities transac-
tions.® FINRA also charges a Trading Activity Fee (TAF) for
certain securities transactions, which is similar to a finan-

cial transactions tax.%7

SECURITIES CUSTODIAN TAX. Most securities are held by a
custodian company such as the Depository Trust Compa-
ny (DTC). When securities are traded, they do not change
hands, but rather book-entry changes are made by the cus-
todian indicating the new owner. The pTc boasts that it is
the custodian of “more than 1.3 million active securities is-
sues valued at US$54.2 trillion as of 7/31/2017.”%¢ An annual
tax on securities custodians of 0.1 percent could pull in $54
billion from the pTc alone. Presumably the pTc would pass
that along to the companies issuing the securities.

FUND MANAGEMENT TAX. Many investors own shares of
funds that themselves own large baskets of various secu-
rities. These funds make money by charging fees equal to a
percentage of the assets in the funds. Typical management
fees are between 0.51 percent of assets and 0.74 percent
of assets depending on the fund type.® Some go as low as
0.03 percent.” The federal government could impose its
own assets under management (AuM) tax for these kinds
of funds, e.g. 0.05 percent. Fund managers would pass this
through as slightly higher management fees for their over-
whelmingly affluent investors.
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INHERITANCE AND GIFT TAX. The US only has a tiny tax on
very large estates despite the fact that around 60 percent
of US wealth has been inherited.” Inheritance and gift tax-
es should be massively increased with their revenues going
into the ASF as a collective inheritance for everyone, not
just the children of the affluent.

ELIMINATION OF CERTAIN TAX EXPENDITURES. The US cur-
rently has a variety of tax breaks oriented towards promot-
ing individual asset-building. These tax breaks are give-
aways to the rich and do not even appear to achieve their
stated purpose of incentivizing saving.”? These tax expen-
ditures should be eliminated and the revenue redirected to
the asF, which will directly increase the wealth of everyone
in the country by an equal amount. The Joint Committee
on Taxation recently estimated that, in 2018, the mortgage
interest tax deduction and the exclusion of capital gains on
sales of principal residences cost $105 billion; the reduced
tax rates on dividends and long-term capital gains cost
$135 billion; the exclusion of capital gains at death cost
$35 billion; and tax exclusions for pension and IRA contri-
butions cost $240 billion.” All together, that’s $515 billion
per year.
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Leveraged Purchases

The government could also borrow money at low interest
rates to invest in financial assets with high rates of return.
Between 1990 and 2017, the average interest rate for a
1-year treasury bond purchased on the first day of the year
was 3.17 percent.” During the same time, the average total
return of the S&P 500 was 11.3 percent.” The difference be-
tween them, 8.13 percent, is the approximate rate of return
that could be accomplished by an AsrF that issued govern-
ment debt in order to buy stock equity.

For example, if the AsF had existed between 1990
and 2017 and borrowed $1 trillion per year at the prevail-
ing 1-year treasury bond rate and invested that $1 trillion
into the S&P 500, it would have generated a cumulative re-
turn over the period of $2.275 trillion (nominal dollars).
That return could have been directly parceled out at as div-
idends or been deposited towards the principal of the AsF.

In the above example, the AsF issues debt and buys
stock regardless of the relative price of each security. In a
more realistic scenario, the ASF would be able to make bet-
ter decisions about when such a move is the most likely to
generate an investment return. So, it would not borrow
money to invest when treasury rates or price-to-earnings
ratios are especially high.

In general, because the return on US government
debt is lower than the return on other kinds of marketable
securities, the US government should be able to take ad-
vantage of that spread to generate investment returns.
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Monetary Seigniorage

The Federal Reserve makes adjustments to the money sup-
ply by purchasing securities through open market opera-
tions. The way this works is that the Federal Reserve cre-
ates new money and then buys assets with it. Right now,
the Federal Reserve almost always chooses to buy Treasury
bonds. But the government could require that the Federal
Reserve inject money into the system by buying more lu-
crative securities such as publicly-traded equities.

This is what the Bank of Japan (8oJ) has been do-
ing for the last few years. In January of 2008, the BoJ owned
just 1.5 trillion yen of stocks, shares of exchange-traded
funds, and shares of real estate investment trusts.” In May
of this year, the same figure was 21.1 trillion yen, which is
equal to $193 billion.™

During the same period, the Federal Reserve also
expanded its balance sheet considerably by buying Trea-
sury bonds. In January of 2008, the Federal Reserve owned
$740 billion of Treasury bonds. In May of this year, it was
a little under $2.4 trillion.” Had the Federal Reserve in-
stead chosen to buy up total stock market exchange-trad-
ed funds, like the Bank of Japan did, it could have profit-
ed handsomely off of the massive stock market rise over
that period. And if those assets were connected to the AsF,
the profits could have been paid out to everyone in the
country through the corresponding universal basic divi-
dend program.

