PART II

THE DEMOCRATIZATION
OF WEALTH

A THEORETICAL MODEL IS A beginning point for serious dis-
cussion. The obvious question is whether there are any rea-
sons to believe that the various elements of the Pluralist
Commonwealth—separately and taken together—might
ever build to significant scale and power.

At the very heart of the Pluralist Commonwealth is the
principle that ownership of the nation’s wealth must ulti-
mately be shifted, institutionally, to benefit the vast majority.
Are strategies based upon this fundamental principle tech-
nically feasible? Can they be politically viable?

Although theorists who urge wealth-oriented strategies
occasionally cite illustrations from real-world experience
(like the well-known Mondragon worker cooperatives in
Spain), practical applications have not been at the center of
the debate. Furthermore, even when one or another writer
has pointed to current developments, it has commonly been
within a narrow frame of reference and, even more com-
monly, viewed in static terms.
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The fact is, literally thousands of on-the-ground efl
that illuminate how wealth-holding principles can work
practice have developed in communities throughout
nation over the last several decades. The range of pra :
activity—and the growing trend—have rarely been .»_u.._ ecd
ated even by experts working on such matters. Specialists in

own field of expertise, but because of what is sometimes

termed the “silo” effect, they often do not know of experi-

ences in other areas.

are likely to continue to produce—the oos&ao:m. mbn
unusual political alliances that have masmnmﬂn.m .Em new insti=
tutional developments and related policy activity. Moreover,
opportunities for much broader political support appear all
but certain to develop as the efforts gain momentum msm.w as
external political-economic conditions narrow the choices
facing different groups. . .

The key question is not whether practical ways to _BE?
ment wealth-owning principles are viable, but how rapidly
they may move to substantial scale as Em.nobﬂcg progresses.

And whether the emerging efforts might one day o%m_u-
lish foundations for a broader institution-shaping politics,
and—as the external environment continues to nrmsmwi
perhaps thereafter of more mﬂbamawsﬂm_. system-wide
political-economic restructuring in the direction of the Plu-
ralist Commonwealth.

Direct Stake in Economic Life

Worker-Owned Firms

J—J:ﬁ. INDIVIDUALS WORK harder, better, and with greater
enthusiasm when they have a direct interest in the out-
come is self-evident to most people. The obvious question is:
why aren’t large numbers of businesses organized on this
principle?

The answer is: in fact, thousands and thousands of them
are. Indeed, more Americans now work in firms that are
party or wholly owned by the employees than are members
of unions in the private sector!!

The Appleton company, a world leader in speciality paper
production in Appleton, Wisconsin, became employee-
owned when the company was put up for sale by Arjo Wig- -
gins Appleton, the multinational corporation that owned
it—and the 2,500 employees decided they had just as much
right to buy it as anyone else. Reflexite, an optics company
based in New Avon, Connecticut, became employee-owned
in 1985 after 3M made a strong bid for the company and the
founding owners, loyal to their workers and the town, pre-
ferred to sell to the employees instead.? In the case of Sci-
ence Applications International Corporation, the founder,
Dr. J. Robert Beyster, has for more than thirty years simply
believed that people “involved in the company should share
in its success.”3

One factor that has contributed to the rise of employee-
owned firms is that multinational corporations often must
seek the very highest profit they can make on invested
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82 AMERICA BEYOND CAPITALISM

capital—whereas workers living in a 855@:% are nOD.HGo_E
with substantial profits (rather than the .Emvmmﬂ possib. e)
since the other benefits of keeping a plant in town outweigh
differences in profit rates. (Often, of course, Ewob. oBEowomM
take ownership, the change produces mawmﬁﬁ.. ommn_ou..n%lmw
greater profits than those which the Bc_.nsmaobmw registered.)
A major boost to oaﬁ_owm?oébanm_‘.:@ o.mBm @o_”s .@mmmmmo
in 1974 (and thereafter) of federal legislation UHoSmEm spe-
cial tax benefits to Employee Stock Ownership Emmm
(ESOPs)—the legal structure that most such firms now EM
lize. Technically an ESOP involves a trust Emw receives an
holds stock in a given corporation on Gorm_m.Om its omg.c_owoom.
At the heart of the ESOP idea is the .,cmmE financing .oos.m
cept urged by Louis Kelso for broadening the ownership o
wealth—namely, if some form of msmnmsﬁ.oo .OH collateral can
be arranged to provide loans for vnoaﬂoaﬁw investment, new
wealth ownership by diverse groups (in this case employees
of a firm) can be developed and paid for by the profits that
the investment itself generates (see wmwwo.v. 9
Although ESOPs based on this principle am.;m m.o.a e
1950s, the modern federal legislation gave tax Eoobﬁémw o
corporations contributing stock to an oBEowmo trust an to
retiring owners of businesses who sell H.UQ.H oozuoa.mﬁmsw to
employees and reinvest the proceeds within a defined time
@mﬁmmﬂm are approximately 11,000 ESOPs now operating in
communities in all regions of the United mﬂwﬁom. Asset woMm-
ings total more than $400 billion. ..Hrm National Center on
Employee Ownership (NCEO) omaam.ﬁmm that total wor mw
holdings (of all forms of stock oébw.amg@ and mﬂoo.w onﬁowm
reached approximately $800 billion :w 2002—that is, roughly
8 percent of all U.S. corporate stock.™

* There are also a smaller number of worker-cooperatives Abmmrw.vw two to EHo WH.M
dred) that are commonly organized along one-person, o:nncoMm wwmm and oMm €M= -
i d in a number of other ways K.
of equal shares. Ownership can be structure : . . 8
oxmawﬁ_o is the Bureau of National Affairs (BNA) in Washington, D.C., a leading pu
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W. L. Gore, the maker of Gore-Tex apparel, is one of the
most impressive modern ESOPs. The company, owned since
1974 by (currently 6,000) worker-owners in forty-five loca-
tions around the world, has no bosses or formal titles. To
ensure communication and innovation, those working at any
one site number no more than 200. Depending on their par-
ticular skills, workers may lead one task one week and follow
other leaders the next week; teams disband after projects are
completed, with team members moving on to other teams. W.
L. Gore revenues totaled $1.33 billion in 2003; the firm regu-
larly ranks on the Fortune “Best Companies to Work For” list.>

Another impressive ESOP, Weston Solutions, Inc., is the
second largest environmental firm in the country. Its highly
specialized services range from forestry and urban planning
to high-hazard nuclear and chemical waste cleanups. The
company has helped rehabilitate “sick” (asbestos, lead paint)
school buildings from New York and Chicago to Decatur,
Alabama. It was the lead information technology contractor
in recovery operations after the space shuttle Columbia dis-
aster. The company is 100 percent owned by its 1,800
employees. In recognition of its creative structure and its
“consistent record of profitability, growth and financial sta-
bility,” Weston received the Environmental Business Journal's
top “gold” award for 2003.6

ESOP firms are also common in nonspecialized areas: Fet-
ter Printing Company in Louisville, Kentucky, is 100 percent
owned by its 200-plus workers. The firm has annual revenues
of $17.5 million and was recently ranked as one of the top
twenty-five printers in the United States. Fastener Industries

lisher of legal and regulatory information, which has been employee-owned since
1947 through a non-ESQOP employee stock purchase plan. Roughly three-quarters of
approximately 1,900 employees, along with a number of retirees, elect the board of
directors. Annual revenues are over $250 million. BNA has been named to Fortune’s
list of “100 Best Companies to Work For in America” three times, and has been
included in Working Mother magazine’s list of “100 Best Companies for Working
Mothers” nine years running. It won the Employee Ownership 2000 Business Ethics
award. BNA, “About BNA,” www.bna.com/about (accessed 03/10/03).
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in Berea, Ohio, is owned by more than 100 worker-owners.
Machinists who have participated in the ESOP since 1980
commonly receive the equivalent of an additional three
months’ pay in dividends each year and retire with personal
shareholding accounts of up to $350,000. Parametrix—100
percent owned by over 350 employees—is an environmental
engineering firm headquartered in Sumner, Washington. The
company was recently selected as one of the best companies
to work for in Washington State—and was named 2001
National ESOP of the Year by the ESOP Association. In Har-
risonburg, Virginia, ComSonics—100 percent owned by 160
employees—makes cable television (CATV) test and analysis
devices and boasts the largest CATV repair facility in the
United States.”

