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Abstract

:

Sustainable Development Goal 16 talks about Peace, Justice, and Strong Institutions, and goal 10 talks about reducing inequality. A major problem exposed by the COVID-19 crisis is that public deficits seem to be the normal state in the business cycle’s booms and downturns, limiting capacity for emergencies. Corporate capitalism has an incentive to perpetuate deficits to increase growth, provide risk-free interest income to financial institutions, and to increase inequalities and economic injustice. To counter this problem, the purpose of this communication is to suggest that countries need to issue equity capital, which we term macro-equity. This macro-equity will give dividends to its shareholders in times of public surplus and issue new shares in times of public deficits. The communication is written as a mind experiment, debating the issues that may arise. This proposal raises many questions of an ethical and moral nature that will lead to passionate debate. The use of macro-equity will reduce countries’ stress, created by high public debt. With appropriate incentives, it may create an entrepreneurial mindset in political leaders that may even reduce corruption and promote redistribution. The moral and ethical issues need to be weighed against the street violence in the absence of any change.
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1. Introduction: The Problem of Democratic Capitalism


A first inherent tension in democratic capitalism is its tendency to centralize firms’ monopolistic power, with governments attempting to break the monopolies from time to time. It has been a losing battle for democracy, and for some time, we have been talking about corporate capitalism and corporatocracy and their problems (Blanc 2014; Karadjov 2019). In these diverse forms of monopolistic capitalism, large firms control the economy, the politicians, the legislation, and indirectly, the people. Perhaps democracy, as we knew it, remains for the sake appearances. The COVID-19 crisis has heightened the awareness of the importance of economic life and of firms’ survival and perhaps legitimized the shift of power towards capital. Street violence may reflect the masses’ frustration at this shift of power, as inequalities have increased (Chan 2015; Piketty 2014; Stiglitz 2013). This increase in social inequalities has been heightened during the pandemic both at a local level (Dzigbede et al. 2020) and at a global level since developing countries are unequipped to deal with this crisis.



A second inherent tension in democratic capitalism is that the state is encroaching on the private sector. This encroachment manifests in the fear of big brother and constant surveillance (Orwell [1949] 2009), which in turn leads to reminders that ignoring the private sector will lead to serfdom (Hayek [1945] 2014). These reminders lead to political conservatives like Reagan and Thatcher trying to reduce the size of the State by privatizing, outsourcing, and devolving to lower levels of government (Osborne and Plastrik 1997). The Orwellian fear was again witnessed during the Covid crisis when governments asked people to download apps that would monitor their movements and contacts. People consider that we need to beware of the State.



To finance the COVID-19 and to relaunch the economy, governments have been spending lavishly. The public spending stimuli have focused on giving money directly to the consumers (democratic) and providing subsidies or tax-deferrals to firms (capitalistic). This balance between democracy and capitalism may move further towards the latter if public deficits mean taking debt. The collective people will then be increasingly indebted to the large banks, corporations, and international investors. The global debt was estimated to be $277 trillion (365% of global GDP) by the end of 2020 (IIF 2020). The interest on this debt must be serviced, in good times and bad, thus cumulating public deficits and creating stress. Lebanon is the latest case of a State succumbing to debt. Figure 1 below shows that even in developed countries, debt increased significantly in the first three quarters of 2020 by more than 10% of GDP. This massive increase in debt is enigmatic of both the underlying tensions: a more significant State controlled by more giant corporations and financers, with less room for private enterprise.



The problem of servicing debt is especially acute if the debt is from foreign investors and denoted in hard currency, especially if the local currency depreciates, as has long been the problem for Argentina and Venezuela and, more recently, for Pakistan concerning debt from China. Moreover, to a large extent, most governments have not been following Keynesian recommendations of deficits during business cycle downturns and surpluses during booms. Figure 1 shows that some governments, such as Germany, managed to reduce debt percentages to the pre-financial crisis levels. Still, the average EU country had not yet returned to the pre-financial crisis levels of 2007. Others, such as France, have not been able to control their debt at all. As a result, they have not preserved economic firepower for the moments of crisis (Roberts 2020). The reason is that the system of incentives is biased in favor of taking more debt and ushering in higher growth, both of which favor banks and corporations. If we are to create a more reasonable global economy, we need to devise a system of incentives that reflects Keynesian prudence. This study’s research objective is to provide a suggestion that may lead to a healthier budgetary policy, stronger institutions, lower inequalities, and thus promote peace.




