FINAL VERSION


Overcoming Dividend Skepticism: 

Why the World’s Sovereign Wealth Funds are Not Paying Dividends

1
Introduction 

Over fifty countries around the world possess a Sovereign Wealth Fund (SWF), yet only the Alaska Permanent Fund (APF) directly distributes profits to national citizens. The first two sections of this book demonstrated the desirability of resource dividends practically (as a tool of socio-economic/resource management policy) and philosophically (as a demand of justice).  If these theoretical and ethical cases for dividends prove persuasive, we have a firm foundation for rolling out similar schemes in other resource-rich states.  The next issue becomes one of feasibility.  This chapter contributes to the as yet, rather limited feasibility debate on SWF funded dividends by outlining key barriers to implementing such schemes.  These barriers are largely attitudinal and primarily emanate from within the SWF community, which currently displays a near universal anti-dividend consensus.
  A first step in commencing a dialogue on Sovereign wealth funded Basic Income is to challenge this institutional skepticism.  

Before we proceed, two caveats are necessary.
  First, the current anti-dividend posture may be a product of timing, rather than institutional preference.  Following the upheavals of the Global Financial Crisis, it is not surprising that cynicism exists regarding dividend desirability.  Unexpected disruptions to the strategic asset allocations of funds, forced asset sales at market lows and the disgorging of monies to rescue packages, national budgets and stimulus programs makes for a difficult climate in which to discuss further distribution of Sovereign wealth.  Second, treating SWFs as an aggregate unit may falsely imply the existence of a coordinated opposition to dividends. This is not the intention.  Rather, in full recognition of the diversity in cultural, national and formation rationale factors behind each fund that underpins their unique policy positions, this chapter takes as striking the common opposition to dividends among SWFs and seeks to elucidate more precisely the nature of that opposition.  

I consider the anti-dividend case by setting out and testing four common objections to dividend schemes advanced by SWFs.  These are: the anti-consumption objection; the diluted returns objection; the savings objection; and, the technical concerns objection. Treating each objection on its own, this chapter challenges the persuasiveness of the entrenched anti-dividend posture.  Discussion of these objections in Section 2 reveals that far from a coherent anti-distribution philosophy, there is considerable variation in SWF perception of the detrimental effects of dividends.  Fundamentally, SWFs are sensitive to the specific fiscal demands of their own host economies and express reluctance to implement cash distributions in light of these demands.  This suggests that there is room for maneuver where dividends can be made compatible with domestic fiscal demands.  Indeed, dividends emerge as far more feasible than the apparent monolith of opposition implies, boding well for the development of targeted dividend proposals adapted to the needs of individual SWFs.   Section 3 concludes, offering some thoughts on the reasons behind the strength of the current anti-distribution posture. 

2
Objections to Dividend Distribution

Discussions with SWF representatives reveal a number of practical and philosophical objections to the idea of SWF-funded dividend schemes.
  For many funds, the issue of dividend distribution has not been explicitly considered by management nor ruled out as a policy option.  Yet, when asked about the idea, SWF representatives respond with skepticism.  The essence of the response is that dividends are incompatible with the core purpose of an SWF – to ring-fence resource returns as part of a national fiscal strategy to manage the macroeconomic effects of resource booms and save for long-term expenditures.  Against this understanding, distribution amounts to disgorging and diminishing these assets, jeopardizing the fundamental goal of an SWF.  Beyond the presumption of conceptual incompatibility between dividends and the purpose of SWFs, a number of specific concerns were identified.  Consequently, an automatic but not necessarily justified preference for non-distribution exists within the SWF community.  This institutional skepticism is one of the most powerful obstacles to the roll out of dividend programs.  While there are some valid concerns couched within these objections, they are not sufficient to warrant an unequivocal anti-distribution preference.   Let us now consider the four most common objections. 

