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Abstract

This paper proposes a hybrid of the basic income guarantee and of Stakeholder Accounts with features that give it some advantages over either one. Each child is granted a baby bond at birth. Upon reaching adulthood the owner of the bond is not given the principle to the bond but an account from which she can withdraw the interest or let it accrue throughout her life. Stakeholder Accounts combine the political appeal of Stakeholder Grants with basic income’s ability to meet pressing social needs. It reduces wealth inequality but also fosters savings. It gives people an incentive to work and to let the funds in their account grow, but provides a cushion that people can draw on if and when they need it. This paper discusses the specifics of how a Stakeholder Account System would work, its advantages and disadvantages, and the financing of a small Stakeholder Account System for Britain.
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The Stakeholder Account System

A proposal for a hybrid of Basic Income and Stakeholder Grants for Britain and the United States


The paper proposes the creation of Stakeholder Accounts, which combine elements of basic income guarantee (Van Parijs 1995; 2001; 2002; Fitzpatrick 1999; Tobin 1968; Standing 1999; and many others) specifically in the form of the Alaska Permanent Fund and the Stakeholding Grants (Ackerman and Alstott 2002; 1999) specifically in the form of baby bonds that are currently being considered by the Blair government in Britain (Le Grand 2002). Basic income distributes a uniform benefit to every citizen. Most proposals for basic income finance it out of current income tax revenue. The Alaska fund, however, finances a basic income out of the interest off of a fund created by royalties from the sale of oil drilled in the state. Stakeholder Grants give all citizens a lump sum when they reach a certain age. Ackerman and Alstott propose a grant of $80,000 in four yearly installments of $20,000 beginning at age 21. Blair’s baby bond proposal gives each child a bond of ₤400, which reaches maturity when the child reaches 18, thereby taking advantage of years of compound interest before granting money to the beneficiaries. Stakeholder Accounts use the feature of baby bonds and the accrual of compound interest, but unlike the baby bond proposal, account owners can only withdraw the interest on their account not the principle. Stakeholder Account owners may withdraw their available balance at any time or they may leave it their account where it will continue to earn interest.


Supporters of stakeholder grants (SG) and supporters of a basic income guarantee (BIG) agree on the goals of making the economy more egalitarian and of creating greater equality of opportunity. To some extent, they also agree on the means; both see unconditional cash payments as the best form of redistribution. 


Some of the disagreement between SG and BIG stems from politically pragmatic questions about what the next step toward a more egalitarian society should be. SG supporters (Ackerman and Alstott 1999; 2002; Le Grand 2002) present their proposals as a more politically appealing in the current climate, because SG does not engender the same resentment toward recipients as undeserving free riders. Ackerman and Alstott also present their proposal as a challenge to unrestricted private property in inheritance, and something that will give young people the opportunity to transform their lives by giving them options that they would not otherwise have even with a basic income. Ackerman also argues that Stakeholding is more easily phased-in than BIG. It would offer a large impact on the children of today’s parents with a small upfront cost.


Stakeholder Grants also have the distinct advantage that nearly everyone who receives the grant will feel some of its beneficial effects. If a BIG is introduced, supported by an income tax increase, many people and most of the more powerful people, will see that they lost more in taxes than they gain basic income payments and so are not likely to be fooled by the universality of the grant into thinking that it increases their income. Even though no government grant can increase everyone’s lifetime income, very few people pay more than $80,000 in taxes in the twenty-first year of their lives. Therefore, nearly every family will know that their children will benefit from the stake’s ability to redistribute money to them at a time in their lives when they have less of it than they will later. This kind of redistribution is less likely to be viewed as a transfer from the hardworking and productive to the lazy and unproductive.


BIG supporters counter that, although there is less reason to actively oppose Stakeholding, there is also less reason to actively support it. Although it has a potentially profound impact on the distribution of wealth and the equality of opportunity, it has a potentially trivial impact on many of its recipients. Guy Standing (2002b) criticizes it for being less of a true “stake” and more of a “coming of age grant” or “COAG.” Recipients could use their $80,000 COAG to purchase a stake in our national wealth but many will spend it, blow it, be swindled
 out of it, or lose it in legitimate but unsuccessful investment before it does them any real good. A grant of even $80,000 can be trivial once it is spent or lost. The baby bond proposal of only ₤400 to ₤800 currently being considered seems trivial no matter how it is spent. BIG meets the more pressing social need of security for everyone. Stakeholding will not make as large an impact on the problems of hunger, homeless, and poverty as a BIG would.


The advantages and disadvantages of each imply that it might be desirable to find a way to combine them. One way to do this would be to phase-in a “Stakeholder Account” rather than a “Stakeholder Grant.” It works as such: At birth each child receives shares in a government held and managed account in a fund of diversified investments such as stocks, real estate, and commodities. All of the interest and dividends on this account are reinvested into the fund and become part of the principle until the account owner reaches 21. Upon coming of age, each citizen may begin drawing a portion of the returns in her account each year, week, or month. But she may instead decide to let the interest accrue for use later in life. She is not allowed to withdraw the principle, and she may not withdraw all of the interest, one or two percent of which must be kept in the account to become part of next year’s principle. These two restrictions ensure that the principle increases every year and that account owners will have access to some returns throughout their lives. At death the entire principle (including mandatory reinvestments but not optional reinvestments) is returned to the fund to help finance the next generation’s accounts, and any additional money left in the account will become a part of the Stakeholder’s estate and taxed as any other asset.


Stakeholder Accounts would provide nearly everyone with more financial control and flexibility than they have now. They would create more of a feeling that everyone owns a stake in our society than either basic income or Stakeholder grants. Stakeholder Accounts would enable citizens to withdraw a small basic income for life, or to withdraw a much larger basic income for short periods in their life. Those who do not withdraw from their account early in life will have much more available later in life. Thus, it would provide both basic security and a stake, while making the wholesale withdrawal from the labor force feared by basic income opponents much less likely. This advantage to basic income opponents would be viewed as a disadvantage to basic income proponents because it means that it provides less real freedom. To them, Stakeholder Accounts should be viewed as a less-threatening way to increase real freedom and to phase-in greater amounts of it. Once the initial endowment grows to the point that gives people the freedom to drop out of the labor force it would make it clear that those who do are paying a price for doing so (in lost interest) and are not living off of any privileged income to which others do not have access unless they too drop out.


The rest of this paper discusses Stakeholder Accounts in detail. Part one examines the specifics of how Stakeholding Accounts could work. Part two discusses how they might be financed. Part three discusses the pros and cons of Stakeholder Accounts. Part four concludes with a discussion of how a small version of Stakeholding could be phased-in in Britain.

Part One: How Stakeholder Accounts would work


A Stakeholder Account System has the following features:

· At birth each child receives an account with a certain amount of money. This paper uses the figure of $25,000 as an example. It might be more politically realistic to begin with a smaller figure, but the grant should be large enough that people will view it as nontrivial. Part four discusses ₤10,000 as a figure for Britain.

· The account is held in a government-managed investment portfolio of stocks, real estate, bonds, and other financial assets. It may be best for the government to hire several different competing companies to manage portions of the fund.

· Until age 21 all returns on the child’s account are reinvested into her account and defined as part of the “principle.”