2. Materials and Methods


The methodology we adopt is that of thought experiments. Thought experiments expose a hypothetical situation and look at possible consequences and alternatives before being experimented with in practice. There are many papers published in scientific journals based on thought experiments (Caste 1992; Eccles 2010; Elkington et al. 2006; Lucas 2003; Mankiw 2013; Margolis 1982). The method is useful to encourage debate before implementing a proposed solution.



Of course, a thought experiment may suffer from limitations such as misrepresenting facts or suffering from logical inconsistency. For example, Margolis (1982) described a thought experiment devising mechanisms that allow individuals to influence social choice subject to a special tax designed to elicit truthful revelations of preferences. However, Brubaker (1983) considered that the thought experiment of Margolis (1982) would lead to misrepresentations of economic facts collected by U.S. administrative agencies. In general, experimental economists often believe that classical economics is a pure thought experiment without being based on facts, but the classical theory’s evolution has led to many beneficial results (Börgers 1996).




3. The Proposed Solution: Macro-Equity


The traditional solution for overcoming the public debt problem has been to offer subsidies and debt waivers or debt postponement to developing countries. The problem with subsidies is that they do not provide incentives for growth but rather create incentives for dependency (Calderisi 2006; Easterly 2006; Moyo 2009). Debt waivers create similar problems and lower the country’s risk rating. Therefore, future debt is priced at higher interest rates. A creative, innovative solution is required. Creativity often requires displacing knowledge from one field to another (De Bono 1970).



We know that since a corporate debt creates stress, bankers advise that it be accompanied by equity, which is entitled to dividends only in times of surplus. Equity can be raised even by firms who have credit rating issues. Moreover, equity shareholders often bring in guidance that may help the firm, and, often, they have a more significant say in the governance of a firm than debt holders.



This thought leads to a novel idea indicated by Ashta (2020). At a macro level, if governments are taking macro-debt, it should be accompanied by macro-equity (avoiding the term “public equity” that denotes shares of firms owned by the public). In this macro-equity concept, firms and individuals would be able to purchase the shares of a country. The importance of equity is that it absorbs the shocks of crisis. There would be a dividend on these macro-equity shares in good times, but none in bad times. Therefore, in this macro-equity proposal, the country’s shareholders would get dividends only in years when there is a public surplus.



This proposal then creates an auto-correction mechanism in line with Keynesian thinking. To increase dividends, the owners of macro-equity would like more shares and a higher payout ratio. In good times they would get higher dividends, and in bad times, they would receive more shares. This dual strategy means that these large investors would want alternate periods of deficits and surplus (Ashta 2020).



Of course, the equity does not need to be reserved for large investors. If the share price is low enough or if people can buy a part of a share as with bitcoins or many mutual funds, everybody can own a piece of their country if they want to.




4. Discussion: Evaluating the Proposition


As opposed to Mankiw (2013), who defends the one percent and income inequalities, the Ashta (2020) proposal is interesting because it uses the one percent’s skills in creating value for the country as a whole by offering them “skin in the game” (Taleb 2018). Since Ashta (2020) indicates that this proposal opens Pandora’s box, let us further develop this proposition.



First, we would suggest that a country’s equity be issued in the local currency, allowing domestic investors and international investors to invest in the country. Being in a local currency, international investors would be interested in saving the currency from devaluation. They would, therefore, place pressure against any non-productive expenditure, which does not lead to a growth of their surplus. At the same time, redistribution from the rich to the poor, even unproductive pensioners, helps increase consumption and has a multiplier effect on the economy. However, redistribution towards wealthy pensioners or other unproductive people (such as renters) who cannot consume more does not support economic growth. Therefore, fair redistribution is beneficial to the economy, and we should expect macro-equity shareholders to be advocates of lower inequality, in line with the United Nations’ sustainable development goal 10.