2.1
Anti-consumption Objection 

Perhaps the most frequently advanced objection to dividends is that they are inappropriate for small population, resource-dependent economies because they amount to consumption of national wealth that should be invested.  For such economies, ring-fencing and investment of resource windfalls is crucial since the relatively small workforce of these states makes it harder to diversify the economy and establish alternate sources of prosperity.  This is made worse by the fact that this dominant source of prosperity is also temporary given the finite nature of natural resources.  SWFs help to both diversify and preserve sources of prosperity by turning temporary resource revenues into permanent financial investments. Examples in the SWF world of high resource-dependence and low diversification economies include Norway, Azerbaijan and the Gulf States of Kuwait, Oman, the UAE and Qatar.  Despite the relative wealth of these funds, none are supportive of regular dividend policies, since expenditure on dividends is considered consumption of resource revenues that should be preserved and grown through investment.
 

While this view represents a degree of prudence and responsibility regarding management of temporary resource windfalls, the economic logic underpinning this position is flawed.  Accordingly, there are several replies to the anti-consumption objection.  First, conflating dividend payments with consumption is simplistic.  Consumption is typically defined as the purchase of final goods. On this definition, consumption does not occur until citizens use the dividend capital to purchase a good or a service. Recipients may, however, choose to spend their dividend on intermediate goods or financial assets.  In this case, the dividend is invested and not consumed.  On this view, the only difference between dividend-distribution and pooling of resources in an SWF is that under a dividend scheme, the ultimate investment or consumption decision is transferred to household or individual units rather than retained by government.  Dividends do not by definition amount to consumption.  They simply transfer the investment-consumption decision out of government hands into those of individuals who may consume or invest. 

Even so, one could still argue that dividend schemes are a far riskier proposition for preserving revenues if individuals are more likely to consume than invest their dividend.  This brings us to the second anti-consumption reply.  Evidence suggests that it is not necessarily the case that individuals will automatically consume their dividend.  Empirical evidence from Alaska suggests that dividend use is mixed.  In a poll conduced by a local Alaskan news station following receipt of the 2009 PFD, respondents were asked what they would do with their dividend that year.  Of the 857 surveyed, 24% said ‘Spend’, 33% said ‘Save’ and 40% said ‘A little of both’.
   This echoes the results of an informal survey conducted 15 years earlier by the Permanent Fund Corporation (PFC) on the use of dividend checks in which three-quarters of respondents reporting they planned to save half or more of the dividend (including debt reduction).
 A decade prior to that again in 1984, there was strong evidence of dividend saving.  Approximately one-third of dividend income went to saving and debt reduction, after federal income tax. 

Academic research on how receipt of the PFD affects Alaskans’ consumption behavior also found no evidence of a sudden spike in consumption behavior by Alaskan households following PFD payment that would support a presumption of ‘dividend blowing’.
  The author of a 2003 report into this subject found ‘no evidence that the seasonal pattern of consumption in Alaska differs from that in the other 49 states or that households in Alaska are subject to fewer liquidity constraints, engage in less buffer-stock saving, or spend a smaller fraction of their income on semi-durable goods than households in the rest of the United States.’  On the contrary, the data suggested Alaskans either saved their dividend income or used it to pay down debt.
  

Such findings however, must be treated carefully.  Goldsmith has argued that even if we can rely on survey data regarding what Alaskans will do with their checks, this only indicates what individuals did with the payment immediately upon receipt, not how their consumption behavior may have changed over time.
 Furthermore, Goldsmith has argued that if people view the dividend payment as indefinite, then they may spread consumption over a lifetime, treating it like a permanent increase in annual income.
  Economic theory describes this as the Permanent Income thesis, a theory that demands a distinction be made between ‘proximate’ and ‘ultimate’ use of the dividend funds.
  Absence of a consumption spike at the time of PFD payment might not indicate savings, but simply smoothed consumption over a lifecycle.  In Alaska, this is circumstantially supported by the fact that there is no evidence of dividends having led to ‘a significant accumulation of wealth or provided a base of assets, or “grubstake” as we say in Alaska, leading to private sector investments generating economic development’
, but equally there is not significant evidence supporting massive increases in consumption.   