· The account holder may withdraw a portion of the returns that accrue after her twenty-first birthday, but she cannot withdraw any part of the principle. She may leave her returns in her account. They will continue to earn interest at the same rate as the principle, and they will be available to her at any time.

· To ensure that each account grows over time, a small fixed portion of the real returns (one or two percent of principle) must be reinvested into the account and will become part of the following year’s principle, and purely nominal returns (up to the rate of inflation) must also be reinvested.

· “Principle” is defined as the initial stake, plus all mandatory reinvestments (all returns up to age 21, all purely nominal returns, and the mandatory real reinvestment of 1 or two percent). 

· “Available balance” is defined as the total account balance minus the principle. Account owners may withdraw any portion of their available balance in weekly, monthly, or yearly installments or in a lump sum. An account holder on her twenty-first birthday has access to only one day’s worth of interest. She must wait a week, a month, or a year to withdraw a larger amount at any one time.

· Neither the Stakeholder Account nor any of its future returns may be used as collateral for loans and they cannot be seized by creditors in the event of bankruptcy. They can only be taken involuntarily from the account owner to pay child support, as settlement of a damage suite, or possibly as part of the penalty for a criminal offense.

· Upon reaching a maximum age the Stakeholding Account reaches maturity. The principle is automatically annualized at a rate of 5 percent (plus a cost of living adjustment—COLA) and paid in monthly or weekly installments as a citizen’s pension. The account owner may choose either to annualize any remaining returns in the account at this time, or she can take them in a lump sum.

· At death, the principle is returned to the fund for redistribution to the next generation of children. The available balance subject to the same taxes as all other inheritance and gifts. 

· Returns on the fund’s assets are to be distributed to the current account holders in proportion to the size of their account, but revenue from taxes, from the repayment of principle on the death of account holders, and from profits on the annulization of accounts goes to the next generation of Stakeholders. 

· Macroeconomic provisions: There must be some minimum assured yearly return on Stakeholder Accounts in times when markets are down to make the system a macroeconomic stabilizer. There are two ways to do this: First, the rate of return for each account is not this year’s return on the entire fund but the average return on the fund over the last twenty years or more. Second, the yearly returns fluctuate with the market, but a government insured minimum return (of say 3 or 4 percent), which should be provided out of general revenues, the sale of government bonds, or the creation of money. The ensured return should be significantly below the average return so that the government does not end up continually subsidizing the fund out of general revenues.

· Stakeholder Accounts can be financed by a variety of taxes (see part 2), but—whatever taxes are used—the revenue from these taxes should be earmarked (or hypothecated) for Stakeholder Accounts alone.


Stakeholder Accounts resemble the Alaska Permanent Fund in the sense that the benefits are put into a fund and only the returns of the fund are distributed to individuals. The essential difference between the two is in how they are individualized. The earnings of the entire Alaska fund are distributed equally to every Alaskan regardless of age, so that all Alaskans benefit both from the returns to the fund and from additions to the fund from new tax revenue (new revenues from royalties on the sale of oil drilled in Alaska). In the Stakeholder Account System, children inherit an individual account within the larger fund. They have sole claim to the returns to their account, but not to any new tax revenues, which are earmarked for financing the next generation’s accounts.


Table one shows the lifetime account profile of someone beginning with a $25,000 grant at birth, assuming a 6% average return, 1% mandatory reinvestment, and zero inflation. Column 1 shows the balance of an account owner who makes no withdrawals before her account reaches maturity. She begins with a balance of $25,000 at birth. By assumption, her account grows steadily at 6% per year, doubling about every twelve years. Her balance reaches $84,989 by her twenty-first birthday, at which time she may begin withdrawing her returns. If she chooses to reinvest all of her returns, her account continues to accumulate at the same rate reaching $1,476,898 by her seventieth birthday.


Column 2 shows the “principle” or the initial investment plus the mandatory reinvestments (all returns before age 21 and 1% of principle each year after age 21). The owner can withdraw the difference between her total account balance and her principle at any time, but she cannot withdraw the principle under any circumstances. Therefore, column 2 shows the minimum amount that must be in everyone’s account each year, as column 1 shows the maximum amount that can be in anyone’s account each year.


Column 3 shows the amount available for a yearly sustainable withdraw assuming no prior withdrawals. That is, it shows the amount the owner would receive in a basic income if she chose to convert it beginning that year. For example, a person who decides to take her stake as a basic income beginning at the earliest possible date would begin with a basic income of $4,249 per year and it would grow slowly with her mandatory reinvestments. If she waited until age 30 to convert her returns to a basic income, she would begin with $7,179, or if she waited until age 40 she could draw a basic income starting at $12,875. As shown in appendix table 1, a person could draw the maximum sustainable yearly withdrawal for five years at any point in her life, and still have over one million dollars of returns in her account at age 70. Therefore, although the stake does not provide the same level of cradle-to-grave security that a larger basic income would, it does add a very large amount of security, flexibility, and real freedom for the needy that is missing from the current welfare system.


Column 4 shows the basic income equivalent of the Stakeholder Account. That is, the amount an account owner can draw, if she draws the maximum amount each year. Someone choosing to use their stake this way would receive a basic income of just over $4,200 in her twenties, and a pension of not quite $7,000 in her seventies. It is not a terribly generous basic income, but it would provide additional security for those who need it. Therefore, a Stakeholder Account at this level could not replace the current welfare system. An initial steak of $50,000 would provide a basic income of double this amount and could largely replace the current welfare system. If the stake is financed by earmarked revenue sources that increase over time, it could be considered a very slow but sure way to phase-in a full basic income.
 


Column 5 shows the maximum amount a Stakeholder can withdraw in any one year provided she hasn’t made any withdrawals up to that point. For example, someone who waits patiently until age 30 can withdraw up to $50,636. That is an adequate amount of money to start a business, start a family, to get retraining or more education, or to take a few years off as a sabbatical. Clearly it would provide a comfortable cushion in the event of unemployment or the inability to find an acceptable job. Somebody who withdrew that amount at age 30 would be left with only the principle of $92,951 in her account, which she could use to draw a basic income of more than $4,600 beginning the following year, or she could again let it grow and have an available balance of about $800,000 at age 70.