A 1998 survey of Washington State firms found that
median hourly pay in ESOP firms was 12 percent higher than
pay for comparable work in non-ESOP firms. Worker-owners
of ESOPs also ended their careers with almost three times the
retirement benefits of others with similar jobs. A 1990 study
by the National Center for Employee Ownership estimated
that an employee making $20,000 a year in a typical ESOP
would accumulate $31,000 in stock over ten years—no small
feat, considering that median financial wealth was just
$11,700 during this period. A 2000 Massachusetts survey
found ESOP accounts averaging just under $40,000."8

* As these (and other) studies suggest, excessive media coverage sometimes given to
failed worker-owned firms badly distorts the general picture of efficiency. Again, the
bankruptcy of United Airlines is sometimes mistakenly attributed to the fact that it
was significantly owned by employees. Aside from the fact that most airlines have
experienced extraordinary difficultes in the wake of September 11, 2001—and that
most ESOPs have been organized in (and work best in) small- and medium-size non-
publicly traded firms-—many worker-ownership experts judge that United’s failure to
deal with participation and related organizational issues (not its ownership structure)
was a major factor in its poor performance. Southwest, which also has significant
worker ownership—and a strong participatory culture—is one of the few profitable
bright spots in the airline industry. J. Michael Keeling, “Statement Regarding United
Airlines,” 2003, www.esopassociation.org/media/united_airlines.html (accessed
03/07/03); James Flanigan, “United Is a Poor Model for Employee Ownership,” Los
Angeles Times, December 4, 2002. :
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It is also clear that ESOPs—and worker ownership in gen-
mnm._!lwmﬁ broad political appeal for both practical and
philosophical reasons. The ESOP concept has been endorsed
by (among others) Ronald Reagan, Ralph Nader, Mario
O.coEP William F. Buckley, William Greider, Jack Kemp
F.nrma Gephardt, Mikhail Gorbachev, and Coretta mooﬁm
N.Sm. Both parties backed the tax legislation that now pro-
vides over $2 billion in annual support to ESOPs, Other
.moH.Bm of federal help include loan guarantees and the financ-
ing of worker-ownership feasibility studies in the event of
plant closures or major layoffs.?

A number of state programs also provide support for
,éoa..wan ownership. One of the most widely recognized, the
OE@ Employee Ownership Center, conducts feasibility
mm:a_.om for potential independent worker buyouts and for
transition buyouts from retiring owners. The Michigan
Workforce Transition Unit offers employee-ownership
efforts feasibility-assessment assistance. Massachusetts
mcb.mm the quasi-governmental Commonwealth Corporation
which provides technical and financial assistance to mzdm
seeking to establish an ESOP,10

The extraordinary growth of ESOPs over the last thirty years
has brought with it growing sophistication, the development
of expert advisory and technical assistance organizations, a
.NaoEu of advocates and a group of critics, m:alss&mﬁuwm
_E@S..Hmbﬁlnmc expanding and diverse constituency inter-
nmﬂnm.S next-stage development of the institution.

Critics of ESOPs commonly decry the lack of democratic
non.uqa offered to workers in most trust arrangements. They
point out that unlike such leaders as W, L. Gore, many—
indeed, most—ESOPs do not involve real participation; they
often function mainly as a tax-favored legal mechanism to
:m_.v employees accumulate additional assets over time. (It is
nmEﬂmﬁo.a that only between a quarter and a third of ESOP
companies pass through full voting rights to worker share-
holders.) Moreover, since ESOPs commonly award stock in
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proportions related to wage and salary levels, they do little to
improve overall compensation ratios and in some cases actu-
ally increase internal firm disparities due to compounding
effects when stock values increase or dividends are received.”!!

Several considerations suggest that greater democratic par-

ticipation and control of ESOPs is likely to develop as time -

goes on—hence, also open the way for broader support. First,
a significant share of ESOP companies (some three thousand,
or nearly 30 percent of ESOPs in privately held companies)
are already majority-owned by workers. Of these, 40 to 50 per-
cent already pass voting rights through to plan participants.
Second, as workers within specific firms steadily accumulate
stock they become majority owners as time goes on. Surveys
by the National Center for Employee Ownership reveal that

the proportion of privately held ESOPs that are majority-

owned increased approximately 50 percent during the past
decade. Majority-owned firms increased from 38 percent of
ESOP association members in 1989 to 68 percent in 2000.12

It is conceivable that as more and more ESOPs become
majority-owned, workers will ignore the fact that in many
firms they have little power. On the other hand, the more
likely result—as Business Week observed in 1991—is that ulti-
mately workers “who own a significant share of their compa-
nies will want a voice in corporate governance.” In Ohio
(which has been closely studied) a survey completed in the
mid-1990s found that 53 percent of majority-owned ESOPs
passed through voting rights. It also found that employee
ownership was becoming more democratic over time, with
three times as many closely held companies passing through
full voting rights to ESOP participants as had been the case
in a previous 1985-1986 survey.!?

* Since ESOPs in general compensate workers better than non-ESOP firms, how-
ever, as the number of ESOPs grows nationally, the overall impact is in the direc-
tion of reducing inequality in the economy as a whole. Also, federal law does not
offer tax deductions for stock contributions above a certain level, and since turnover
among managers is also higher at the top than among blue-collar workers at the
bottom, in practice internal compounding effects are commonly reduced.
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The third—and perhaps most important—reason to
Q@wo« change is that several studies demonstrate that greater
participation leads to greater productivity and thus greater
competitiveness in the marketplace. In general, ESOPs have
been found to be as productive or more productive than com-
parable non-ESOP firms. Annual sales growth, on average, is
also greater in ESOP than in non-ESOP firms. When mmOwum
are structured to include greater participation, however, the
wa<m5mmmm of worker ownership increase substantially. Stud-
ies undertaken by the National Center for Employee Owner-
ship, by several teams of economists, and by the U.S. General
>o.oo:=mbm Office all confirm that combining worker owner-
ship with employee participation commonly produces greater
productivity gains, in some cases over 50 percent. 14

The number of ESOP-style worker-owned firms increased
from 1,600 in 1975 to 4,000 in 1980, to 8,080 in 1990, and
as we have noted, to roughly 11,000 in 2003. The number of
worker-owners involved rose, correspondingly, from a mere
248,000 in 1975 to 8.8 million in 2003. There is no question
that the feasibility and efficiency of wealth owning through
worker institutions has been demonstrated, and that the basic
concept has substantial potential for future development.15
. Likely directions for next-stage advances have been out-
lined in systematic proposals put forward on both the left
and the right. During the Clinton administration one expert
..?mmﬁw Blasi, developed a comprehensive package Emm
included tax and other benefits, along with substantial sup-
port for state-based technical assistance efforts. The Blasi
plan also proposed restructuring tax benefits to redress the
greater concentration of ownership among higher-paid
employees as a result of awarding stock in amounts related
to salary and wage level.16

One of the most conservative Republican members of
nob.mnommu Dana Rohrbacher, has gone further. Rohrbacher
has introduced legislation—the Employee Ownership Act of
2001—the goal of which is to have “30 percent of all United
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States corporations . . . owned and controlled by employees
of the corporations” by 2010. The proposed legislation
would define a new entity, the Employee Owned and Con-
trolled Corporation, (which Rohrbacher calls “ESOP-plus-
plus”), in which over 50 percent of stock is held by
employees, 90 percent of regular employees are enrolled in
the plan, and all employees vote their stock on a one-person,
one-vote basis. Various tax benefits would encourage adop-
tion of the ESOP-plus-plus form.!?

The development in the 1970s and 1980s of broad Demo-
cratic and Republican political backing for employee-
ownership ideas and supportive state and federal policies was
in part related to the economic difficulties experienced by
many communities during this period. Employee-owned
firms not only embody new wealth-owning principles, they
help local economies. The law that established New York
State’s program makes the connection particularly clear:
“The general welfare is directly dependent on the economy
and plant closures are a problem. The purpose of this Act is
to encourage employees of these plants to continue them as
employee-owned enterprises, thereby retaining jobs.”!8

The 1990s economic boom tended to obviate such con-
cerns. With the return of increased economic difficulties and
the uncertainties created by globalization, supportive efforts
are likely to build upon, and expand, the now well-developed
and growing foundation of accumulated experience.!®

Traditional cooperatives also, of course, have long been
based on democratic ownership ideas related to the Pluralist
Commonwealth vision. It is rarely realized that there are
more than 48,000 co-ops operating in the United States—
and that 120 million Americans are co-op members.
Roughly 10,000 credit unions (with total assets of over $600
billion) supply financial services to 83 million members; 36
million Americans purchase their electricity from rural elec-
tric cooperatives; more than a thousand mutual insurance
companies (with more than $80 billion in assets) are owned
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by their policyholders; and approximately 30 percent of farm
products are marketed through cooperatives.20

Ongoing co-op development is likely to draw upon the
experience of successful modern models like Recreational
Equipment, Inc.—an outdoor equipment retailer and pro-
ducer that employs six thousand people, operates sixty
stores, and had revenues of $735 million in 2002. Recre-
ational Equipment is owned by its 2 million members, each
of whom receives a refund—usually about 10 percent—on
purchases at the end of the year. Named one of the “100 Best
Companies to Work For in America” by Fortune magazine
from 1997 to 2002, Recreational Equipment offers employ-
ees a substantial profit-sharing plan and has taken part in
numerous joint ventures with local environmental groups.?!
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Enterprising Cities

Right, Left, and Center

DECADE AGO Davip OsBORNE and Ted Gaebler devoted
>m chapter of their classic book, Reinventing Government,
to the emergence of new forms of municipal Usmwbmmm%..ﬁ.rm
chapter’s title is indicative both of the trend and of the &.2-
ing force behind it—“Enterprising Government: Earning
Rather Than Spending.” As they observed, “[p]ressed Tmn.a
by the tax revolts of the 1970s and 1980s and the fiscal cri-
sis of the early 1990s, entrepreneurial governments are
increasingly . . . searching for nontax revenues.”!