Even where there is some evidence of increased expenditure around the time of the PFD, this cannot be taken as proof of dividend consumption since those funds may be used to purchase goods that Alaskans were likely to purchase irrespective of whether they received the PFD.  The coincidental timing of their expenditure with dividend receipt may thus be better explained as resulting from a perception of increased liquidity, rather than ‘dividend blowing’.  In other words, the PFD may be influencing timing of pre-planned consumption, not increasing overall consumption.   If we draw again on the results of the 1984 survey of dividend use, despite most respondents indicating that the dividend went on daily expenses, most said it had little or not effect on consumption behavior.  That is, it didn’t increase overall consumption.  To illustrate, Goldsmith often refers to the fact that on certain dividend use surveys, many Alaskans indicate they would use their PFD money to purchase winter clothes for their children, hardly an item they would have forgone in the absence of dividend.
 

In short then, the evidence of dividend consumption versus saving is mixed in Alaska.  It seems fair to say that the mix of evidence suggests that the PFD does not encourage ‘dividend blowing’ or consumption sprees.   At best, it may alter the timing of consumption, but one may still choose to privilege the more rigorous study that finds no evidence of a consumption spike. Unfortunately, rigorous longitudinal statistical data of dividend use does not yet. In the interim, we can speculate based on the combination of anecdotal use surveys and quantitative analyses that there are reasonable grounds for questioning the assumption individuals are more automatic consumers. 

Even if individuals do consume their dividends, the converse assumption that because resource revenues are quarantined in government coffers and collectively invested, they are consumption immune is equally misguided.  For a start, certain funds mandate spending of their Sovereign wealth according to structured spending rules.  Norway, for instance has a fiscal spending rule that requires 4 percent of real returns of its Government Petroleum Fund – Global (GPFG) to be paid into the state budget annually to finance the non-oil deficit.  It could be argued that since this macro economically responsible amount is already subject to a 100 percent consumption commitment through the budget, there is no good reason why this amount could not alternatively be consumed through dividends.  If anything, the evidence from Alaska suggests that it may be more desirable to transfer this to individuals who have a marginal propensity for saving, as opposed to a government budget where this entire amount is pre-committed for expenditure.  If, on top of this, you accept arguments regarding the collective wisdom of agents being on average in the longer term more accurate than a centrally planned government approach, then the assumption that dividend distribution to individuals automatically equals consumption is misguided. 

Equally significant is the observation that SWF held resources are at risk of a more severe type of consumption since the fate of collectively held funds is dependent on market performance.  Market volatility poses a risk of both capital consumption and more worryingly, capital destruction.  The potential losses from market exposure for large institutional investors were evident during the recent financial crisis.  Again turning to Norway, in 2008 the GPFG experienced sharp declines posting a negative return of 23.3%.
  In contrast to an act of individual consumption, which results in the consumer acquiring something for their purchase, there is no output to show for a negative return investment.   Almost a quarter of the GPFG’s capital was simply lost in 2008, not exchanged.  Consumption of the equivalent amount of capital by dividend recipients could have converted resource revenue into value-adding goods and services for individual Norwegians.  Individuals may spend their dividend but gain something in return and boost growth for the economy as a whole in the process.  Lost capital in the investment universe is simply destroyed.
   The high fees of fund managers also exacerbate capital consumption, collapsing further the strict binary between dividends as consumption and SWF management as investment.
  In these ways, a more dangerous notion of consumption attaches to SWF investment than individual consumption.  

