



State Sponsored Financial Instruments: 
An Alternative and Supplement to State Permanent Funds

Permanent Funds are an emergent trend in economy and politics with the vast majority of funds owned and operated by our competitors. Permanent Funds requires decades of investment and most states don’t have regular surplus but rather constant deficits. Other states and nations are conscripting their pension systems for access to large reserves of equity and cash for economic stimulus and influence. Most of the states don’t offer retirement benefits to nonemployees which limits their access to significant stores of assets for management. State sponsored financial instruments are the answer. States can incorporate and market a wide variety of ETF’s, Mutual Funds, and Index funds to gain custodial access to large volumes of equities and bonds and significant management fees. It would be a purely American improvement on the premise of Permanent Funds and Sovereign Wealth - State sponsored Index, Mutual Funds, and ETF.
For Example, iShares Global Energy ETF has an Expense Ratio of 0.48% with a Market Cap of $965,787, 000.00. This generates 5,000,000.00 management fees. IShares (Blackrock) has 280 ETF funds and if each received 5M in management fees that would earn the government nearly 1.4B in revenues with overhead far less than their counterparts in the financial sector. 1B recovered for NJ state budget of 11B equals nearly 10% of all revenues. NJ has access to the trained financial professionals being located within the Tristate area. It also has access to the market infrastructure. 
Even recovery of half that value, 500M, would provide a significant benefit to NJ residents. It would certainly eliminate a substantial portion of the moneys borrowed for expenses above revenues. If NJ maintained a balanced budget that would still represent 5% of all tax revenues. The economic stimulus provided is equivalent to 1% GDP every year. Year after year 1% GDP accumulates to huge sums of money and profits. The revenues would be drawn returns on investments made on companies from external economies simulating the benefits of export. The state sponsored instruments would not only conserve NJ resident wealth but rather increase the volume and velocity of cash flows.  
Although significant budget subsidy may not be achieved with proportions falling to only 1-3% the revenues earned can be recycled into more conventional and permanent funds which are typically underfunded due to public finance inefficiencies. In an environment of constant borrowing and deficits there may be no other opportunity for a state or nation to acquire funding for a permanent fund or sovereign wealth fund. The state could then gain a competitive advantage over other states that did not leverage or adapt. 
Ishares Energy produces an Annual Yield of 8.63% (2013) which would be hard to reproduce by a state with more limited capital resources and less practiced financial professionals. However, State sponsored financial instruments have a other advantages. Even if a NJ ETF only earned 6% returns it will have then tendency to collect more investment from NJ residents, institutions, and organization which will clearly benefit from the influence and revenues earned by the leverage. Residents will patronize the funds for the modest return, the power/prestige, and the tax reduction properties. NJ is one of the wealthiest states and has access to significant private sector capital reserves making it more likely to launch a more successful line of ETF’s, Mutual Funds, or Index Funds.
Averaging the Market Cap of nearly 1B across the 280 individual ETF products the total amount of assets in custody is roughly 280B. The 280B would grant NJ tremendous influence on corporate boards of companies located within the nation or beyond its borders. This can forward shareholder activism or used to counter it with pro business voting preferences to great benefit to NJ. NJ could aggressively pursue voting policies that maximized job growth within the state, investment into the states commercial infrastructure, and reduce the taxes paid for NJ residents for even more economic stimulus. The sum of 280B is a significant value when compared to NJ GDP valued at 500B. NJ is currently ranked 7th (of 50) in size of economy and a rank of the 280B is 16th. The combined influence of both figures should be irresistible to the Governor – and likely will contribute to the proliferation of other permanent funds and financial technologies throughout the 50 states and world.  
Precedent has been set with government owned enterprises like the US Postal Office, state owned ABC stores, Port Authorities, Amtrak, and other examples of hybrid entities. NJ sponsored financial instruments would be a lot less intrusive on the market considering it is a transfer of equity fund shareholders rather than a consolidation of market share by a city or state organization. The ownership is indirect and partial protecting residents, other shareholders, and corporate owners. That is a huge concession to market purists who advocate for the blanket prohibition of government owned competitive entities
The Alaskan Permanent Fund has a value of nearly 44B and it completely covers most state government operations while simultaneously paying a $1000.00 dividend to its residents. State sponsored financial instruments be used as an alternative to spending decades saving only surplus funds diverted to a permanent fund that can compete with other states or nations which started their years or decades earlier. Within a short span of only 5 or 10 years the state or nation could have more leverage for influence with a modest amount of state returns.
Competitor nations like China already manage Sovereign Wealth Funds in excess of 2T, Russia manages a SWF above 200B, the Arab Emirates has 1T in assets, with Kuwait and Saudi Arabia each maintaining 300B assets in custody. The States could easily and quickly ratchet up to 2 - 3T in state capitalism within a short period. Nations such as Norway, with 1T in SWF assets, France with 20B in SWF assets, Australia with 80B in SWF assets, are already better positioned to take advantage of this market dynamic as they have permanent staff devoted to financial services and technologies. Not only will they have lower borrowing costs, they will borrow less, have lower taxes, more government revenues, and be able to export their interests through participation on corporate boards and more direct enticements. 
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