The trend Osborne and Gaebler spotted has continued to
develop—and though few have paid close attention to ﬁ.rn
emerging experience, an extraordinary range of local munic-
ipal efforts embodying Pluralist Commonwealth émm_.ﬁri
related principles now exists. Moreover, the massive
Bush-era cutbacks in federal funding now hitting cities and

states have dramatically increased pressures to explore such

new sources of revenue for public services.

One of the most important areas of activity is real estate. As
early as 1970 the city of Boston embarked upon a joint ven-
ture with the Rouse Company to develop the Faneuil Hall
Marketplace (a downtown retail complex). Boston kept the
property under municipal ownership and negotiated a lease
agreement that provided the city with a portion of &o devel-
opment’s profits in lieu of property taxes. By the mid-1980s
Boston was collecting some $2.5 million per year from the

90
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Marketplace. One expert estimates that Boston took in “40
percent more revenue than it would have collected through
conventional property tax channels.”2

Another innovating 1970s city was Hartford, Connecti-
cut, under the leadership of then city council leader

- Nicholas Carbone. When Hartford’s new Civic Center

complex was constructed, the city decided to retain title to
the land, leasing out the rights for office space, retail estab-
lishments, and a hotel to private-sector operators. The city
also took over an abandoned department store and leased
it to a major airline for office space. As Carbone stressed, a
basic goal was to “give the city control over land use [so as
to allow it] to realize the increasing value as land prices
increased.”3

Entrepreneurial “participating lease” arrangements for the
use of publicly owned property are now common in many
parts of the country—including, by way of illustration, New
York, San Diego, Los Angeles, and Washington, D.C. Under
such leases a developer pays the public landlord both a yearly
base rent and an additional amount pegged to project per-
formance (e.g., private profits or gross income). The princi-
ple at work is similar to that which private developers
commonly use in shopping center leasing: “The more money
the developer makes, the higher the rent.”*

Alhambra, California, earns approximately $1 million a
year in rent revenues from a six-acre holding it leases to com-
mercial tenants. (It also requires tenant businesses to reserve
a majority of jobs for low- and moderate-income community
residents.) Cincinnati; San Antonio; and Louisville, Ken-
tucky, have all acted as partners in commercial develop-
ments, reaping a share (e.g., 10 to 15 percent of net cash
flow) of revenues from hotels and other ventures. In 2002
Louisville announced plans to build a new downtown hotel
on a similar basis. San Diego holds almost seven hundred
leases—including Mission Bay Park, Sea World, and a variety
of retail, agricultural, and commercial sites. Annual revenues
are more than $40 million.5
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Land development is so-called old economy. A fast-
growing arena of new activity involves high-tech Internet and
related services. In Glasgow, Kentucky, the municipally
owned utility offers residents electricity, cable, telephone
services, and high-speed Internet access—all at costs lower
than private competitors. The city also has access to an
intranet that links local government, businesses, libraries,
schools, and neighbors. Residents can choose their cable TV
provider: the municipality offers a package of eighty digital
cable channels for under $15.95 a month (in 2003).°

Tacoma, Washington’s, broadband network Click! also
offers individuals and private companies Internet and cable
service, as does Cedar Falls, Iowa. Almost three hundred
communities as of this writing were operating networks like
those in Glascow, Tacoma, and Cedar Falls.”

Municipalities have also been active in the venture capital
area, offering start-up investments and retaining stock in
businesses that hold promise for the city’s economy. In 1987
a survey of 322 cities found that only 32 (9.9 percent) used
venture capital investments as an ‘economic development
tool. A similar survey roughly a decade later found more
than a third of responding city governments reporting ven-
ture capital efforts of one kind or another. Working with the
New York Power Authority and two private companies, a
New York City agency, for instance, put together an initial
investment pool of $60 million. All profits and other zains
were reinvested, yielding a fund worth $175 million at the
end of the first five years of operation.®

Municipally owned sports teams are also widespread.
Communities that own (or have owned) minor-league base-
ball teams include Indianapolis; Rochester, New York;
Franklin County (Columbus), Ohio; Lucus County
(Toledo), Ohio; Harrisburg, Pennsylvania; Lackawanna
County (Scranton), Pennsylvania; and Visalia, California.®

At the major-league level, the Green Bay Packers football
team is owned by a nonprofit corporation rather than a pri-
vate corporation or wealthy private individual. The particu-

ENTERPRISING CITIES 93

lar ownership structure, while not precisely the Pluralist
Commonwealth model, does not permit any individual to
own more than a small part of the team and makes it all but
impossible for the team to be relocated to another city or
purchased by outsiders.1?

Other developing areas include health services and envi-
ronmental management. Denver Health, an innovative pub-
lically accountable enterprise, transformed itself from an
insolvent city agency ($39 million in debt in 1991) to a com-
petitive, quasi-public health-care system with positive earn-
ings of over $10 million annually during the 1990s. Among
other things, it operates a satellite system of eleven primary
care centers and twelve school based clinics that employ
some three thousand Denver-area residents.!!

Hundreds of municipalities generate revenues through
landfill gas recovery operations that turn the greenhouse gas
methane (a by-product of waste storage) into energy.
Riverview, Michigan, one of the largest such recovery opera-
tions, illustrates the trend. In the mid-1980s Riverview con-
tracted with DTE Biomass to build a gas recovery facility at
its Riverview Land Preserve. More than 4 million cubic feet
of methane gas are now recovered daily. In turn, the sale of
gas for power production helps produce over forty thousand
megawatt hours of electricity per year. Riverview’s royalties
covered initial costs of the effort in the first two years of
operation and now add to the city’s cash flows. (Among the
many other innovative and successful methane recovery
operations are those run by the Illinois Department of Com-
merce and Community Affairs, the South Carolina Energy
Office, Los Angeles County, and Portland, Oregon.)!?

The basic principle at work in municipally owned real estate
development is that appreciation of land should be turned to
public advantage. In many communities, Community Land
Trusts (CLTs) following this principle also use ownership
strategies to help produce stable and affordable housing for
low- and moderate-income residents.
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A Community Land Trust is a nonprofit corporation
established to develop and own housing (or own land leased
for housing) especially in neighborhoods undergoing devel-
opment that is driving prices beyond the reach of low-
income residents. One of the earliest and most influential is
the Burlington (Vermont) Community Land Trust (BCLT),
organized with bipartisan support when an early 1980s eco-
nomic boom caused housing costs to spiral out of reach for
many long-term residents.13

Land is owned by BCLT and leased to home-owners.
Member-residents devote no more than 30 percent of their
income to rents or mortgages. Those benefiting from the
resulting low costs sign contracts agreeing that future housing
resale prices will not increase beyond a certain percentage,
thereby allowing other low- and moderate-income families to
continue to benefit from the trust’s ongoing efforts.

A recent report by PolicyLink in Qakland, California,
observes that CLTs are also reaching out to other groups
and constituencies:

[Tihe community land trust in Concord, New Hampshire, is
working with the Neighborhood Reinvestment Corporation
on an IDA program to help families save for homeownership.
North Camden CLT in New Jersey has spear-headed a com-
prehensive community planning initiative. Durham Commu-
nity Land Trust in North Carolina provides construction jsb
training for community residents. The Burlington Commu-
nity Land Trust has been a mainstay of the city’s Enterprise
Community, cleaning brownfield sites, developing commu-
nity facilities for various social service organizations, and
redeveloping abandoned commercial buildings.!4

Various groups are also beginning to extend the CLT con-
cept in new directions. In 2001 the Nehemiah Corporation
announced a new multimillion urban trust to purchase land
and provide below-market leases to community service
organizations. (Nehemiah is making its initial land purchases
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in Atlanta, Baltimore, Charlotte, Indianapolis, and North
Camden, New Jersey. A similar approach has been adopted
by the New Columbia CLT in Washington, D.C.—which is
purchasing land to help support low-income residents who,
in turn, are also developing cooperatives.*15

An important related approach utilizes ownership strategies
that capitalize on other public investments: when a munici-
pality invests in mass transit development—as, for instance,
in connection with new subway construction—Iland values
near transit exits commonly rise. Traditionally, most munic-
ipalities have relied on “after-the-fact” taxation of developers
and others who build stores, apartments, and other develop-
ments to take advantage of the public investment in such
areas. In recent years, however, many municipalities have
realized that public ownership—as opposed to traditional tax
strategies—offers the possibility of greater returns (and other
advantages as well).