While consumed dividends remove financial risk through acquisition of goods that are not subject to such risk, invested dividends also reduce risk but through diversification.  In the same way potential gains are magnified by leveraging pooled capital, losses are magnified in down turns.  That is, SWF investment carries a greater market risk profile by virtue of its aggregated nature than dividend investment.  Possible losses in a downturn are minimized since risk is distributed more widely – across the entire population of a country or state.  In that sense, you could argue that dividend distribution constitutes ultimate portfolio diversification, since it is dependent on the behavior of such a variety of recipients.  Unless all recipients take the same type and scale of risk with their capital, the overall effect of dividends, whether consumed or invested, should be one of reduced financial risk. 

2.2
Diluted Returns Objection

A second objection to dividends is that they would result in diluted returns on resource wealth.  The idea here is that the larger the capital sum to be invested, the higher the potential return.  A finance analogy brings out the point.  In finance speak, the term ‘Diluted Earnings Per Share’ is a performance metric used to measure what a company’s earnings per share would be if all convertible securities were exercised.  Convertible securities are securities that have the ability to be converted into stock such as stock options; convertible preferred shares or warrants and therefore exist as additional potential shares in a company.  If these extra shares are created in a company and earnings remain the same, the earnings per share decrease.

Similarly, when the resource wealth of a nation sits within a SWF, it effectively has one shareholder- the government.  While the government represents millions of individual shareholders that comprise its citizen body, its legal shareholder is the aggregate entity of government.  The earnings per share are therefore very high as returns attach to just one share, the holder of which represents the ultimate owners of a nation’s resource wealth.  Since paying dividends is often justified on the basis that it is monetizing the individual ownership share of citizens over national resources, giving each citizen their own direct share of sovereign wealth could be seen as analogous to converting potential company shares into actual shares and in the process diluting returns or the earnings per share of sovereign wealth.

A simple arithmetic example illustrates: the Australian SWF, the Future Fund currently holds close to AUD $70 billion.  If this were divided up on a per capita basis among the 22 million residents of Australia, that amounts to approximately $3,200 per person. However, as members of the Australian community, each citizen has a stake in the 
$70 billion fund.  Each citizen jointly holds this one stock worth $70 billion, as opposed to each individual holding a one 22 millionth of this stock worth $3,200.  Moreover, even if individuals took their per capita share and generated similar percentage returns on their individual pots of stock, this is a much less efficient way to generate returns.  Nor is the same universe of investment opportunity available to individuals as is to institutional investors.  In addition to individuals, this asset enriches the Australian community, as this capital will ultimately be used to meet long-term expenditures for the nation.  Dividing up the collective pool of resource wealth on a per capita basis within nations thus significantly diluting returns at both the collective and individual level.

What can be said in reply? Two simple points: first, the analogy does not hold since a dividend program does not represent the act of creating new shares.  Rather, it merely indicates the pro rata value of each individual’s share of the existing capital pool; or more precisely based on the typical meaning of dividend in finance, the pro rata value of each individual’s share of annual net profits.  On either definition, the point is that dividends do not create new shares in this wealth.  Moreover, in practical terms, this approach of giving every individual a per capita ‘chunk’ of a SWF’s total holdings would be an unusual model for dividend distribution.  As we know, the Alaska model distributes only real returns, preserving principal resource revenues for investment.  That said, this approach has been mooted.  Following its 2003 discovery of copper and gold deposits, Mongolia recently announced that it would set up a USD$30 billion SWF and would consider distributing $6 billion in dividends to Mongolian citizens.
  One model under consideration involved a universal, flat, one-time payout to every citizen of Mongolia as a matter of birthright.
  