The last two lines of the table show the accumulation of the fund by the time it reaches maturity at age 70. Someone who has never made any withdrawals from her account would have a balance of $1,476,898 of which $138,392 is defined as principle. The principle must be annualized into a citizen’s pension of $6,920 (plus a COLA), but she has two options for the other $1,338,506. She can either take it all in one lump sum or she can annualize it into a pension of $73,845 per year—not a bad reward for refraining from consuming your minimum share of the returns to the nation’s wealth. Someone who has left nothing in her account aside from the principle would only be allowed to take the minimum citizen’s pension of $6,920 (plus COLA). This amount is not large enough to replace Social Security, but it makes a very nice add on.
TABLE 1: A Stakeholder Account System based on an initial grant of $25,000

	
	1
	2
	3
	4
	5


	Age
	Account balance
	Principle
	Available for yearly sustainable withdrawal
	BI equivalent
	Available balance


	Birth
	$25,000
	$25,000
	$0
	$0
	$0

	1
	$26,500
	$26,500
	$0
	$0
	$0

	2
	$28,090
	$28,090
	$0
	$0
	$0

	3
	$29,775
	$29,775
	$0
	$0
	$0

	4
	$31,562
	$31,562
	$0
	$0
	$0

	5
	$33,456
	$33,456
	$0
	$0
	$0

	6
	$35,463
	$35,463
	$0
	$0
	$0

	7
	$37,591
	$37,591
	$0
	$0
	$0

	8
	$39,846
	$39,846
	$0
	$0
	$0

	9
	$42,237
	$42,237
	$0
	$0
	$0

	10
	$44,771
	$44,771
	$0
	$0
	$0

	11
	$47,457
	$47,457
	$0
	$0
	$0

	12
	$50,305
	$50,305
	$0
	$0
	$0

	13
	$53,323
	$53,323
	$0
	$0
	$0

	14
	$56,523
	$56,523
	$0
	$0
	$0

	15
	$59,914
	$59,914
	$0
	$0
	$0

	16
	$63,509
	$63,509
	$0
	$0
	$0

	17
	$67,319
	$67,319
	$0
	$0
	$0

	18
	$71,358
	$71,358
	$0
	$0
	$0

	19
	$75,640
	$75,640
	$0
	$0
	$0

	20
	$80,178
	$80,178
	$0
	$0
	$0

	21
	$84,989
	$80,740
	$4,249
	$4,249
	$4,249

	22
	$90,088
	$85,839
	$4,504
	$4,292
	$4,249

	23
	$95,494
	$86,697
	$4,775
	$4,335
	$8,796

	24
	$101,223
	$87,564
	$5,061
	$4,378
	$13,659

	25
	$107,297
	$88,440
	$5,365
	$4,422
	$18,857

	26
	$113,735
	$89,324
	$5,687
	$4,466
	$24,410

	27
	$120,559
	$90,218
	$6,028
	$4,511
	$30,341

	28
	$127,792
	$91,120
	$6,390
	$4,556
	$36,672

	29
	$135,460
	$92,031
	$6,773
	$4,602
	$43,429

	30
	$143,587
	$92,951
	$7,179
	$4,648
	$50,636

	31
	$152,203
	$93,881
	$7,610
	$4,694
	$58,322

	32
	$161,335
	$94,820
	$8,067
	$4,741
	$66,515

	33
	$171,015
	$95,768
	$8,551
	$4,788
	$75,247

	34
	$181,276
	$96,726
	$9,064
	$4,836
	$84,550

	35
	$192,152
	$97,693
	$9,608
	$4,885
	$94,459

	36
	$203,681
	$98,670
	$10,184
	$4,933
	$105,012

	37
	$215,902
	$99,656
	$10,795
	$4,983
	$116,246

	38
	$228,856
	$100,653
	$11,443
	$5,033
	$128,203

	39
	$242,588
	$101,659
	$12,129
	$5,083
	$140,928

	40
	$257,143
	$102,676
	$12,857
	$5,134
	$154,467


	
	1
	2
	3
	4
	5


	Age
	Account balance
	Principle
	Available for yearly sustainable withdrawal
	BI equivalent
	Available balance

	41
	$272,572
	$103,703
	$13,629
	$5,185
	$168,869

	42
	$288,926
	$104,740
	$14,446
	$5,237
	$184,186

	43
	$306,261
	$105,787
	$15,313
	$5,289
	$200,474

	44
	$324,637
	$106,845
	$16,232
	$5,342
	$217,792

	45
	$344,115
	$107,914
	$17,206
	$5,396
	$236,202

	46
	$364,762
	$108,993
	$18,238
	$5,450
	$255,769

	47
	$386,648
	$110,083
	$19,332
	$5,504
	$276,565

	48
	$409,847
	$111,183
	$20,492
	$5,559
	$298,663

	49
	$434,438
	$112,295
	$21,722
	$5,615
	$322,142

	50
	$460,504
	$113,418
	$23,025
	$5,671
	$347,086

	51
	$488,134
	$114,552
	$24,407
	$5,728
	$373,582

	52
	$517,422
	$115,698
	$25,871
	$5,785
	$401,724

	53
	$548,467
	$116,855
	$27,423
	$5,843
	$431,613

	54
	$581,376
	$118,024
	$29,069
	$5,901
	$463,352

	55
	$616,258
	$119,204
	$30,813
	$5,960
	$497,054

	56
	$653,234
	$120,396
	$32,662
	$6,020
	$532,838

	57
	$692,428
	$121,600
	$34,621
	$6,080
	$570,828

	58
	$733,973
	$122,816
	$36,699
	$6,141
	$611,157

	59
	$778,012
	$124,044
	$38,901
	$6,202
	$653,968

	60
	$824,692
	$125,284
	$41,235
	$6,264
	$699,408

	61
	$874,174
	$126,537
	$43,709
	$6,327
	$747,637

	62
	$926,624
	$127,803
	$46,331
	$6,390
	$798,822

	63
	$982,222
	$129,081
	$49,111
	$6,454
	$853,141

	64
	$1,041,155
	$130,371
	$52,058
	$6,519
	$910,784

	65
	$1,103,624
	$131,675
	$55,181
	$6,584
	$971,949

	66
	$1,169,842
	$132,992
	$58,492
	$6,650
	$1,036,850

	67
	$1,240,032
	$134,322
	$62,002
	$6,716
	$1,105,710

	68
	$1,314,434
	$135,665
	$65,722
	$6,783
	$1,178,769

	69
	$1,393,300
	$137,022
	$69,665
	$6,851
	$1,256,279

	70
	$1,476,898
	$138,392
	$73,845
	$6,920
	$1,338,506

	After
	-
	-
	$73,845/year or
	$6,920/year

plus 
	$1,338,506

Lump sum  



Many different variations of the Stakeholder Account System are possible. The following paragraphs discusses five possible features: mandatory service, loans against future returns, a progressive tax on withdrawals, forfeiture of returns as a penalty for criminal convictions, and options for account maturity.


Ownership of one’s Stakeholder Account could be made conditional. One likely condition could be the completion of six months or a year of mandatory national service. Doing so would reduce or eliminate any perception that Stakeholding is something for nothing. Your stake could be considered the pension you earned doing your national service. But organizing and administering mandatory nation service would be costly, and those funds could be used either by the private sector or to increase the size of the stake. Other conditions could be completing high school or completing a course on understanding how to manage your Stakeholder Account. Whatever the conditions are, an individual’s account should continue to earn interest until the designated owner meets the conditions.


There are two cases in which it might be desirable to allow people to take out loans against their future returns. First, if Stakeholder Accounts were larger than necessary to meet people’s basic needs there is no reason not to allow them to borrow against that portion of their future returns. If so, loans to should take the form of an advance on future returns, at the market rate of interest, to justify the continued protection of the account in the even of bankruptcy. Second, if Stakeholder accounts are smaller than necessary to meet people’s basic needs, it might be desirable for people in especially needy situations to take out a loan against future returns. This is a potentially dangerous modification because it creates the risk that a recipient could lose her future returns and end up destitute. If this is to be allowed, it should be allowed only at times of temporary need, and the loans should be administered only by the Stakeholding agency to ensure that people are not left destitute by predatory lenders preying on the naïve. These restrictions are, of course, paternalistic, but they are only necessary because the initial grant is so low. Perhaps the best option is a grant large enough so that the basic income equivalent can cover basic needs, or to make sure that the traditional welfare system remains in place.