In Miami for instance, Metro-Dade Transit participates in
two large transit-linked joint development ventures. Dade-
land South Station includes two office buildings totaling
472,000 square feet, a 305-room luxury Marriott Hotel,
350,000 square feet of retail space, and 3,500 parking
spaces, generating annual revenues in excess of $600,000 for
Miami-Dade County. Dadeland North Station currently
consists of 320,000 square feet of retail space and forty-eight
apartments and ultimately will include a mix of hotel, office,
and residential development. Total city revenues over the

* Support for Community Land Trust development is also increasing from both pri-
vate and public sources. The Institute for Community Economics, founded in 1967,
operates a Revolving Loan Fund and provides technical assistance to community
groups interested in establishing CLTs. Federal support is also available through
Community Development Block Grant and HOME Investment Partnerships pro-
grams aimed at developing affordable housing. Vermont, Massachusetts, and other
states have also provided assistance to CLTs, and such cities as Burlington, Ver-
mont; Portland, Oregon; and San Francisco have demonstrated techniques munic-
ipalities can use to help.
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term of the lease for the latter (through minimum rent pay-
ments and a percentage of gross income) are projected to
run between $40 and $100 million.16

The Valley Transportation Authority of Santa Clara County,
California, has designed its Transit Oriented Development
program to encourage mixed-use development within two
thousand feet of transit stops. Its Almaden Lake Village Project
is expected to generate $266,000 a year for the city through a
long-term ground lease with a private developer—and will
also offer one in five of the newly developed residential units
at below-market cost to low-income households. The Wash-
ington Metropolitan Area Transit Authority in Washington,
D.C., has established fifty-six revenue-generating joint devel-
opment projects that earned $14 million in 2002, making it
the public authority’s largest nonfare box revenue source.!”

The expanding experience and growing sophistication of
such ownership efforts suggest the likelihood of additional
applications of Pluralist Commonwealth principles as time
goes on—especially given the severity of growing municipal
financial problems. As we shall explore further in Chapter
13, such efforts also have implications for long-range popu-
lation dispersion strategies designed to recapture increased
land values brought about as the result of public investment
policies that target jobs to smaller towns and rural growth
points (see pp. 148-151).

It is often held that public ownership must be inefficient.
Studies of municipal electric utilities, however, belie this
view. One out of seven Americans (a total of roughly 40 mil-
lion people) rely on power from the two thousand public
utilities currently operating in urban and rural settings.
Although the majority of such systems are located in smaller
communities, publicly owned systems are also found in large
urban areas such as Los Angeles, Long Island, San Antonio,
Sacramento, Nashville, Jacksonville, and Memphis.!8
Residential customers of investor-owned utilities (I10Us)
commonly pay electricity rates roughly 20 percent higher
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than those paid by public power customers. Commercial
I0OU customers pay rates 11 percent higher. Industry studies
suggest that most of public power’s price advantage is due to
the fact of public ownership itself; locally controlled public
utilities often can be especially responsive to customers’
needs and do not need to pay dividends to private share-
holders. At the same time, public utilities—through pay-
ments in lieu of taxes and payments to municipal general
funds—contribute substantially more to state and local gov-
ernments than do private utilities through taxes. During the
2000 California electricity crisis municipally owned utilities
were also able to maintain lower costs and provide secure
ongoing service.” A number of public utilities have pioneered
ways to protect the environment and improve sustainability
by promoting conservation and by becoming industry lead-
ers in the use of wind, solar, geothermal, biomass, hydro-
electric power, and other renewable sources of energy.!?
Related both to the new forms of local public ownership
and the experience with municipal electric utilities is the
question of privatization. Columbia University professor
Elliot Sclar’s studies suggest that many of the hoped-for gains
of contracting public services to private firms have proven to
be exaggerated or illusory. Superficial assessments, he notes,
often ignore the high costs of monitoring and rewriting con-
tracts to maintain quality control. In addition, often cost sav-
ings are simply the result of lower-quality services.
Sometimes corruption enters into the picture. It is estimated
that difficulties in the privatization of waste collection in New
York City, for instance, cost businesses $500 million.2?
There is evidence, however, that the threar of privatization
can sometimes improve the efficiency of public enterprise,

* A typical residential customer of Sacramento’s public utility paid about $70 a
month; in Los Angeles, public power might cost $78 a month (May 2002 data). The
same customer paid $114.38 to PG&E, $114.17 to SDG&E, or $122.62 to South-
ern California Edison, the three largest private utilities—40 to 50 percent more.
Sacramento Municipal Utlity District, “Rate Comparison,” www.smud.org/rates/
res_comparison.htm! (May 2002) (accessed 06/12/03).
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even when privatization does not, in the end, occur. Stephen
Goldsmith, a former Republican mayor of Indianapolis—
subsequently a high-level adviser in the Bush administration
and as of this writing the chairman of the Corporation for
National Service—ran for election on a platform of wide-
spread privatization. After taking office as mayor, Goldsmith
became convinced that “competition—not privatization per
se—provided the key to improving city services and reducing
costs.” Public employees were allowed to bid on city con-
tracts, and to redesign their offices and operations in the
process. Public employees won a majority of the first sixty
contracts put out to bid, with estimated savings of $135 mil-
lion in the program’s first three years.?!

Sclar’s assessment is that much of Goldsmith’s achieve-
ment was also related to his administration’s “ability to
exhibit a genuine willingness to take the unit’s employees
seriously. Goldsmith, in effect, officially sanctioned [them] to
go ahead with changes that the employees had wanted for
more than a decade.”?2

The result—a creative integration of the (local) public
ownership and democratization principles of the Pluralist
Commonwealth vision—defines an obvious area for devel-
opment and refinement as the fiscal crisis continues to force
further change.

Building Community

Neighborhoods and Nonprofits with a Mission

HE BEDFORD-STUYVESANT neighborhood in Brooklyn,

New York, was hit hard. Redlining by banks, blockbust-
ing by real estate speculators, and extortionate rents devas-
tated low-income housing. Between 1940 and 1960
“Bed-Stuy” went from three-quarters white to almost 85
percent African American and Latino. Nearly 30 percent of
families lived on less than $3,000 a year. Infant mortality was
the highest in the nation.!

Was there anything that could be done? Especially given
that public funds available were inevitably minimal com-
pared to the scale of need?

Some things were obvious. First, local residents them-
selves would have to take the lead. Second, if public support
was not going to do the job, some other source of funding
would have to be found. Third, anyone who expected a quick
fix was naive. The only way forward was to think long-term—
and to start organizing now to solve immediate problems,
step-by-step, in a manner that also laid foundations for an
approach that might ultimately build to a new answer.

But this required a new institutional form—one that com-
bined the community-serving mission of a nonprofit organi-
zation with the wealth-building and ownership capacities of
an economic enterprise.

The neighborhood-based Community Development Corpo-
ration (CDC) grew out of such circumstances—a hybrid
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self-help entity that operates at both the community-building
level and the economic level, and that exhibits micro-level
applications of Pluralist Commonwealth principles. The
Bedford-Stuyvesant Restoration Corporation—a CDC
developed in the 1960s with the bipartisan support of then
senators Robert F. Kennedy and Jacob Javits—helped set the
terms of reference for an institution that can now be found
in thousands of communities.

In its initial ten years of operation, the Bedford Stuyvesant
Restoration Corporation provided start-up capital and other
assistance to 116 new businesses, helped create 3,300 jobs,
arranged training programs or new jobs for 7,000 local resi-
dents, and renovated or built some 650 new housing units.?
It also launched and still owns a major commercial develop-
ment (Restoration Plaza), a property management company,
and a construction firm. It receives two-thirds of the profits
of a Pathmark supermarket that had over $28 million in
annual sales by 2001. The Bedford Stuyvesant Restoration
Corporation also operates a two-hundred-seat theater and a
revolving loan fund for local start-up businesses. As of 2002,
the CDC had roughly $26 million in assets. Its 2002 budget
was $10.5 million, $7 million of which was funded by
income from rental and other commercial ventures.?

Another leading example is the New Community Cor-
poration in Newark, New Jersey, a CDC established after
urban riots during the 1960s left many dead and over a
thousand injured. New Community now owns an estimated
$500 million in real estate and other ventures, including a
shopping center, a supermarket, and three thousand units
of housing. New Community Corporation enterprises
employ 2,000 neighborhood residents and create roughly
$200 million in economic activity each year. Profits help
operate day care and after-school programs, a nursing
home, and two medical day care centers for seniors. Pro-

ceeds from business activities help support job-training,
educational, health, and other programs.* The New Com-
munity Corporation also runs a Youth Automotive Training
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OQ:.Q.W young people who complete its courses are guaran-
teed jobs offering $20,000-plus starting salaries.>
A well-known rural example is the Kentucky Highlands

- Investment Corporation. This CDC provides both venture

capital and small-business loans to assist rural firms. Over
the last several decades Kentucky Highlands has made or
helped generate more than $175 million in investments in
140 companies, creating some 7,900 jobs in rural southeast
Kentucky. It has assets of roughly $30 million.®

Since the 1960s almost four thousand neighborhood-
based CDCs have come into existence in U.S. communi-
ties. The majority are not nearly as large and sophisticated
as the leaders, but all employ wealth-related principles to
serve “small publics” in geographically defined areas. The
assets that the far more numerous smaller CDCs com-
monly develop center, above all, on housing, but many also
own retail firms and, in several cases, larger businesses.?