Second, dividend programs do not preclude the benefits of pooled investment since distribution would take place after returns are sought at fund level.  At the stage of return seeking, there is still only one shareholder for whom returns are sought, so the benefits of large institutional investing are preserved.  In Alaska’s case, dividends are distributed on an annual basis after returns are made on the fund balance and are calculated using the average of the fund’s income over five years in order to produce a more stable flow of dividend amounts.
  On the APF model, the main disadvantage from an investment perspective is that the total amount of investment-producing capital available for reinvestment each year is reduced by the cost of the previous year’s dividend. The only way the principal can grow is through increased resource revenues from the market (larger volume of sales and/or higher oil prices).  Although the principal is never touched to fund dividends, the income-producing capital is capped by the cost of the PFD.  Contrast other SWFs whose principal capital is augmented each year by both their resource activity revenues and the return on the fund’s capital.  That is simply a bullet that pro-dividend supporters have to bite.   It should be clear though that this bullet involves a reallocation not a dilution of returns – the choice to distribute some income-producing capital to individuals is a reallocation of this capital and not a dilution of its ultimate return-producing potential. 

2.3
Savings Objection

Part of what underpins the Anti-consumption and Diluted Returns objections is the idea that SWFs are first and foremost savings vehicles for the citizen body as a collective. Individuals have a right to benefit from this wealth but vis-à-vis their membership of the community, not in their capacity as private individuals. Even if private rights to this wealth are found to exist, such rights would be trumped by jointly held rights to this common wealth. This is reflected explicitly in the establishing documents of many SWFs, which conceive of SWFs as national savings funds set up to ring-fence capital to help meet long-term community liabilities.
 For instance, in Australia’s case the Future Fund was set up to meet a specific long-term savings challenge – the funding of Commonwealth Public Servant pensions from 2020 that current projections say the government is not equipped to meet.  If the fund is not drawn down for this purpose, it may be used to meet broader savings related challenges implied by Australia’s fiscal profile.  According to the Head of the Future Fund David Murray, Australia is a ‘savings short’ nation in three senses: 

· On current projections, although Australia is better placed than many mature OECD economies, Australia has not fully provided for their superannuation liabilities, mostly across the private sector.

· The ageing problem poses the dual challenge of a shrinking tax base and increased government expenditure to meet the needs of an ageing population;

· The ratio of working population to land mass in Australia leads to limited capital formation capacity given its small workforce relative to the very large resource base.  To minimize dependency on capital importation, Australia needs to raise its savings, particularly in light of the current position of high net foreign liabilities.

These challenges are national in character.  While individuals may ultimately be beneficiaries of sovereign wealth, the problems that these funds are set up to redress are first and foremost community challenges (ageing population, intergenerational wealth inequity, depletion of resources). Other SWF home nations face similar long-term pressures, partially explaining the rapid proliferation of SWFs in the past decade to augment national wealth holdings.
  It is this characterization of SWFs as national savings funds from which the anti-distribution position derives much of its force.  On this conception, the idea of private individual dividends clashes with the commonplace view of SWFs as collective public entities. 

The main response to this objection is to note that SWFs can both spend and save.  For evidence, we can point to the APF, the one SWF which does distribute dividends, which manages to achieve both goals.  As its name implies, the APF was established to make permanent temporary resource windfalls, but it was also partly motivated by the desire to pay a Basic Income to Alaskans (see Introduction).   Even with a generous distribution program that has seen 50.7 percent or $18.8 billion of the fund’s income paid out in dividends since the PFD’s inception, the fund still managed to save 49.3 percent or $18.3 billion of its income for future generations.
 Indeed, dividend distribution has not prevented the fund growing from an initial investment sum of $734,000 in 1977
 to approximately $37.1 billion in 2010,
 making it larger than any endowment fund, private foundation, or union pension trust in the U.S.
 This is partly the result of a well-designed fund with effective governance mechanisms.  In particular, the fund is comprised of two parts: nonspendable (principal) and assigned (realized income) capital. The fund observes the goal of ‘principal protection’ by mandating that the principal sum earned from resource revenues must never be used to fund dividends and is accordingly designated ‘nonspendable’.  In turn, the nonspendable portion of the fund is invested permanently and cannot be spent without amending the state constitution.
  In contrast, realized returns earned on the invested principal may be spent and are used to fund dividends.  As at 30 June 2010, the nonspendable principal of the fund totaled $33.6 billion,
 while the assigned capital dividend funding and inflation transfers stood at just $1.2 billion or only 4 percent of the fund.
  Again, the Alaska model demonstrates that there is no prima facie reason an SWF cannot achieve both tasks of accumulating national savings and distribute dividends to individual beneficiaries.  If one task is a higher priority than the other, than the fund design can take this into account and be weighted more towards accumulation or distribution accordingly.