It may seem hard to believe that it is possible with only an initial grant of $25,000, to allow everyone to retire a millionaire. It is possible because the assets of our country grow every year and the grant would have seventy years to accrue returns. Stakeholders would simply be taking a small share of the appreciation of our nation’s assets over their childhood and their working lives. Stocks tend to increase at an average rate of about 7% per year, thus the figures reported here (which assume only 6%) might even be a little conservative.


On the other side, it may not seem necessary or desirable to redistribute money in such a way that makes millionaires out of those who need it least. Certainly the most needy will have to draw all or most of their returns throughout their life, leaving them with the citizen’s pension of less than $7,000, while the least needed will be able to let their money rise and receive 1.3 million dollars on top of their citizen’s pension. This sounds like a lot of inequality for a redistribution plan aimed at providing basic security for all. It should be kept in mind that this level of inequality is much less than would exist if the Stakeholder Account System did not exist, but if it is not equalizing enough, it is possible to subject withdrawals from the account to a progressive income tax. There are many different options of how this could be done. Withdrawals could be taxed only beyond some lifetime exemption of say $500,000 (slightly more than someone withdrawing the maximum each year would withdraw if she lived to be 100) or beyond a yearly exemption of say $50,000. Withdrawals could simply be treating as any other income for income tax purposes. This method of taxation would encourage people to make more frequent smaller withdrawals, but it would also encourage people to annualize their returns at retirement rather than taking them as a lump sum.


The Stakeholder Account system could be a good deterrent to crime if convicted criminals must forfeit some or all of their returns as part of their punishment. There may be good ethical justification for such a policy, but pragmatic concerns raise caution. Who would need to draw on their stake more than someone who was recently released from prison and who is trying not to return to criminal activity? Taking this problem into account, if returns are subject to penalty, some part should be left for minimum security even for ex-convicts. Yearly returns could be seized while criminals are in prison. The seizure of a part of the returns could be an alternative to jail time for smaller offenses, and may provide a significant deterrent for first offenders.


The Stakeholder Account need not reach maturity at 70. With a larger initial stake or a larger mandatory reinvestment rate, and reasonable citizen’s pension could accrue by age 60 or younger. Or, we could dispense with the maturity date and the principle could continue to grow as long as the stake owner lives. Alternative, instead of reaching maturity when the Stakeholder reaches a certain age; it could instead reach maturity when the balance reaches a certain size. If the account reached maturity at $750,000, those who made no withdrawals could expect to receive their maximum award before their 59th birthday, while those who drew out all of their available returns at age 35 would have to wait until past their 70th birthday to receive their maximum lump sum payoff. People who withdraw the maximum every year would not see their account reach maturity unless they lived to be more than 250 years old. The maximum size SA would be popular with people who believe that the stake should be tax free but who do not want it to lead to great inequality later in life.

Part Two: Financing


After one hundred years Stakeholder accounts would be at least partially self-sustaining. The repayments of principle at death and the profit from annualization of principle at maturity will make substantial funds available for the next generation. But if the mandatory reinvestments are smaller than the rate of growth in the economy the principle would gradually become smaller relative to the size of the economy.
 Also, one hundred years is a long time. Therefore other sources of funding are necessary. 


The ideal sources of funding for this kind of a program are voluntary taxes such as user fees such as fees for incorporation, royalties on the extraction of natural resources, pollution of the environment, or on the private use of land.


A fee for incorporation is justified because a corporation enjoys government protections not available to individuals or to full partnerships. The government could make a rule that any firm wishing to become a for-profit corporation must turn over a small percentage of its stock to the Stakeholder Fund. This tax is voluntary in the sense that any firm that does not believe that the fee is a worthwhile exchange for the privilege of doing business as a corporation is welcome to do business as a full partnership. Using incorporation fees to fund Stakeholder Accounts has the added benefit that it will mean that every citizen owns a tiny piece of every corporation in the nation. Each citizen would truly own a stake in her economy.


Taxes on land value, natural resource extraction, and pollution emissions have a similar voluntary character. There are two reasons why the proceeds from these taxes should go to the funds of newborns and not to increase the size of the funds of today’s adults. First, it is future generations who are primarily harmed by the depletion of natural resources today, and therefore it makes sense that future generations should receive the benefits from the fees for that depletion. Second, directing the funds this way will eliminate the greed effect created by using such taxes to finance a basic income. People who might be willing to mortgage the next generation’s environment for a few more dollars today, but they might be more cautions about giving the environment away if they proceeds for selling it go to future generations.


Wealth and inheritance taxes are also good sources of revenue for Stakeholding although they don’t have the same voluntary character. Using either of these taxes in this way would be to share a small part of the accumulation of past generations with every member of the next generation. Le Grand (2002) reports that Britain had a total marketable wealth of just over 2 trillion pounds in 1995 and 650,000 children who turn 18 each year. Therefore, a wealth tax of 1% (with no exemptions) would raise about 20 billion pounds, or enough to support a baby bond of more than ₤30,000, which could in turn finance a substantial Stakeholder Account. A wealth tax probably should contain an exemption for smaller wealth holders, but it is clear that even a small wealth tax could raise enough revenue to get each generation started with a substantial stake. Because the average rate of return on marketable wealth tends to average about 7%, a wealth tax of 1% or 2% would not place an undue burden on wealth owners.


According to Ackerman and Alstott (1999), 3.1 million Americans turn 21 each year, and it would cost $255 billion to give each of them a Stakeholder Grant of $80,000. A 2% wealth tax would raise $378 billion per year. Use of a 2% wealth tax in the United States, therefore, could fund a Stakeholder Account System three times as large as the one discussed in Part two. By the time the first account owners reached retirement, a Stakeholder Account System of that size could replace both the welfare system and the Social Security System, except for the features that provide for the special needs of the disabled.


Le Grand (2002) looks at the inheritance tax as a source of funds for his proposal for British Stakeholder Grants. According to his figures, the British inheritance tax system, with its enormous loopholes, collects only about ₤1.7 billion per year, enough to finance a baby bond of ₤2,500. If such a bond were used to finance Stakeholder Accounts, it would accumulate to about ₤8,400 by age 21, or enough to finance a yearly income of about ₤400 per year. This is small and almost trivial, but it is large compared to the Blair government’s proposal for a baby bond of only ₤400 at birth used to finance a one-time coming of age grant of a little more than ₤1,000. If allowed to accumulate, a Stakeholder Account financed by a baby bond of ₤2,500 could provide a grant of ₤10,000 at age 36 or ₤100,000 at age 70.


Le Grand estimates that tightening the loop holes in Britain’s inheritance and imposing a tax rate of only 10 to 15 percent could raise enough revenue for a one-time coming of age grant of ₤10,000. Yet, a one-time, lump-sum grant of ₤10,000 is not enough to make a major impact on people’s lives. This amount of money would provide a much more substantial impact, if it were used to finance a Stakeholder Account. Part four examines how ₤10,000 per birth per year could be used to finance the phase-in of a modest, but important Stakeholder Account System.