In addition to directing the Federal Reserve to buy
other kinds of securities, the government could also adopt
ahigher inflation target (e.g. 4 percent rather than the cur-
rent 2 percent), an idea that already has significant sup-
port on the merits.” A higher inflation target would permit
larger expansions of the money supply and therefore en-
able more purchases of return-generating assets.
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FTER ASSETS ARE BROUGHT INTO THE ASF, THEY

have to be managed in some way. The manage-

ment of ASF presents three main questions:

what entity will manage it, 2 what assets will it hold, and

how will it exercise its ownership rights over its assets?
These questions are answered in order below.

The Managing Entity

The cleanest way to manage the ASF is by creating a new
state-owned enterprise (SoE) that is fully owned by the
Treasury Department and then “hiring” that soE to be the
fund manager. This is the model used by the Alaska Perma-
nent Fund and Gpr-Norway. In Alaska, the soE is called the

Alaska Permanent Fund Corporation and in Norway it is
called the Folketrygdfondet.®°




The way this would work in practice is that, pursu-
ant to an act of Congress, the Treasury Department would
create a new corporation. Let’s call it the American Soli-
darity Fund Corporation (ASrc). The Treasury would for-
mulate articles of incorporation for the Asrc and appoint
its board members, board chairs, and auditor. From there,
the AsFc’s board would be responsible for the management
of the AsFc, including the election of the ASFC’s CEO.

Once the responsibility for managing the ASF is
handed over to the AsFc, the Treasury would not be involved
in the day-to-day operations of the fund. But it would be
able to create rules, mandates, directives, and other sorts
of guidance that the Asrc would have to follow. This kind of
separation will reduce the administrative burden that the
Treasury has to take on itself and provide a certain level of
operational independence for the fund managers.

As with the Alaska Permanent Fund Corporation,
we should expect the ASFC to start out as a fledgling organi-
zation and evolve over time into a mature and professional-
ized operation. This evolution would also likely mean that
the Asrc would initially rely on some level of outsourcing
to carry out its business, but, in the medium and long
term, would seek to do all of its fund management with its
own staff.

Asset Allocation

What assets the AsF will hold is ultimately a political ques-
tion that will, in practice, be answered by the US Con-
gress or by Treasury mandates that the Asrc has to follow.
swrs across the world have taken all sorts of approaches to
asset allocation and so it is difficult to say there is any set-
tled approach.

One possible approach to asset allocation would be
to initially invest in easy-to-manage listed securities like
domestic and international equities and bonds. As the
fund gets bigger and the AsFc becomes a more mature orga-
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nization, it may make sense to broaden the AsF portfolio to
include unlisted assets like private equity and real estate.

When thinking about asset allocation, it will be im-
portant for decision-makers to consider how best to lever-
age the unique attributes of the AsrF: its size, long-term
horizon, and low need for liquidity.

In addition to making general asset allocation deci-
sions, the AsF could also make narrow allocation decisions
that pertain to specific companies. For instance, the Trea-
sury or US Congress could create a process for excluding
companies from the fund if those companies are found to
violate established guidelines, such as engaging in human
rights violations or environmental destruction. Norway’s
GPF-Global maintains an exclusion list along these lines.**

Ownership Rights

Since the AsF will own shares of companies, it will have the
ability to exercise the ownership rights that those shares
confer, i.e. vote on shareholder matters like the election of
the board and shareholder resolutions. There are three ba-
sic approaches to exercising ownership rights:

No VoTtinG. The first approach is to abstain from voting,
i.e. to opt out of exercising ownership rights. This is the ap-
proach favored by Dean Baker.?? In this scenario, only the
remaining private shareholders would vote on board mem-
bers and shareholder resolutions.

REPRESENTATIVE VOTING (RECOMMENDED). The second
approach is to make voting decisions through the coun-
try’s government. What this means in practice is that the
Treasury would issue voting guidelines that the Asrc would
have to implement on a vote-by-vote basis. For instance,
the Treasury could create CEO pay guidelines that the AsFc
must follow when casting shareholder votes for or against
CEO pay packages.
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@ DIRECT OR PROXY VOTING. The last approach is to allow

: the citizen-owners to directly vote on shareholder mat-
ters through a website maintained by the Asrc. This is
the method favored by Lynn Stout and Sergio Gramitto.®s
Under this approach, citizen-owners would be allowed to
either vote directly on shareholder questions or give away
their voting rights to a proxy organization that they trust to
exercise them in their interest. Proxy organizations would
register with the AsFc so that they could be selected on the
website and citizen-owners would be permitted to change
their preferred proxy organization at any time. For in-
stance, a citizen-owner who was interested in labor rights
might give their votes to the AFL-c10 while a citizen-owner
who was interested in the environment might give their
votes to the Sierra Club.