2.4
Technical Concerns Objection 

A closely related aspect of the savings objection is a technical concern with the macroeconomic consequences of dividends and accordingly may be labeled ‘the Technical Concerns objection’.  A dividends critic may accept that in-principle an SWF can save and spend, yet still be concerned about the technical consequences of dividends.  As noted SWF analyst Andrew Rozanov argues:

‘One of the problems with directly distributing excess commodity revenues to citizens in the form of individual pay checks is that it offsets some of the anti-Dutch Disease effects of SWF saving and management.’

Rozanov’s concern, which echoes that of several major funds, is that dividend distribution might impair a SWF’s ability to deliver the macroeconomic benefits of constraining currency inflation and preventing decline in the manufacturing sector that can accompany resource booms.  A detailed technical analysis of dividends is beyond the scope of this chapter, but it is suffice to note one technical point here: if one accepts a cyclical view of the business and economic environment, then this is an argument for adjustable dividends, rather than no dividends.  In a cyclical environment, there are times of contraction when a higher rate of spending from government fiscal sources (like an SWF) is appropriate.  These are interspersed with boom times, when there is greater pressure on government to retrench in order to avoid aggravating an overheated, inflationary economy.  During such times, government should save through higher tax intake and lower spending to build up a buffer for the next inevitable downturn.  It follows then that in times of downturn, government spending through SWF-funded dividends may be an entirely appropriate Keynesian policy tool to help stimulate demand.  Equally, when the economy is booming and private sector demand is sufficient, then government spending schemes such as dividends may need to be curtailed.  The latter could be achieved by suspension of the dividend program and preservation of that year’s dividend capital in the SWF until conditions are right for recommencement.  This approach is similar to the fiscal management of Interest Rate levels by Central Banks.  On a cyclical view of macroeconomic conditions then, unqualified permanent opposition to dividends is not environment-sensitive.  It risks overlooking a possible policy lever for government to respond to cyclical macroeconomic conditions. 

A related aspect of the Technical Concerns objection is that dividends are only desirable when funded by actual savings in an SWF.  According to Martin Skancke, the Director General of the Norwegian Ministry of Finance, ‘running a budget surplus is the only way a government can accumulate financial assets on a net basis.  If a [sovereign wealth] fund is set up with an allocation rule that is not linked to actual surpluses, the accumulation of assets in the fund will not reflect actual savings’.
  Accordingly, the Norwegian Petroleum Fund only receives allocations when the budget is in surplus.  This has meant that despite the Petroleum Fund’s establishment in 1990, the first transfer to the fund only took place in 1995 after Norway had come out of recession.
  Otherwise, the Norwegians argue, the government is being forced to borrow money to cover allocations to the fund.  For this reason Skancke rejects the Alaskan dividend model.  The PFD program runs irrespective of whether the State of Alaska is in surplus or deficit.  Every year, at least 25 percent of mineral resource revenues must be put into the Fund, regardless of whether Alaska can balance its budget.  During several years over the past decade, the APF has grown while the State Budget of Alaska has faced large deficits.
  Despite a deficit in 2000, the legislature appropriated an extra $250 million for the Permanent Fund principal from the earnings reserve.
  From the Norwegian perspective, such an arrangement means the APF is not achieving its purpose of being a savings fund. The savings are built on a fiscal illusion of surplus where the obligation to pay dividends becomes detrimental to the long-term financial health of the State.  The legislature becomes constrained, as the dividend becomes an expected component of individual’s income.  An October 2003 poll by Dittman Research Corp. found that 64% of Alaskans believed that they were entitled to their dividend, even if Alaska has a budget deficit.
  As Skancke argues, ‘the real issue is whether there is any higher public support for net, as opposed to gross, asset accumulation.  It does not help much to protect the oil fund if debt is being accumulated elsewhere.’