Part Three: the pros and cons of Stakeholder Accounts


The principle advantage of Stakeholder Accounts is that they would combine some level of the basic security provided by a basic income with the popular appeal of Stakeholder grants. They might even have more popular appeal than Stakeholder grants because they lack the potential frivolity of giving such a large lump sum that is so easily lost.


Stakeholder Accounts are more truly universal than basic income. Although a basic income gives the same universal grant to everyone, it is very apparent that the grant comes from the taxes of people who make private income. Anyone who’s taxes are greater than their basic income is likely to view herself as a net loser from the program.
 The only way she can be certain that she is a net beneficiary is to reduce her private income to the point at which she pays less in taxes than she receives in basic income; that is, to withdraw partially or entirely from the paid workforce. Stakeholder Accounts do not face that problem. Very few infants, even those whose parents have substantial means, receive a $25,000 unconditional wealth transfer at birth. Very few people, even those with substantial human capital, can draw $50,000 out of their savings for any purpose they want at age 30. With Stakeholder Accounts, those who make fewer withdrawals, while spending more time in the paid labor force, are rewarded with interest and receive more throughout their lives than those who make more withdrawals. For example, someone who converts her stake to a basic income would receive a total of $273,933 dollars between the ages of 21 and 70; someone who waited until age 70 would receive a lump sum of $1,338,506—nearly five times as much as the spendthrift. This difference provides a powerful work incentive, and gives those who work instead of living off their returns a powerful reason to support the Stakeholder Account System, and a powerful reason to believe that they have not missed out on something by working instead of drawing their basic income. It seems unlikely a that Stakeholder Account owners of any kind will be viewed as “recipients” or anything but “owners.”


One of the motives behind the traditional means-tested welfare state is to avoid discouraging work by directing redistribution toward those who cannot work for one reason or another. But it falls far short of that goal. Many people fall through the cracks and receive nothing even though they need it; others who might be able to work are afraid to try for fear of losing their eligibility for aid. The state mechanism used to determine eligibility creates enormous overhead costs and disrespects individual autonomy. Stakeholder Accounts aid the most needy while respecting the individual’s autonomy and judgment over her own circumstances. An individual gets the greatest benefit if she refrains from drawing any funds until the end of the period during which she is traditionally expected to be employed, but it allows her to draw money during her working years if she decides she needs it. She is her own judge, and she will only withdraw from her account if she values the money now more than she values the interest she could earn on it. By giving account owners the incentive to be careful judges of their own needs, Stakeholder accounts would save a large amount in overhead compared to means-tested redistribution schemes while ensuring that the money is there when needed.


Unless the initial grant is extremely generous, Stakeholder Accounts do not allow people to permanently drop out of the labor force as so many basic income opponents fear, but it does allow people temporarily drop out of the labor force as many basic income proponents believe is necessary to provide basic security and real freedom. The funding system undermines the “exploitation argument” used by critics of basic income because it does not redistribute income from current workers to nonworkers. Instead, it redistributes the wealth of past generations equally to everyone in the current generation. For a worker to claim exploitation under this system, she would have to claim that if the system were not in place she would have been able to appropriate more of the wealth that existed at her birth than she has in her Stakeholder Account, and that this appropriation of wealth represent the just returns to her labor. That is a very difficult case to make.


Stakeholder Accounts (unlike Stakeholder Grants) would act as an automatic macroeconomic stabilizer in two ways. First, people will withdraw and spend more of the returns from their accounts during recessions, helping to maintain aggregate demand. Second, the insured returns of Stakeholder Accounts guarantee that some portion of every citizen’s wealth will be stable during recessions, decreasing the multiplier effect. The fact that Stakeholder Accounts have an insured stability may also make them an attractive investment even for more wealthy citizens who could presumably make higher average returns withdrawing their funds and investing them elsewhere. If wealthy citizens believe that a Stakeholder Account is a good stable asset that belongs in any diversified portfolio, Stakeholding could develop a nearly universal constituency. 


Stakeholder Accounts also have the advantage that they can be phased in over a long period of time, giving today’s parents the assurance that their children will have access to a stable lifetime savings at reasonably low up-front cost.


Another key advantage of Stakeholder Accounts relative to Stakeholder Grants or to Basic Income or to the traditional welfare state or to any other redistributive system I know of is that it has a positive effect on savings. One of the essential problems with redistribution from the rich to the poor is that it takes from those who are most likely to save and invest their income and gives to those who are least likely to save and invest it. Therefore, economists since Adam Smith have voiced the fear that redistribution will reduce the saving rate, slow the increase in the capital stock, and decelerate economic growth. Stakeholder Accounts do not redistribute income; they redistribute wealth. And they do so without allowing the beneficiaries to convert that wealth into income. The principle of each citizen’s Stakeholder Account is so large compared to most people’s stock of saving, that even if it largely crowds out private savings, it will lead to a substantial increase in the average savings rate. However, there is no venture capital component of the Stakeholder Account fund. Because these funds are invested in widely dispersed mutual funds, they may not have the same impact on the economy as privately held savings. Yet, investors looking to balance risk and return in their private portfolios may be willing to use a larger portion of their private savings toward more risky investments if a fixed component of their savings is safely held in their Stakeholder Account. In that way, Stakeholder Accounts might partially crowd out private ownership of mutual funds and crowd in private venture capital. 


Another advantage to Stakeholder Accounts is that they make very much the same challenge to unrestricted private inheritance as Stakeholder Grants. By taking only a small portion of private inheritance or wealth, they create a great deal of equality of wealth and opportunity. To some extent they make this challenge better than Stakeholder Grants. SG gives people a stake in the wealth of our society, but lets them convert it to consumption. It has no real penalty for them if they are unable to repay their stake at the end of their life. SA gives people a claim to the returns of their stake in the wealth of our society, but treats it only as a temporary claim that cannot be fully converted into consumption and that must be passed on to the next generation at death.


There are, of course, disadvantages to the Stakeholder Accounts System. For one, it has no specific provision to give aid to children, and therefore it could be expected to have a smaller impact on child poverty than the same amount of money distributed as a basic income to everyone including children. This is certainly true, especially for children of younger parents (who have access to only very small returns), and therefore it would be necessary to keep the child provisions of the current welfare system in place, or preferably, to replace them with a refundable child tax credit or a much larger Stakeholder Account. With this shortcoming noted, it is also important to note that this system would do a lot to reduce child poverty and to increase parents’ autonomy in deciding what to do with their children. Someone who becomes a single parent at age 30, and who hasn’t made any previous withdrawals from his account, would have more than $50,000 available for a one-time, lump-sum withdrawal (a couple would have $100,000). That amount of money would finance a lot of parental leave or a lot of day care and it would leave it up to the parent to decide which is best for his child. For better or worse, Stakeholder Accounts would encourage people to have children later in life. Children will probably be the biggest reason why people will choose to make withdrawals from their accounts. Therefore, although it is not a perfect system for parents, it would give parents much more security and flexibility than they have without it.