Of course, this multiplier effect can also result from wasteful expenditure, such as building a wall where it is not required. Still, such capital expenditure needs to be weighed against other infrastructural investments that might give higher returns. The International Monetary Fund estimates that an increase in public investment by 1% of GDP would yield a 2.7% increase in GDP of developed and emerging countries, boost private investment by 10%, and employment by 1.2% in two years (IMF 2020). While one may debate the estimated figure, many developed countries need to update their depleted infrastructure failings, for which growth is unsustainable.



The second issue that we consider is whether this macro-equity proposal amounts to slavery. To respond to this issue, we can first note that firms with public equity do not treat their employees as slaves. Even in small firms where ownership and management are combined, and the perception of exploitation (in the Marxist sense) may be more significant, the employees are free to leave, whereas slaves are not. Second, at a country level, the citizens of a nation can vote with their feet. The large-scale legal and illegal immigration that we have witnessed in the last century indicates that the slavery issue would be a false issue.



Third, some developing countries may consider the possibility of foreign nationals owning their shares as neo-colonization or neo-imperialism (Nkrumah 1965; Petras and Veltmeyer 2000). However, the political interventions by wealthy oil corporations and States defending some of the African countries already indicate that neo-colonization is present. So, on the one hand, the form of neo-colonization may be important. On the other hand, direct shareholding leads to transparency. It may mean that foreign shareholders would like higher dividends from the country and may seek to add value to the host countries and not just divert value to their home country. For this, they may need a guide, as do private equity holders, business angels, and even crowdfunding investors. While the former like to control, the latter two do not. A possible suggestion would be to limit any individual or firm’s ownership in a country’s shares, but private equity has its advantages too.



Fourth, the reflection on private equity leads to a further thought: if private equity offers appropriate incentives to political leaders, perhaps they can be incentivized to create growth and economic welfare. These incentives would then reduce the need to capture informal economic rents in the form of bribery and corruption, which remain major obstacles to development in many countries (Ashta and Fall 2012; Liu and Dong 2020). The fight against corruption requires an understanding of the institutional logics and a creation of incentives (Misangyi et al. 2008). The previous literature has focused on the role of social entrepreneurs to reduce corruption (Maak and Stoetter 2012; Mària and Arenas 2009) and has not examined the possibility of mobilising markets to achieve this.



If private equity creates appropriate incentives, political leaders would then have an entrepreneurial mindset and this may even lead to experimentation and diffusion of good practices. This mindset would go with the thought that the State’s services should be entrepreneurial and customer-oriented (Osborne and Plastrik 1997). Creating an entrepreneurial culture of learning and experimentation is essential for developing countries (Ashta and Mor 2017). Charismatic leaders would then be followed by others in the country, boosting development further. The academic literature uses the term political entrepreneur interchangeably. Some authors use it for firms that influence political policy (Weiser 2008; Yoffie and Bergenstein 1985; Gao 2008). Others use it for governments or administrations to behave entrepreneurially (Blumenthal 2009; Cumming 2018; Kosack 2014; Nollert and Schief 2011; Schneider and Teske 1992). Some academics refer to the former as corporate political actors (Yoffie and Bergenstein 1985; Gao 2008), who influence public policy in their firm’s interests. For our purposes, we could call the investors in macro-equity as investor political actors and reserve the term political entrepreneurs for governments that behave entrepreneurially.



Fifth, Ashta (2020) indicates that affluent investors would own the country more overtly than they do at present. These rich investor political actors could include large banks as well as firms (Stiglitz 2013; Clements 2014). They would then clearly be able to modify laws in their favor even more quickly than at present. As opposed to this, there is evidence that thanks to the increased availability of information, a growing number of impact investors are targeting socially responsible firms. Moreover, there is growing evidence that firms engaging in social responsibility are also sustainable (Popescu and Popescu 2019). At the same time, there has been an increase in management theories and concepts in this field, such as Strategic Corporate Responsibility (Bowman and Haire 1975; Brooks 2005), Instrumental Stakeholder theory (Jones 1995; Jones et al. 2018), and Creating Shared Value (Porter and Kramer 2011). Many of these concepts are similar and overlapping (Crane et al. 2014), but their ensemble validates an observation that firms could improve society.