If popular support favors net asset accumulation, dividend schemes must only be paid out in years with fiscal surplus.  This is a design issue.  It is not a reason to oppose the implementation of dividends, but it does demand that a polity determine how they weight the rights of future generations over those of current generations. If a country’s future economic growth and government revenues are lower than expected, it may be desirable to offer higher protection to future needs than to current public outlays.
  In this case, the Alaska dividend model, insofar as it declares the principal as nonspendable and only distributes returns on investment, is an acceptable model. Otherwise, a fund may be designed with a similar allocation rule to that of the Norwegian Petroleum Fund but may also consider spending some of the fund’s real returns on dividends. 

Skancke offers two further objections to this proposal.  First, he argues that current Norwegians are already receiving a dividend since every year the GPFG transfers an amount corresponding to the ‘amount of petroleum revenues used in the fiscal budget to cover the non-oil deficit’ back to Treasury.
  While in some senses true, equating this type of budget transfer with a direct cash dividend payment is tenuous as a general national surplus will never be viewed by ordinary citizens in the same manner as a direct cash transfer into their own hands.  Even if these budget transfers have the potential to lower interest rates and taxation, the psychic effect of cash transfers on the individual are often stronger as cash offers a greater level of perceived autonomy to the recipient and immediate benefit to cash flow.  Budget surpluses also fail to create the necessary proximity between an individual and savings that inspire a sense of responsibility for the fate of capital that in turn can encourage further saving. 

Skancke goes on to argue that ‘If [government] has decided to give the population direct access to the [resource] cash, then the choice is between tax cuts or cash dividends.  I would argue that tax cuts, in terms of economic efficiency, are better…. If you paid a direct cash dividend, for any given level of spending, you will have to increase taxes… If you think that taxes are distorting, you would prefer to give priority to tax cuts.’ 
  For Skancke, the preference is to reduce tax burdens by spending oil revenues over government budgets to cover increasing non-oil deficits and avoid future tax hikes.  But this comes down to individual perspectives on tax cuts versus dividends.  David Murray of the Australian Future Fund considers dividends more appropriate than tax reductions under certain conditions, namely, if real capital is preserved and there is no net debt. He suggests dividends could take the form of a direct deposit into individual’s own investment portfolios or pension funds, a model explored elsewhere in this book.  Again, this reinforces that the design of individual SWFs must reflect the macroeconomic needs, fiscal profile and policy preferences of individual countries.  Technical concerns are not arguments against SWF funded dividends per se, but rather arguments for a particular set of preferred policy outcomes that dividends may or may not help achieve.  

3
Conclusion 

This chapter reviewed four common objections offered by SWFs to the proposal of a dividend scheme.  By questioning the validity of SWF’s dividend anxieties and showing they are surmountable practically and philosophically, the persuasive case for dividends set out in this book is bolstered.   None of these objections offered a decisive defeat of dividends. At worst, they were founded on simplistic assumptions about individual and institutional financial behavior or inaccurate understandings of key concepts.  Both the Anti-Consumption and Diluted Returns objections suffer from misguided interpretations of how dividends work. The Savings and Technical Concerns objections expressed valid reservations about dividends hamstringing the core macroeconomic purposes of SWFs.  However, the Savings Objection hung on an exaggerated fear regarding the mutual exclusivity of saving and spending goals, while the Technical Concerns objection simply underscored that SWFs and dividend programmes need to carefully designed, not that dividends are innately problematic for countries wishing to achieve savings goals.
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