The more than thirty-five-year developmental trend that has
produced the modern CDC is intimately related to the U.S.
political economy’s declining capacity to address problems
of inequality and poverty directly through redistribution or
through major job-creation strategies. Fiscal considerations
have set the terms of reference from the beginning. At the
@dm of the 1960s “War on Poverty,” which gave the institu-
ton its first major backing, the Johnson administration
explicitly rejected as financially and politically infeasible a
large-scale public jobs program to deal with poverty in a
more explicit and comprehensive manner.8

The trajectory of development has also been instructive.
The first generation of CDCs began with a broad strategic
conception that directly echoed Pluralist Commonwealth
themes. The initial goal involved a community-building vision
and included the provision of services, the ownership of pro-
ductive enterprise, and advocacy on behalf of local residents.
As the political scientist Rita Mae Kelly observes, institu-
tional development, community control, and community
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ownership of property and other resources were “expected .8
foster, support, and sustain the development of anmmmzm_
and entrepreneurial leadership within the community—and
to keep it there.”®

The advent of the Nixon administration, decisions by the
Ford Foundation, and generally reduced funding in the Rea-
gan years forced many CDCs to alter their initial mﬁwwo.mnr.
Two important ideas of the early period—direct ownership of
assets beyond housing and community oy.mms&bm and m.a<o-
cacy—were often abandoned or reduced to minor wmcboaosm.
Instead, most CDCs concentrated primarily on an important
but narrow form of wealth ownership (the development of
low-income housing); and secondarily on technical assistance
and small-business loans to individual entrepreneurs.1?

The basic concept, however, proved to be resilient. The
number of CDCs expanded steadily; more than a thousand
new CDCs emerged during the Reagan era .&9\6.. CDC
housing development was strongly assisted by special .ﬁ.mx
incentives for investors who helped CDCs and others ,.UEE
low-income housing. (Numerous financial intermediaries
now develop and market tax-based packages to facilitate the
financing of a broad range of efforts.)!! Eﬁwoﬁﬁ.ﬂ .OUOm
encountered financial difficulties, and some were victims .o».
poor and occasionally corrupt leadership, the overall trial
and error learning curve was impressive.!?

Community Development Corporations also a@ﬂoccm a
number of new strategies that added to their strength Q:Eb.m
this period. “The lack of federal support,” former Local Ini-
tiatives Support Corporation (LISC) president Paul Grogan
and his coauthor Tony Proscio point out, “meant there was
no federal bureaucracy prescribing what was supposed to
happen.” They go on: .

«CDCs were free to develop and pursue their local agen-
das. And as they scrounged for dollars and Hoora.om_ T..QP
they were building a web of relationships and a diversified
funding base that would be with them for the long term, Dm;
for the short cycle of the latest federal program. . . . CDCsin

L
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city after city are now raising capital both for projects and for
overhead from a wide range of charities, banks and other
financial institutions, private corporations, city governments,
and increasingly, state governments.”!3

CDC development also capitalized on the achievements of
a parallel citizens movement that used the Community Rein-
vestment Act to fight redlining by banks—thereby helping
allocate more than $60 billion to neighborhood investment
by the early 1990s. The emergence of new Community
Development Financial Institutions (CDFIs) like Chicago’s
South Shore Bank (now “Shore Bank”) also provided new
support for neighborhood development. During the Clinton
years federal legislation gave CDFIs—and thus also CDCs—
a further significant boost. !4

A number of organized support efforts have also been crit-
ical. One of the most important, the Local Initiatives Sup-
port Corporation was established with broad foundation and
corporate backing. Since 1979 LISC has raised over $4 bil-
lion—and leveraged almost $7 billion in additional invest-
ment—to help some 1,700 CDCs. In a development that
acknowledged both the CDCs’ important role and the
coming-of-age of the movement in general, former Clinton
treasury secretary Robert Rubin accepted chairmanship of
the Local Initiatives board in 1999.*15

Some critics charge that in turning primarily to housing
production during the second phase of development, many
CDC:s lost touch with their local communities. Urban Studies
professor Robert Fisher writes that most “avoided political

* Another important organization, the Enterprise Foundation, founded by the late
James Rouse, has made $3.9 billion in grants, loans, and investments to more than
a thousand local organizations. In 1991 seventeen major foundations, banks, and
corporations, together with HUD, established and funded the National Commu-
nity Development Initiative——now known as Living Cities. Other significant sup-
port efforts include the Fannie Mae Foundation, the National Community Capital
Association, the National Congress for Community Economic Development, and
PolicyLink. Enterprise Foundation, “About Us,” www.enterprisefoundation.org/
abourindex.asp (accessed 11/14/02); Living Cities, “History,” www.livingcities
.org/new_look/history.html (accessed 05/06/03).
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controversy, were dominated by professionals with a technical
orientation, had narrow membership bases, and rejected
social action activity.” On the other hand, another close
observer—Andy Mott (at the time executive director of the
Center for Community Change)—concluded in 2000 that an
“increasing number of CDC coalitions are offering commu-
nity organizing training to their members, and CDC associa-
tions . . . have taken on—and won—major policy battles on
jobs, housing and reinvestment.”1

In general, housing production remains central to Commu-
nity Development Corporation efforts—along with the prin-
ciple of public-benefiting ownership. Roughly three-quarters
of new or rehabbed housing units are owned directly by the
CDC that produces them. In addition, by 1998 CDCs had
developed 71 million square feet of commercial and indus-
trial space.l”

In recent years a number of CDCs have also begun to
explore (and return to) the broader ownership ideas envi-
sioned in the early years of their development. Inspired in
part by New Community Corporation’s successful owner-
ship of a supermarket, LISC established the Retail Initiative
in 1994 to help CDCs develop shopping centers anchored
by supermarkets or other large retailers in their neighbor-
hoods. By 2002 the Retail Initiative had committed over $20
million to ten major projects in New Haven, Connecticutj
North Philadelphia; Chicago; and other cities. '8

The experience of Dudley Street Neighborhood Initiative
in Boston—a nonprofit community-based institution similar
to a traditional CDC—suggests additional possibilities for
future change. The Initiative has won the right of eminent
domain to acquire abandoned parcels of land, a unique
development in modern urban policy. The Initiative also
manages residential properties as part of a community land
trust and has established several village commons, a series of
“Tot Lots,” two community centers, and commercial devel-
opments at key points in the neighborhood.!®
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In general, a 1998 survey found 40 percent of urban
CDCs reported owning and/or operating a business (34 per-
cent of rural CDCs did so). Over half also reported some
form of business-lending activity with a total of nearly $2 bil-
lion in outstanding loans.2°

Substantial economic projects continue to be exceptional.
However, given the level of experience developed over the
past several decades—and the example being set by the lead-
ers—increasing numbers of CDCs appear likely to slowly
broaden their ownership focus beyond housing and com-
mercial real estate development in coming years.2!

Louis Winnick of the Institute for Public Administration sug-
gests that the “meteoric growth of CDCs and related grass-
roots initiatives owes much to their appeal across the
political spectrum.” As he observes: “The anti-statist Right
saluted community development as a proxy for government
which might shield the succored poor from the dead hand om
bureaucracy. . .. On the opposite end of the ideological
spectrum, radical activists envisioned community-based
organizations as weapons of political empowerment, instru-
ments to liberate the poor from chronic neglect.”22

Many states and local municipalities now back CDC
activity—both directly and indirectly. In cities with a large
number of cooperating CDCs, local governments have often
become active development partners, making foreclosed
properties available to them or earmarking Community
H.u@o_ovamsﬂ Block Grant funds for housing subsidies. Par-
ticularly innovative state programs include New York’s
Neighborhood Preservation Companies Program, the
North Carolina Community Development Initiative, and
two efforts of the Commonwealth of Massachusetts: the
ﬂoEﬂEEQ Economic Development Assistance Corpora-
tion and the Community Enterprise Economic Develop-
ment Program, the latter of which provides both financial
and technical assistance to CDCs in economically
depressed communities.23
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Federal programs also provide significant support to
CDCs, including Community Development Block Qnmdﬁ.mu
the HOME Program, the Low Income Housing Tax Credit,
and Empowerment Zone/Enterprise Communities tax Q..o.a-
its. One of the last pieces of legislation of the Clinton admin-
istration, the Community Renewal Tax Relief Act o.m 2000,
provides additional “new-market” tax and other assistance.
The 2000 Act—which enjoyed the broad backing of Repub-
lican leaders in the House of Representatives—also suggests
the potential for expanding the base of political support for
housing and other wealth-ownership principles at the com-
munity and neighborhood level.?4

There is little likelihood that the social and financial pressures
that helped produce the CDC hybrid will let up—or that the
steady step-by-step developmental trend will come ﬁ.o a halt.
Indeed, given the fiscal problems facing the nation, &n
prospect is for more rather than less pressure to create addi-
tional forms of ownership—and of further forms of revenue-
generating institutional change. Community OH.mmENEm and
advocacy efforts by CDCs also appear likely to increase.
Other nonprofit organizations with a service mission at the
community, state, and national levels have picked up on the
underlying principles exhibited by CDC mnﬁ_ovn.uw:ﬁ.lmsnm
here, too, it is clear that the overarching fiscal crisis 1s pro-
ducing forces that make ongoing evolutionary development
all but certain.2’ Esperanza Unida, Inc., in Milwaukee sug-
gests some of the possibilities. o
Esperanza Unida began as an organization that initially
focused on helping Hispanic workers deal §9 SOnwE.mnm
issues and file unemployment and worker’s compensation
claims. In the early 1980s it started running businesses with
a dual mission—raising funds for other operations and train-
ing. In what came to be called the “Training .H.wcmmbn.mm
Model,” Esperanza Unida now employs local Qﬁwaw. in
enterprises involved in auto repair, construction, printing,
child care, customer service skills, and welding. It also runs
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a coffeehouse/bookstore, ¢Que Pasa?, which hosts commu-
nity events and offers books and periodicals in both Spanish
and English. Roughly 50 to 70 percent of Esperanza Unida’s
annual revenues come from its business activities.26

Pioneer Human Services in Seattle, Washington—an
organization initially established with donations and grants—
is now almost entirely self-supporting. It provides drug-and-
alcohol-free housing, employment, job training, counseling,
and education to recovering alcoholics and drug addicts. Its
annual operating budget is $54 million—over 99 percent is
earned through fees for services or sales of products.