.......................................................................................................................

n my view, the no-voting option is a serious mistake.

If the government does not vote its shares, then it is

ceding total control of corporations to the most afflu-
ent people in society. It is fair to worry that the government
might make bad shareholder votes from time to time, but
not reasonable to think that very affluent people will on av-
erage make better shareholder votes than a democratical-
ly-elected government.

Between the other two options, I have a slight pref-
erence for representative voting, at least initially. In the
early years, the AsF and Asrc will need to focus its organiza-
tional time on more important implementation challenges
and will not own enough assets for their shareholder votes
to make much of a difference anyways. Over time, it could
make sense to add a direct or proxy voting system.
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Universal
Basic Dividend

HE FINAL ASPECT OF THE ASF IS THE EASIEST ONE:

paying out the universal basic dividend (uBD)

from the return on the fund. Alaska already pro-
vides a concrete model for how to do this, but I would rec-
ommend some cosmetic and substantive modifications to
the Alaskan approach.

ASF Ownership Shares

Every qualifying citizen should be given one nontransfer-
able share of ownership in the AsF, which is what entitles
them to receipt of the uBDp. The Alaska Permanent Fund
does not provide any kind of formal ownership shares, but
the residents of the state nonetheless conceptualize them-
selves as joint owners of the fund. The idea of providing a
quasi-formal ownership share was supported by the 1971
Danish trade union proposal, which would have provided
each owner “an annual certificate setting out their entitle-
ment in the fund” that “could not be sold for at least seven
years” and even then could only be sold “back to the fund
itself.”® Unlike the Danish proposal, I am recommending
that the citizen-owners never be permitted to sell their
ownership share and that the share remit back to the Asr
upon its owner’s death.

As part of this ownership arrangement, the AsFc
should have a website that looks like the sites run by Van-
guard or Fidelity where citizen-owners can log on and see
their single share of ownership, track its value over time,
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and soon. Thisis also where they would input their banking
information and address to receive their dividend checks.
The purpose of the website and the ownership share gen-
erally is to impress upon people that this is their collective
wealth fund. This is partially a communications gimmick,
but no more so than many of the hyper-abstracted owner-
ship gimmicks that already exist in the country’s capital
markets.
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Dividend Amount

The dividend amount should be set equal to a five-year
moving average of a percentage of the AsF’s market value.
The percentage would be set legislatively or by the Treasury
and would aim to, on average, withdraw an amount equal to
the inflation-adjusted return of the fund. This is a hybrid
of the way Norway’s GpF-Global and the Alaska Permanent
Fund currently manages fund withdrawals.

So, for example, the rule could be that 4 percent
of the five-year moving average of the AsF’s market value
will be withdrawn each year and used for the usp. If the
AsrF’svalue over thelast five years was $8 trillion, $9 trillion,
$10 trillion, $11 trillion, and $12 trillion, then the div-
idend withdrawal would be 4 percent of $10 trillion, or
$400 billion.

Using a specific percentage of market value makes
withdrawals administratively easy and using a five-year
moving average of market values smooths out market vol-
atility in asset prices, ensuring that the dividend amounts
do not swing wildly year to year.

Dividend Eligibility

Alaska provides its dividend to every citizen of the state,
including children. I would recommend excluding chil-
dren from the aAs¥ dividend. Under this proposal, every cit-
izen over the age of 17 would receive an ownership share
and thus a dividend. Families with children should receive
child allowances for each of the children they are caring
for, but that should be done through a different program.
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In an ideal construction, retired people would also
be ineligible for a dividend. As with children, retired peo-
ple are owed a cash income, but they already receive such
an income through Social Security’s old-age pension. Ex-
cluding children and the retired from ownership and div-
idends would allow the dividends to be higher by reducing
the number of beneficiaries.

In practice, excluding the retired seems like it
would be difficult to do. The retired are a large voting bloc
and many of them are dependent on private capital own-
ership for their retirement income. Since the ASF proposal
intends to shift some of that capital ownership into a col-
lective fund, they will need to be included in the ASF’s own-

ership as well.
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