Another key problem with Stakeholder Accounts is that they have no specific provision for immigrants. This is no small problem in a nation with a large immigrant population like the United States. It would be unfair to completely exclude an immigrant who arrives at 21 and spends her entire working life here, but it seems unwise to offer every immigrant a large grant simply for showing up. It would hardly be desirable to end poverty among the native born only to create a large chasm between a wealthy native population and an impoverished class of working immigrants. There would, of course, be plenty of immigrants who would voluntarily submit to this in hopes of building a better life for their children, but it would amount to taking unfair advantage of them. Therefore, if we cannot create a worldwide Stakeholder Account System, it would be necessary to find some kind of happy medium in which immigrants earn a piece of the fund after living and working in the country for a specified number of years. Options include granting immigrants a stake when they attain citizenship or when they begin working in the Stakeholding nation but denying them access to it until they have resided in the country for 21 years.


The small size of Stakeholder Accounts makes for meager benefits for young people and for people who draw the maximum every year. Therefore, it cannot be a replacement for the welfare system at this level. But, as an addition to the current welfare system, it would be of enormous benefit for the least well off. It should be recognized that Stakeholder Accounts combined with a means-tested welfare state could cause some undesirable incentives if the welfare authority considers a person’s account balance in the determination of her eligibility for benefits. This would amount to paying people to draw their savings down to the minimum. If Garfinkel et al’s (2002) proposal for eliminating redistributional spending programs and tax deductions were added on to Stakeholder Accounts, the available returns to a young person could be more than doubled. Doing so would make the Stakeholder Account System capable of replacing most of the current welfare system, but it would also involve the commitment of current taxes to increasing the size the Stakeholder Accounts of adults. In any case, it is clear that any system taking advantage of compound interest benefits the old more than the young. However, it must be understood that Stakeholder Accounts do not benefit people who are old now more than they benefit people who are young now. Because the size of the grant will grow over time along with the economy, the later a person is born, the larger her lifetime stream of income provided by her Stakeholder Account. Stakeholder Accounts benefit younger generations more than older generations, they simply reward each generation for putting off the consumption of those benefits until later in life.


It is obvious Stakeholder Accounts distribute a significant amount money to those already well off. A much smaller targeted system could have the same impact on poverty while costing much less. This is only partly true. Most of the benefits to the better off come not from tax revenues, but from interest on the individual’s account. To the extent it is true, the added expense is needed to create a truly universal program that makes everyone a part owner of the economy in which they live; to build self-enforcing work incentives into the system; and to eliminate the distinction and potential resentment between recipients and contributors. By doing so it might become more politically appealing and more socially relevant than either Stakeholder or basic income. If so, it is worth the cost.


Stakeholder Accounts, of course, do not create the perfectly just society. They make no distinction between people who have to draw down their accounts because of some unavoidable necessity and those who draw down their accounts simply out of their desire for immediate gratification. These are inherent features of Stakeholder Accounts as they are inherent features of capitalism. A Stakeholding society is not utopia; it is simply capitalism in which everyone has a minimum piece of ownership.


Stakeholder Accounts could have a negative effect on the trade balance if large numbers of people take their maximum yearly withdrawal and live in countries where it buys much more than it does here. To some extent this problem will be self-correcting because such action would reduce the value of the Stakeholding nation’s currency relative to all other currencies. However, it would self-correct only after a period of large trade deficits and growing international indebtedness. Thus, if these kinds of actions become common, it may be necessary to introduce a residency requirement for Stakeholding.


One might argue that Stakeholder Accounts are simply Stakeholder Grants with a lot of paternalistic restrictions added. There is nothing to stop someone from investing the $80,000 unsupervised stake advocated by Ackerman and Alstott and reaping the benefits claimed for Stakeholder Accounts, if they believe that is the best use for their money. To some extent this perception is true, but the restrictions are necessary. To another extent this perception is not true.


Stakeholder Accounts must be somewhat paternalistic because one of their goals is basic security. It is impossible to create any amount of lifetime security without restricting people from borrowing against their future security. Even Ackerman and Alstott admit that Stakeholder grants cannot be a substitute for the current welfare system, which is, of course, quite paternalistic. Therefore, the entire redistributive system they advocate is paternalistic when taken a whole, and as a whole, it is probably more paternalistic than either basic income or Stakeholder Accounts. No Stakeholder grant, no matter how large, can substitute for the current welfare system if one of the goals of society is to provide basic security. To eliminate paternalism from the SG/welfare system would require dismantling the welfare system and redistributing that money in the form of a larger stake, but of course, this would leave stake losers completely destitute. Stakeholder Accounts, however, could replace the welfare system if they were large enough, and even at a relatively small SA can reduce people’s need for welfare.


There are two ways in which the restrictions of Stakeholder Accounts relative to Stakeholder Grants are nonpaternalistic. First, they offer two features that people might want but that are unavailable from other policies including basic income, Stakeholder grants, and the traditional, means-tested welfare state. The first of these features is that the returns are insured. Bonds provide safety from the ups and downs of the stock market but not from inflation. A Stakeholder Account, with even a small ensured real return would be the safest financial asset available because it would be the only asset protected from both recession and inflation. The second feature that makes Stakeholder Accounts desirable is that they are protected from creditors in the event of bankruptcy. Any investor with money in risky ventures would like to have some money in a financial asset as safe as Stakeholder Accounts, and it is quite possible that investment councilors will advise any serious investor to keep the maximum balance in her Stakeholder Account.


Second, the restrictions placed on Stakeholder Accounts are not motivated solely to protect the Stakeholder from himself but for the good of others. One motivation for not letting Stakeholders withdraw their principle is to maintain a high national savings rate as mentioned above. A second is to give the working class as a whole greater bargaining power.
 A third stems from a different view of your rights to your stake. The common definition of most forms of property allows the rightful owner to do with it as she pleases. She can save it and pass it down to her heirs until the end of time or she can convert it into bananas and let it rot overnight. This view of the right to property is reasonable if the owner created the property out of her own efforts and if the property would not have existed if it were not for her. But your stake is not property that you created; it is your share of the capital stock that existed before you were born. Society has chosen to give you a share in this wealth, but not as an unrestricted owner, only as a custodian who has title its returns while she lives, but who must maintain and return the principle to future generations when she is gone.


A supporter of Stakeholder Grants could argue that Stakeholder Accounts, as proposed, do not give the big boost to the life plans of the young. Clearly, $4,000 a year does not give you the options that a lump sum of $80,000 does. SA does not provide the same kind of springboard that SG does, but it provides a net instead. The fact that SA does not give a big boost to the young comes from the combination of two factors: the initial grant is small and its primary goal is basic security. More opportunities for the young is an important goal, but the most pressing need in society today is for basic security, so that those who have nothing have something, and that one day we can have a society in which people do not have to live on the streets. Most of the restrictions on Stakeholder Accounts come from the need to squeeze out some level of basic security from a rather small program. If the baby bond were larger, say $80,000 at birth, the principle would rise to roughly three times as much as proposed in Part Two, giving everyone access to a lifetime income of at least $12,000. At this level of income we could allow people to borrow against up to one-third or perhaps one-half of their future available returns, without risking that they will be destitute if their investments don’t pay off. Therefore, a large stake could begin to achieve both goals. If only a smaller stake is possible at the moment the goal of more opportunities for the young will have to wait until the goal of basic security for all is achieved.