Pioneer Human Services and its subsidiaries own and man-
age a light-metal fabricator that employs people traditionally
thought to be unemployable and that has contracts with Boe-
ing, Xantrex, Leviton, and others; a Food Buying Service that
distributes roughly 7 million pounds of food to nonprofit
organizations in twenty states; a 132-room St. Regis Hotel
that offers drug- and alcohol-free housing for tourists and low-
income individuals; and a 150-seat Mezza Café, along with its
satellite, Pronto, and two smaller Mezza Cafés.27

The Roberts Enterprise Development Fund in the San
Francisco Bay Area works with nonprofit umbrella organiza-
tions. These, in turn, have operated roughly twenty busi-
nesses—from thrift stores and janitorial services to a bakery
and a furniture manufacturer—that also both make money
and help specific groups in the community. Revenues grew
from $10 million in 1997 to $20 million in 2000, with prof-
its increasing from $230,000 to $630,000. Enterprises target
specific employee/trainee populations—including landscap-
ing and packaging and shipping services for individuals with
developmental disabilities; bike repair training for young
people; and a cleaning service, a café, and a temp agency that
provide jobs for individuals with psychiatric disabilities.28

Educational and health institutions in many areas, of
course, have also long operated as nonprofits-in-business
charging fees for services. A recent study found that in the
twenty largest U.S. cities, sixty-nine of the two hundred
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largest private enterprises (35 percent) were universities and
medical institutions, most of which were nonprofit. In four
cities—Washington, Philadelphia, San Diego, and Balti-
more—what the study called “eds” and “meds” accounted
for more than 50 percent of all jobs generated.?®

Some analysts who have studied hybrid nonprofits have
raised serious questions about whether important service
missions may be compromised by their economic activities;
and several have suggested guidelines to maintain institu-
tional integrity.3% Conversely, others point out that by reduc-
ing the reliance of organizations on public (often politically
influenced) funding and from foundation and individual
donor support, new sources of revenue can often produce
offsetting advantages in terms of institutional independence.

Such questions are certain to take on increasing urgency
as time goes on. Given the fiscal pressures driving change
and the growing support the strategies are beginning to
attract, the trend is unlikely to be reversed. The real question
is how the conflict between organizational goals can be man-
aged intelligently—and whether those concerned with criti-
cal public missions organize themselves to ensure the
integrity of the various efforts.*>!

A recent Chronicle of Philanthropy study estimates that over
%60 billion was earned from business activities by the fourteen
thousand largest nonprofits in 1998. Income from fees,
charges, and related business activities is estimated in other
studies to have grown from 13 percent of nonprofit social
service organization revenues in 1977 to 43 percent in 1996.3

A powerful indication of the developing and likely future
trend—and of the growing sophistication of Pluralist

* A related, increasingly debated issue concerns taxation of unrelated business
activities. For an overview of the questions involved, see Evelyn Brody and Joseph
1. Cordes, “The Unrelated Business Income Tax: All Bark and No Bite?” Emerg-
ing Issues in Philanthropy Series Seminar No. 3, Urban-Brookings Tax Policy Cen-
ter, March 1, 2001, www.urban.org/UploadedPDF/philanthropy_3.pdf (accessed
09/26/03).
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Ooﬂaonémm:rlno_mﬁma strategies in general—is Harvard
Business School’s decision to launch a new “Initiative on
Social Enterprise” offering research, teaching, and other pro-
grams to “catalyze . . . nonprofit, private, and public sector
enterprises for the creation of social and economic value.”

Similar programs are under way at Yale, Stanford, and sev-
eral other business schools.33
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State and National Innovators

UST BELOW THE RADAR OF conventional media reporting,
.“—‘ a number of larger efforts based on Pluralist Common-
wealth principles have also emerged in recent years, espe-
cially at the state level. Some are new and innovative; many
are in advanced stages of development; several others illus-
trate long-standing but little-discussed practices that are
likely to be extended if current trends continue—and if states
continue to function in the future, as they have in the past,
as laboratories for subsequent national activity.

Particularly interesting are a group of sophisticated devel-
opments that point in the direction of practical-—even dra-
matic—applications of the most radical and far-reaching
system-wide Pluralist Commonwealth strategies.

The Individual Development Accounts (IDAs) reviewed in
Chapter 1, which match savings of the poor to build wealth-
ownership, are no longer a matter of theory. Since 1990 some
five hundred different projects and more than 20,000 IDA
holders have been established. One of the most important is a
four-year test conducted by the Corporation for Enterprise
Development and the Center for Social Development, which
has found that significant savings by even very low income
participants can be achieved through IDA strategies.!

The federal government has also begun testing IDAs. Pro-
visions for allocating funds to IDAs were included in the wel-
fare reforms of 1996 (TANF, Temporary Assistance to
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Needy Families). Passage in 1998 of the Assets for Indepen-
dence Act established a five-year, $125 million demonstra-
tion effort aimed at creating roughly 50,000 IDAs. (As of
2003, $95 million had been appropriated.) Unexpected
political alliances have also appeared in connection with this
strategy. Significantly, the Bush administration included sub-
stantial funding for the Clinton-initiated IDA concept in
each of its first four budgets.*?

Shortly after passage of the Assets for Independence Act,
the St. Louis Post-Dispatch commented, “It’s hard to decide if

this is radical policy or an outgrowth of conservative eco-

nomic ideals. Legislators who supported the idea in Con-
gress didn’t bother deciding. They came from both sides of
the political aisle.”3

Historically, several states have had considerable experience
with the application of larger-scale Pluralist Commonwealth
principles. The Bank of North Dakota—founded in 1919—
currently has nearly $2 billion in assets. The bank’s earnings
(net income) now provide the fifth-largest source of revenue
for the state government; an estimated $75 to $80 million will
be returned to North Dakota for the two-year period, 2001 to
2003. The bank makes student loans (27 percent of the total),
commercial loans (33 percent), agricultural loans (17 percent),
and residential loans (23 percent). Return on equity was 21.3
percent for 2000, a year of record profitability; it was still 18.7
percent in 2001, a year of national economic difficulty.4

The Wisconsin State Life Insurance Fund, in operation
since 1911, is also instructive. The fund has assets of over
$75 million, manages roughly thirty thousand active life

* The Bush administration’s proposed Faith Based Initiative legislation also includes
§450 million in tax credits to support IDAs. If approved, banks that match the sav-
ings of the poor in IDAs would receive a 100 percent tax write-off for their contribu-
tions (up to $500 per person per year). Corporation for Enterprise Development,
“Federal Policy Update,” Assets: A Quarterly Update for Innovators (Winter 2002),
www.idanetwork.org/assets/index.html (accessed 02/04/03), p. 3. Further references
at www.idanetwork.org.
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insurance policies, and has coverage in force totaling over
$200 million. The fund distributed between $3.7 and $3.9
million annually in dividends to policyholders throughout
the late 1990s. Premiums are 10 to 40 percent lower than
comparable private insurance coverage. Such gains have
been recorded even though the fund is subject to statutory
restrictions—including a prohibition on advertising and
maximum coverage of $10,000—which limit its capacity to
compete with other companies.’

More recent state developments include venture capital
initiatives that involve direct investment and stock ownership
in local companies by state agencies. Though little discussed
in the media, this form of public investment and ownership
is extremely common. A recent National Governors Associ-
ation survey found that more than half the states have allo-
cated state funds to venture capital investments. Most
involve direct investment by state agencies, often utilizing
private firms to help manage the process.® .

One of the most successful efforts, Maryland’s Enterprise
Investment Fund, provides promising high-tech start-ups with
up to $500,000 in capital in exchange for equity shares .mmm a
guarantee from the firm that it will continue to operate in the
state for at least five years. The fund has performed exception-
ally well, investing $19 million in fifty-two Maryland compa-
nies and helping create an estimated 2,500 jobs as of this
writing. From 1994 to 2002 the state made a 32 percent
annual return on its investments—with total returns over $64
million. Successful ventures range from such companies as
Visual Networks of Rockville, a network management and con-
sulting firm, to Gene Logic of Gaithersburg, which specializes
in “gene expression” technology—that is, examining tissues to
determine whether particular genes are turned “on” or “off.”’