Keeping this debate in mind, we suggest using a stakeholder management approach for public governance also. Following this approach, the representatives of people, the macro-equity shareholders, and the macro-bond holders would all participate in the country’s public governance. Such stakeholder arrangements work in cooperatives that function democratically and in many large corporations with supervisory boards that include employees. At the level of a firm, companies inviting public equity lose control of their firm to some extent. Therefore, some firms consider it advantageous to seek public equity, and other firms prefer to remain private. At the level of a country also, some countries may seek macro-equity, and others may not. Countries in deep trouble, the so-called “failed nations,” may be the first to start initial experimentation because they seek risks since they have nothing to lose, as suggested by loss aversion theory (Camerer 2005; Kahneman and Knetsch 1991; Thaler et al. 1997). However, for the idea to be given a fair chance, a country closer to the median in living standards should test it.



Sixth, firms take debt because shareholders benefit from the tax shield, which reduces the interest burden created by debt. Since governments do not tax themselves, they do not need to take high debt to provide this tax shield. Therefore, there is less reason to favor debt over equity.




5. Concluding Remark


In this paper, we have further developed a case for macro-equity for countries: equity shareholders of a country would get dividends in times of public surplus and could buy more new shares in public deficits. As opposed to Ashta (2020), who proposed this solution, the contribution of this paper is to discuss how this policy proposal could affect society and institutions.



The principal advantage is that macro-equity will reduce countries’ stress created by high public debt. A second advantage is that with appropriate incentives accompanying this proposal, it may lead to an entrepreneurial mindset in political leaders, reduce corruption, and better transparency. Third, the large shareholders would be in positions like business angels and venture capitalists and may provide appropriate guidance and governance to improve developing countries’ institutions and economic performance.



Indeed, this idea’s ethics and morality need extensive discussion before we rush in, and our contribution is still only a start. Future researchers need to examine whether people would like their country to be owned or controlled by a few wealthy people or corporates? What if foreigners buy the shares? Would the Americans accept holdings by the Chinese? Would people from Burundi like an American corporation owning shares in their country? Besides the public governance issues, international law and international taxation issues of such a proposal also need to be extensively discussed, even if it is a mere theoretical exercise.



The COVID-19 pandemic may be a blessing if the reflections on why we are alive, the good that we can do, and the society we would like to live in, take a positive turn in helping the global masses. Public finance is meant to add grease to the public service mechanism once the primary intention is manifest. Whether tax, debt, transfers, or disinvestments, most of such existing solutions will not make a difference to the growing inequalities crippling further economic development. Innovative ideas are required. The violence breaking out on the streets is like a black mirror, foretelling where our society is heading. This violence compels a discussion of innovative ideas to create peace by ushering in economic and social justice through institutions that are better aligned with all the stakeholders, not just the elites. The results of such a discussion would be in line with Sustainable Development Goal 16: Peace, Justice and Strong Institutions and Goal 10 on reducing inequalities.
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Figure 1. Debt to GDP percentage for EU, France and Germany. Source: EU Statistics. 






Figure 1. Debt to GDP percentage for EU, France and Germany. Source: EU Statistics.



[image: Jrfm 14 00116 g001]













	
	
Publisher’s Note: MDPI stays neutral with regard to jurisdictional claims in published maps and institutional affiliations.











© 2021 by the author. Licensee MDPI, Basel, Switzerland. This article is an open access article distributed under the terms and conditions of the Creative Commons Attribution (CC BY) license (http://creativecommons.org/licenses/by/4.0/).






nav.xhtml


  jrfm-14-00116


  
    		
      jrfm-14-00116
    


  




  





media/file0.png





media/file2.png
Quarterly general government gross debt

(% of GDP)
I LB o e o e oo s A 2 R R S U RS A S S A T o B R R O PR S R SR R AR B SR S 116.5%
L R A T R s s s
98.1%
B 004 e a .
A T st s ox
b3
80 M - TN e’ S
“" 70.0%
B il R S R R e
htt 59.6%
1 1SRRI oo o . 00> (N
rF T rrrrrorrrrrrrrrrTrrerrrrrrrrerrTrrroryrnry e rorerrrnrrorvorrvrrororvnriTon
Q12007 Q32008 Q12010 Q3 2011 Q12013 Q32014 Q12016 Q32017 Q12019 Q32020





media/file1.jpg
Quarterly general government gross debt
(hof GO

" sosn

Germany

Qmn m qme | gEi qmd QE  qme g qas  gm