One may argue that the government is unlikely pass a program as large as the one examined in part two at least not at the outset. The next section proposes a very modest phase-in for Stakeholder Accounts in Britain.

Part Four: A small Stakeholding proposal for Great Britain


The ₤10,000 per child per year, which Britain could raise with an inheritance tax rate of 10 to 15 percent and closed loopholes (Le Grand 2002), could finance the phase-in of a small Stakeholder Account System. Beginning the year the program is introduced, the government would deposit ₤1,000 into a designated account for each child under the age of 9 on her Birthday. Children turning nine in the first year of the program receive only a one-time grant of $1,000, and children born during the first year of the program will receive 10 yearly grants of ₤1,000 on the day they are born and on the first nine anniversaries of their birth. Next year’s nine-year-olds will receive a small, almost trivial, one-time grant of ₤1,000 that could finance a basic income of only ₤100 to ₤150 pounds beginning at age 21. But, if they let it accumulate until maturity, it will give them an extra lump sum of ₤29,897 to enjoy in their retirement.


Table 2 shows the lifetime account profile of the first children to receive the full ten deposits. The account balance up to the age of nine reflects new deposits of ₤1,000 each year plus the interest on previous deposits (hence, the must slower growth after age 9). This cohort would accumulate a balance of ₤25,196 by their twenty-first birthday from which they could draw a small but not necessarily trivial basic income supplement starting at ₤1,326. If they let their returns accumulate until age 32 they will be able to withdraw a lump sum of more than ₤20,000 which would be sufficient to cover one-time expenses such as a sabbatical, childcare, retraining, down payment on a house, or a rather sobering visit to Monte Carlo. It might even provide substantial seed money for entrepreneurs. If account owners decide instead to let their returns accrue until the account reaches maturity, they will have their choice at age 70 between a permanent pension of ₤23,045 or a lump sum of ₤417,705 plus a permanent pension of ₤2,159 (in addition to all other private and government pensions they are eligible for). This system is not large enough to replace any part of the welfare state, but it would make an excellent, universal supplement that would substantially increase the living standards and the freedom of people living at the margins. I believe it would have substantially more impact society than a one-time, coming of age grant of ₤10,000.

TABLE 2: A small Stakeholder Account System for Britain.

	 
	1
	2
	3
	4
	5

	Age
	Account balance
	Principle
	Available for yearly sustainable withdrawal
	BI equivalent
	Available balance

	Birth
	£1,000
	£1,000
	£0
	£0
	£0

	1
	£2,060
	£2,060
	£0
	£0
	£0

	2
	£3,184
	£3,184
	£0
	£0
	£0

	3
	£4,375
	£4,375
	£0
	£0
	£0

	4
	£5,637
	£5,637
	£0
	£0
	£0

	5
	£6,975
	£6,975
	£0
	£0
	£0

	6
	£8,394
	£8,394
	£0
	£0
	£0

	7
	£9,897
	£9,897
	£0
	£0
	£0

	8
	£11,491
	£11,491
	£0
	£0
	£0

	9
	£13,181
	£13,181
	£0
	£0
	£0

	10
	£13,972
	£13,972
	£0
	£0
	£0

	11
	£14,810
	£14,810
	£0
	£0
	£0

	12
	£15,699
	£15,699
	£0
	£0
	£0

	13
	£16,640
	£16,640
	£0
	£0
	£0

	14
	£17,639
	£17,639
	£0
	£0
	£0

	15
	£18,697
	£18,697
	£0
	£0
	£0

	16
	£19,819
	£19,819
	£0
	£0
	£0

	17
	£21,008
	£21,008
	£0
	£0
	£0

	18
	£22,269
	£22,269
	£0
	£0
	£0

	19
	£23,605
	£23,605
	£0
	£0
	£0

	20
	£25,021
	£25,021
	£0
	£0
	£0

	21
	£26,522
	£25,196
	£1,326
	£1,326
	£1,326

	22
	£28,114
	£26,788
	£1,406
	£1,339
	£1,326

	23
	£29,801
	£27,055
	£1,490
	£1,353
	£2,745

	24
	£31,589
	£27,326
	£1,579
	£1,366
	£4,263

	25
	£33,484
	£27,599
	£1,674
	£1,380
	£5,885

	26
	£35,493
	£27,875
	£1,775
	£1,394
	£7,618

	27
	£37,622
	£28,154
	£1,881
	£1,408
	£9,468

	28
	£39,880
	£28,436
	£1,994
	£1,422
	£11,444

	29
	£42,273
	£28,720
	£2,114
	£1,436
	£13,553

	30
	£44,809
	£29,007
	£2,240
	£1,450
	£15,802

	31
	£47,497
	£29,297
	£2,375
	£1,465
	£18,200

	32
	£50,347
	£29,590
	£2,517
	£1,480
	£20,757

	33
	£53,368
	£29,886
	£2,668
	£1,494
	£23,482

	34
	£56,570
	£30,185
	£2,829
	£1,509
	£26,385

	35
	£59,964
	£30,487
	£2,998
	£1,524
	£29,478

	36
	£63,562
	£30,792
	£3,178
	£1,540
	£32,771

	37
	£67,376
	£31,100
	£3,369
	£1,555
	£36,277

	38
	£71,419
	£31,411
	£3,571
	£1,571
	£40,008

	39
	£75,704
	£31,725
	£3,785
	£1,586
	£43,979

	40
	£80,246
	£32,042
	£4,012
	£1,602
	£48,204


	 
	1
	2
	3
	4
	5

	Age
	Account balance
	Principle
	Available for yearly sustainable withdrawal
	BI equivalent
	Available balance