Similar programs in Connecticut and Massachusetts also
have achieved significant returns while at the same time
helping create jobs in their respective states. Oobnmomnrm
Innovations’ return on investment rose from 17.3 percent in

1998 to 20.8 percent in 1999 to 39.7 percent in 2000. In
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2001, a tough year when many high-tech investors lost
money, it still managed a positive return (2.5 percent); and
although along with many funds it experienced significant
losses in 2002, its cumulative return for 1998 to 2002 was a
respectable 8.4 percent. The Massachusetts Technology
Development Corporation has invested in early-stage tech-
nology firms for a substantial period. Between 1980 and
2002 it recorded a 17.9 percent rate of return on total invest-
ments of $62 million in 115 companies.8

Assessments of such efforts are complicated by the fact
that states commonly invest in ventures that one, have not
already been selected as promising by private firms; and that
two, offer the possibility of job creation and ancillary bene-
fits of economic value to the state in question. Some state
efforts have produced extremely positive results; others have
achieved more modest gains, but in the process have con-
tributed to larger state development goals.?

At the federal level, public ownership of stock in specific
corporations is also a long-established strategy. In the recent
airline bailout, for instance, the Bush administration
demanded a ten-year option to purchase a third of America
West’s stock at $3 per share in exchange for federal guaran-
tees that secured a $429 million loan. It granted a $900 mil-
lion loan guarantee to US Airways—and received a 10
percent stake in the company in return.1¢

Similarly, in 1980 as part of a $1.5 billion loan guarantee
for the Chrysler Corporation, the government received 14.4
million warrants (representing 10 to 15 percent of Chrysler
stock). Again, the government through the FDIC took a con-
trolling ownership position (over 80 percent) in connection
with the 1984 $8 billion bailout of the Continental Illinois
Bank (at the time the seventh-largest U.S. bank). Numerous
other precedents can be traced back to World War II.*11

* Government loan guarantees (and related public insurance strategies) have long
received bipartisan support in connection with many conventional economic devel-
opment approaches and broad-based asset development efforts. These (continues)
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We may add to this listing of Pluralist Commonwealth prac-
tices the long experience with public ownership of port
authorities throughout the nation. By far the largest is the
Port Authority of New York and New Jersey, which has
approximately $16.9 billion in assets. The authority has
planned, developed, and operated numerous enterprises
that have been critical to the economic health of the
region—including major airports and seaports, and the
World Trade Center. In 2000 it paid $130 million in leases
and payments in lieu of taxes to the cities of New York and
Newark and to the states of New York and New Jersey.
(Total payments were $96 and $140 million, even in the dif-
ficult years of 2001 and 2002.)12
The Port of Los Angeles owns several retail properties—
including Ports O’Call Village, a large retail shopping and din-
ing complex that generates between $650,000 and $1.5 million
annually, and another retail/restaurant complex, the West
Channel development, which is expected to bring in $1.2 mil-
lion in leases plus healthy percentages of gross receipts. In fis-
cal year 2002 the port generated $289.8 million in total
operating revenue, with a net income of $96.9 million.13
The Port of Seattle manages a cruise pier and several con-
tainer ship loading facilities, the Seattle-Tacoma airport, and

(continued) provide additional precedents that might be adapted to the newer strate-
gies. Thus, the Export-Import bank currently guarantees business loans of $7.4 bil-
lion per year. The Price-Anderson Act provides for insurance against risk in
connection with the dangers associated with nuclear power plant development
(without which little if any private investment would have taken place). Again, since
the 1930s various governiment programs have expanded access to home-ownership
by insuring mortgages, freeing up capital, and reducing initial asset thresholds.
«“Annual Report, Fiscal Year 2002, Bxport-Import Bank of the United States,
2002, 522.aw&d.mos\mdocn\mnmgHm\mbamx.dﬁ:_ (accessed 06/23/03); “Price Ander-
son Act: The Billion Dollar Bailout for Nuclear Power Mishaps,” Public Citizen,
Qctober 10, 2001, iﬁasQQNQB.Onm\aoogonﬁm\gaonmo:-ﬁm:onm.r.Eum (accessed
06/23/03); and John C. Weicher, Housing: Federal Policies and Programs (Washington,
D.C.: American Enterprise Institute for Public Policy Research, 1980), pp. 38, 11l
Ongoing discussion of new strategies that would help build community-benefitting
ownership in exchange for government tax, loan, regulatory, and other support can
be found at cog.kent.edw/.
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a number of additional operations that lease commercial
office space. In 2003 the port’s operating revenues (fro
property rental, parking revenues, landing fees erc.) w e
expected to exceed $375 million. When &mvnmomﬁom oOMMm
mooﬁdc_mﬂma tax income, and passenger facility charges .
Go_:moav the port’s total excess revenue in 2002 s oro.
jected to be $64 million.14 P
mc.ov mn&.&g is not restricted to large cities: the Marin
V&Bﬁ_mﬁmnos of Portland, Maine, holds fifty _mmmmwlm.
including a twelve-acre naval shipyard, an inter-island ferry

system, and a pier-—which to
ste gether generate
million a year for the city.!5 : more than §2

.Hra Emﬁ.og and successful record of different forms of pub
lic pension funds offer additional Pluralist OoBBo:SWmE..,
precedents. There are currently more than 2,200 publi
employee retirement system boards operating at vﬂwm Bﬂs. oy
vwr. mmmm.ov and federal levels. The boards manage roughl Mm_m.
trillion in assets and have for many decades QoEo%mQ.MH d
the feasibility of public investment strategies, 10 )
Onn of the most conservative of all public agencies at th
natonal level—the Federal Reserve Board—has had :
employee pension and retirement fund in operation wgmnw
_o.u». It memm.om roughly $8.2 billion in assets. Investments
as in most pension funds, are overseen by external fund Embu
agers. wwmm:r the Federal Thrift Savings Plan, established in
1987, Ewo?mm some 2.4 million federal employees in a simi
lar plan; it has roughly $100 billion in assets.!? )
In Part I we noted that a number of state pension fund
have Gmm.zn to explore new forms of public oversight to Emww
corporations more accountable. Additional possibilities are
mcmmwﬂoa by other aspects of the experience of Californi
mv_._c.:o Employees’ Retirement System (CalPERS) and MN
Retirement Systems of Alabama. e
CalPERS (in operation now for more than sixty-five years)
oversees more than $137 billion in pension funds for 1 M Bm;
lion plan members (employees, retirees, and m:??o.nmv. In
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addition to previously discussed innovations, CalPERS main-
tains a domestic portfolio “focus list” that singles out poorly
performing companies and companies with poor governance
practices. The results are illuminating. Companies that have
been singled out in a particular year regularly outperform the
S&P 500 by roughly 14 percent in the five years after
CalPERS draws attention to their failings. CalPERS also
places a great deal of emphasis on information disclosure and
the independence of boards of directors. As noted, CalPERS
is also beginning to enforce transparency, environmental per-
formance and other standards in its international investments
(see pp. 60-61).18
Alabama—a conservative state in which fiscal pressures
are particularly intense and in which traditional tax pro-
posals are commonly blocked—is also actively pursuing
Pluralist Commonwealth-related strategies. Retirement
Systems of Alabama, which manages pension investments
for state employees and teachers, has been in operation for
more than sixty years. Under the direction of CEO David
Bronner, it has aggressively invested in numerous local
Alabama industries, in some cases also using its assets to
help create worker-owned firms. Investments range from
aerospace to tourism development and include, among oth-
ers, $100 million in the Alabama Pine Pulp Company; $60
million in a statewide golf course network, the Robert Trent
Jones Golf Trail (maintaining a 33 percent ownership
stake); and $250 million in Alabama-backed Ginnie Mae
mortgages.'®
Retirement Systems of Alabama has a total of $22 billion
under management. It also has invested in office buildings in
such cities as Montgomery and has helped form two media
conglomerates involving hundreds of local newspapers and
thirty-six television and radio stations. Stock in these 18
jointly owned by Retirement Systems and the employees of
the companies.
Even more interesting politically—and suggestive of possi-
ble other larger-scale future strategies—in 2002 Retirement
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wu.aﬁﬂdm purchased a 36.6 percent controlling share of US
Airways, in part to bring more jobs to the state,*20

A somewhat different but even more suggestive effort is
Em.ﬁ of the Alaska Permanent Fund. The Alaska state consti-
tution directs that a significant portion of revenues derived
.@oB oil development be allocated to the fund for further
E<omndw5 on behalf of citizens of the state. Earnings are
Ena .8 increase the size of the principal, offset the impact of
inflation on long-run returns—and most important, provide
mH.Ecm_ dividends to the residents of the state. In 2000, a
Emr..nm%ocﬂ year, each individual state resident, as a matter
of right, received dividends of just under $2,000 (almost
$10,000 for a couple with three children).2!