	40
	£80,246
	£32,042
	£4,012
	£1,602
	£48,204

	41
	£85,061
	£32,362
	£4,253
	£1,618
	£52,698

	42
	£90,164
	£32,686
	£4,508
	£1,634
	£57,478

	43
	£95,574
	£33,013
	£4,779
	£1,651
	£62,561

	44
	£101,309
	£33,343
	£5,065
	£1,667
	£67,966

	45
	£107,387
	£33,676
	£5,369
	£1,684
	£73,711

	46
	£113,830
	£34,013
	£5,692
	£1,701
	£79,817

	47
	£120,660
	£34,353
	£6,033
	£1,718
	£86,307

	48
	£127,900
	£34,697
	£6,395
	£1,735
	£93,203

	49
	£135,574
	£35,044
	£6,779
	£1,752
	£100,530

	50
	£143,708
	£35,394
	£7,185
	£1,770
	£108,314

	51
	£152,331
	£35,748
	£7,617
	£1,787
	£116,583

	52
	£161,471
	£36,106
	£8,074
	£1,805
	£125,365

	53
	£171,159
	£36,467
	£8,558
	£1,823
	£134,692

	54
	£181,429
	£36,831
	£9,071
	£1,842
	£144,597

	55
	£192,314
	£37,200
	£9,616
	£1,860
	£155,115

	56
	£203,853
	£37,572
	£10,193
	£1,879
	£166,281

	57
	£216,084
	£37,947
	£10,804
	£1,897
	£178,137

	58
	£229,049
	£38,327
	£11,452
	£1,916
	£190,722

	59
	£242,792
	£38,710
	£12,140
	£1,936
	£204,082

	60
	£257,360
	£39,097
	£12,868
	£1,955
	£218,263

	61
	£272,801
	£39,488
	£13,640
	£1,974
	£233,313

	62
	£289,169
	£39,883
	£14,458
	£1,994
	£249,286

	63
	£306,520
	£40,282
	£15,326
	£2,014
	£266,238

	64
	£324,911
	£40,685
	£16,246
	£2,034
	£284,226

	65
	£344,405
	£41,092
	£17,220
	£2,055
	£303,314

	66
	£365,070
	£41,502
	£18,253
	£2,075
	£323,567

	67
	£386,974
	£41,917
	£19,349
	£2,096
	£345,057

	68
	£410,192
	£42,337
	£20,510
	£2,117
	£367,856

	69
	£434,804
	£42,760
	£21,740
	£2,138
	£392,044

	70
	£460,892
	£43,188
	£23,045
	£2,159
	£417,705

	Thereafter
	-
	-
	£23,045/

year or
	£2,159/ year plus
	£417,705

Lump sum



Even this small Stakeholder Account could greatly increase freedom and security for everyone and it could be introduced at minimum expense. Only those wealthy enough to pay inheritance taxes would feel any cost of this proposal, and they would still be able to leave 85 to 90 percent of their estate to their own heirs. 


This kind of financing would grow very slowly over time with the gradual increase in inheritances, the repayment of principle on death, and the profits from annualization at maturity, but this growth will be so small that it could be centuries before a Stakeholder Account system financed only by only these revenues would grow to the point at which someone could draw a full basic income from their account. To create a more substantial system would require new sources of funds such as a higher tax rate on inheritance. If a tax rate of 10 to 15 percent raises enough revenue for an initial stake of ₤10,000, a tax rate of 50% would raise enough revenue for a stake of ₤30,000 to ₤50,000. What would this tax rate mean in human terms? If the inheritance tax has an exemption of ₤500,000 and a tax rate of 50%, someone who died with an estate of ₤1.8 million would be forced to leave ₤1 to every child born in Britain in the year of her death, and she would be allowed to leave the other ₤1.15 million to whoever she wished. 


Aside from a greater inheritance tax, Britain could consider a small wealth tax, a land tax, or perhaps—in the tradition of the Alaska Permanent Fund—a royalty on North Sea oil revenues. But, any of these options should be considered long term, and a small baby bond of ₤10,000, is sufficient to get a positive Stakeholder Account System going.
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Appendix Table 1: Lifetime profiles for people drawing the maximum sustainable withdrawal for five years at age 21, 30, and 40.

	1A: 5 years maximum withdrawal at 21

	Age
	Account balance
	Withdrawal

	0-20
	(growing)
	$0

	21
	$84,989
	$4,249

	22
	$85,839
	$4,292

	23
	$86,697
	$4,335

	24
	$87,564
	$4,378

	25
	$88,440
	$4,422

	26-69
	(growing)
	$0

	70
	$1,217,342
	$60,867

	Thereafter $60,867 per year for life (plus COLA) or a lump some of  $1,030,811 and $9,937 for life (plus COLA).

	
	
	

	1B: 5 years maximum sustainable withdrawal at 30

	Age
	Account balance
	Withdrawal

	0-29
	(growing)
	$0

	30
	$143,587
	$7,179

	31
	$145,023
	$7,251

	32
	$146,473
	$7,324

	33
	$147,938
	$7,397

	34
	$149,417
	$7,471

	35-69
	(growing)
	$0

	70
	$1,217,342
	$60,867

	Thereafter $60,867 per year for life (plus COLA) or a lump some of  $1,030,811 and $9,937 for life (plus COLA).

	
	
	

	1C: 5 years maximum sustainable withdrawal at 40

	Age
	Account balance
	Withdrawal

	0-39
	(growing)
	$0

	40
	$257,143
	$12,857

	41
	$259,714
	$12,986

	42
	$262,312
	$13,116

	43
	$264,935
	$13,247

	44
	$267,584
	$13,379

	45-69
	(growing)
	$0

	70
	$1,217,342
	$60,867

	Thereafter $60,867 per year for life (plus COLA) or a lump some of  $1,030,811 and $9,937 for life (plus COLA).


Appendix Table 2: Lifetime account profiles of people withdrawing $20,000 at age 26, 36, or 46.

	One time withdrawal of $20,000 at age 26

	Beginning balance (age 26)
	$113,735

	Withdrawal
	$20,000

	New balance
	$93,735

	Balance at age 70
	$1,217,189

	Annuity
	$60,859

	Thereafter $60,859 per year for life (plus COLA) or a lump sum of $1,078,797 and $9,937 for life (plus COLA)

	
	

	One time withdrawal of $20,000 at age 36

	Beginning balance (age 36)
	$203,681

	Withdrawal
	$20,000

	New balance
	$183,681

	Balance at age 70
	$1,331,878

	Annuity
	$66,594

	Thereafter $66,594 per year for life (plus COLA) or a lump sum of $1,193,486 and $9,937 for life (plus COLA)

	
	

	One time withdrawal of $20,000 at age 36

	Beginning balance (age 36)
	$364,762

	Withdrawal
	$20,000

	New balance
	$344,762

	Balance at age 70
	$1,395,920

	Annuity
	$69,796

	Thereafter $69,796 per year for life (plus COLA) or a lump sum of $1,257,528 and $9,937 for life (plus COLA)


� The idea for this paper grew out of discussions at the Real Utopias Conference on Reinventing Redistribution at the University of Wisconsin in Madison, WI, May 3 to 5, 2002. Thanks to everyone who participated in those discussions, especially Erik Wright, Anne Alstott, Philippe Van Parijs, Bruce Ackerman, and Julian Le Grand.


� The danger of the swindle was Jonathan King’s first comment on Stakeholding even though it was not mentioned in a recent three-day conference on Stakeholding and Basic Income.


� This policy will of course be complicated by the difficulty of measuring inflation, but as long as inflation is not seriously underestimated it will not cause serious problems for account management. Most observers agree that current inflation estimates tend to overstate inflation, simply making mandatory reinvestments slightly larger than they would otherwise be.


� “Full” here meaning sufficient to cover the account owner’s basic needs without any other income.


� Assuming no prior withdrawals


� One possibility would be to make the mandatory reinvestment rate equal to the average rate of economic growth, something in the neighborhood of 2% to 2.5%. Doing so would ensure that once established, Stakeholder Accounts financed only by the return of principle at the Death of Stakeholders would be a constant share of GDP, but it would also substantially reduce the available returns.


� For detailed information about the possibilities of a wealth tax see Wolff and Leone (2002) and Shapiro and Wolff (2001). 


� Many people who pay more taxes than they receive in basic income may in fact be net beneficiaries when other factors are taken into account such as the value of other programs their taxes pay for, the labor market effects of BIG, and the freedom and security provided by the assurance that BIG is available. But they might not be aware of this, and therefore it is possible that everyone who pays more taxes than they receive in basic income will believe they are net losers from that program.


� See Wright (2002). He applies this argument to basic income, but it applies equally well to Stakeholder Accounts.