Huo.zdmbos_” Fund operations have been efficient and eco-
vonEom:% successful. Competitively hired external managers
invest roughly $25 billion in assets. In 2000 the fund earned
an overall 9.18 percent rate of return, a figure well above
Qﬁnoﬂwa benchmarks for its diversified low-risk portfolio.
Operating costs were a low 1.83 percent (leaving a 98 per-
cent profit margin). By way of comparison, the S&P 500
ended 2000 up 7.24 percent. During the stock market col-
mmvmo of 2001 and 2002, the Permanent Fund outperformed
its benchmark investments and also had operating costs
below those of comparable large funds.22

Income inequality in Alaska is lower than most other
states, and—unlike every other state and the nation as a
s&n_alkﬁmmwm registered a decline in income inequality
during the 1980s and 1990s. Research by University of
Alaska economist Scott Goldsmith indicates that Perma-
ﬂnsn Fund operations played an important role in produc-
ing the recorded gains.23

CalPERS, Retirement Systems of Alabama, and similar
nm.o.ﬂw offer precedents for using investment strategies to
achieve greater public oversight of corporate practices and to

*Itis unclear .27232 this particular venture will succeed. As of this writing, US Air-
ways, along with many other airlines, is experiencing considerable financial difficulty.
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help achieve state and community economic goals. ..H&n
Alaska Permanent Fund takes us one step further. It is m.s
on-the-ground operating system that demonstrates the feasi-
bility of the kinds of far-reaching Unouoﬁ_m offered by Wom.m
mer, Meade, and Kelso—and of the Public Trust concept .o

the Pluralist Commonwealth. Although .amov mbvnom.or dif-
fers in specifics, all are based on the 3506_.@ that capital can
and should be accumulated and managed in ways that pro-
vide individual citizens with an income stream from publicly
backed investments.”

* See pp. 23-26. Roemer and Meade would accumulate capital mﬁmc_mr SWO%OMH
establish an agency to directly supervise investment Bmﬂmmm.am:r elso ﬁmo_wo s,:&
using government loan guarantees or Ewc.nm:no to mﬁinb Ecnmudmsmw‘mb i
by temporary publicly accountable supervision before ultimately transferring

ership to individuals.

11

Coda

The Democratization of Wealth
and the Era of Deepening Fiscal Crisis

W OBSERVERS HAVE AS yet grasped the extent—or fur-

ther possibilities—of wealth-related strategies that bene-
fit the public directly. It is obvious, however, that a great deal
of hands-on experience now offers practical backing for
ideas at the heart of the Pluralist Commonwealth vision—
including (among others) worker ownership, cooperatives,
municipal ownership, neighborhood ownership, nonprofit
ownership, individual development accounts, and a wide
range of major public investment strategies. There is also evi-
dence that such efforts can be efficient, especially if adequate
attention is paid to developing and refining management,
training, and other strategies over time.

It would be a mistake either to exaggerate or to minimize the
developments. On the other hand, the steady expansion of sev-
eral of the most significant new forms has been impressive. In
recent years the number of Employee Stock Option Plan firms
has increased from a few hundred to more than eleven thou-
sand; Community Development Corporations have grown
from a few hundred to nearly four thousand. Municipal enter-
prise, though less well studied, is on the rise in cities across the
nation. In other areas, long-standing experience—as with pub-
lic utilities and pension funds—offers solid evidence both of
the economic and political viability of larger wealth~-owning
approaches. Former New York State comptroller H. Carl
McCall is also almost certainly correct to predict “a renewed
era of activism by public institutional shareholders.”?
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Viewed in larger historical perspective, what stands out is
the simple fact that the last several decades have established
practical and policy foundations that offer a solid basis for
future expansion. There is a body of hard-won expertise now
available in each area—along with support organizations and
technical and other experts who have accumulated a very
great deal of direct problem-solving knowledge.

Significantly, in each area there has also been—and con-
tinues to be—a broad base of public backing for new
approaches. Moreover, a converging trajectory of concern
with community economic stability has added force to many
of the newer strategies—especially as global economic pres-
sures have intensified. As we have seen, a number of the new
economic institutions are inherently anchored in local com-
munities by virtue of their ownership structure.

Beyond this there has been growing recognition of the
mutual interests of—and the organization of implicit
alliances between—specific investors and firms, on the one
hand, and engaged citizen groups developing new institu-
tions, on the other. Tax benefits provided to corporations and
retiring business owners have helped fuel ESOP develop-
ment; other incentives provided to individual investors have
helped CDCs develop low-income housing.

(The last several decades have also demonstrated that it is
possible for new institutions to move beyond such origins.
Thus, CDCs that develop momentum regularly transcend
the limits of their initial financing strategies. Again, as ESOPs
move toward majority ownership—at least in states that have
been subjects of study, such as Ohio—they also begin to move
increasingly toward greater democratic control.)

In general, and notwithstanding ideological opposition to
government involvement in the economy, many of the new
wealth-ownership efforts also transcend traditional left-right
political distinctions—as is evident in connection with
CDCs, ESOPs, bipartisan support of Individual Develop-
ment Accounts, and the experience of mayors of both parties
who embrace local public enterprise strategies. That a con-

CODA: THE DEMOCRATIZATION OF WEALTH 121

mozmmﬁ.w state like Alabama can essentially socialize control
of a major airline also suggests (win or lose) that politics in
the future may well be far more open to innovative change
than is commonly assumed.

The emerging direction is not without major challenges.
Much greater democratization of CDCs, worker-owned
firms (of all kinds), and other wealth-related institutions is
clearly a priority for those seeking more far-reaching change.
So, too, are new strategies to deal with the difficulties facing
boE.unomﬁ organizations struggling with the conflict between
service goals and economic support activities. Municipalities
must not be allowed to raise fees for basic services in the
ﬁmBo of new principles. Greater and more sophisticated cit-
izen accountability and oversight of public pension invest-
ment efforts like those of CalPERS and Retirement Systems
of Alabama need to be developed to ensure that worker,
community, and other concerns are fully taken into
moooE:.N On the other hand, Americans already know-—and
in the future are likely increasingly to understand in their
own communities—that a variety of ways of owning assets on
behalf of small and large publics are now feasible.

4.8.:: may well be of decisive importance in the coming
period is that even as the various developments have gone
%,ogmnau the nation as a whole has begun to move into a rad-
u,nm__%. new and unrelenting fiscal environment—one that
promises to force ever greater attention to strategies that
.cm.a.a ways to produce additional resources at all levels. Pro-
jections for the coming decade alone suggest a combined
m.naﬂ.m_ fiscal deficit that could easily reach more than $5 tril-
lion—indeed, $7.5 trillion if Social Security Trust Fund
reserves are left aside!

Zm% is it likely that there will be an early reversal of the
growing fiscal crisis. For one thing, the ongoing occupation of
Iraq is likely to demand continuing large-scale financial sup-
port. gcor more important is that the Bush tax cuts, though
dramatic, are by no means unique. Indeed, fundamental and
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long-developing political-economic trends have been moving
in this direction for some time.

Corporate taxes, as we have noted, were reduced from
35.4 percent of federal receipts in 1945 to 7.4 percent in
2003. Taxation of individuals in top brackets has also been
reduced over the span of the last several decades—from 91
percent in the Eisenhower, Kennedy, and early Johnson eras
to 35 percent today. And long before the Bush-era reduc-
tions (and proposed reductions), domestic discretionary
spending by the federal government had moved down—from
4.7 percent of GDP a quarter-century ago to 3.6 percent
now, a drop during this period alone of roughly 25 percent.

An even greater fiscal squeeze is likely as time goes on. Crit-
ically, spending on Social Security benefits and Medicare will
continue to rise as the baby-boom generation retires. So will
spending on Medicaid. Recent studies project these three pro-
grams alone may ultimately consume a larger share of GDP
than all of the money the federal government collects in taxes.?

A radically new context thus is being shaped that is forc-
ing—and will continue to force—very difficult choices. Either
there will be no solution to many problems, or something
new will have to be tried. The growing fiscal pressures—inter-
secting now with growing global uncertainties—are, in fact,
producing a political-economic environment in which alter-
natives of the kind we have reviewed may well become the
only feasible way forward in many areas.

Although it is impossible to predict the degree and extent
of potential expansion, a developmental perspective on past,
present, and possible future stages of institutional and polit-
ical change suggests that we are approaching a point in time
when once controversial and seemingly novel strategies
based on Pluralist Commonwealth principles are likely to
become matter-of-fact and commonplace in everyday life.®

As we shall see, the question of interest is how this devel-
opment, in turn, might contribute to further, much larger
order change as the demanding terms of reference for twenty-
first-century political-economic change continue to evolve.

PART II1

LOCAL DEMOCRACY
AND REGIONAL
DECENTRALIZATION

cc.ﬁm APART FROM CHANGES in wealth ownership, the Plu-
ralist Commonwealth vision rests firmly on the principle
,Qo:oéwbm Alexis de Tocqueville, John Stuart Mill, and sev-
eral modern writers) that over the long haul rebuilding local
democracy with a small d, from the bottom up, is a neces-
sary though obviously not sufficient requirement of renew-
ing the basis of meaningful Democracy with a big D in the
political-economic system as a whole.

At one level, this means nurturing the conditions in which
networks of civil society associations can flourish. At
.u.so%mb it requires strategic changes that foster opportuni-
mnm.@ more meaningful participation in local governmental
decision making. Both, in turn, require more stable and
robust local community economies.

The conventional wisdom is that the era of globalization
makes such community priorities—especially local economic
.ﬁde&Tlm: but impossible to achieve. The reality, however,
is that sectoral changes and a broad range of economic,
social, and psychological factors have begun to converge
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