
Social Watch / 57

profits, called ‘carried interest’), as well as other fees 
of lesser impact. 

In the light of all these factors, it is not very sur-
prising to find that PE fund managers, or general 
partners, are doing very well, while the investors, or 
limited partners, are not. Phalippou and Zollo (2005) 
showed that, all things considered, investors in PE 
funds may have earned less than they would have 
if they had simply bought the Standard and Poor’s 
500 stock basket. In other words, they earned less 
than the market average. A. Metrick and A. Yasuda, 
on the other hand, showed in an unpublished 2007 
study that fund managers did very well, with buyout 
managers benefiting more so than venture capital 
managers.

Conclusion
Whatever the final word on the cost/benefit ratio of 
the operation of PE funds for the economy as a whole 
may be, the benefits of these investments for pen-
sion funds can already be judged as very doubtful, 
at best. In fact, risk itself should be a decisive factor 
to prevent pension funds from participating in these 

markets. Pensions are not like other classes of finan-
cial investment, where investors select part of their 
surplus income to make a bet. Pensions are meant 
to guarantee a minimum income level that allows the 
retiree to maintain a certain quality of life. Wealthy 
investors do not invest in pension funds because 
they usually have access to other, more profitable, 
opportunities. The investors in pension funds are the 
middle classes and, in the more developed countries, 
the workers, and their future incomes should not be 
the result of the kind of market games played by PE 
funds or hedge funds. 

This concern is strengthened by evidence of 
the possibility that workers’ money is simply being 
squandered by these funds, since their performance, 
when adjusted in the way suggested in the preceding 
section, is below par – although this does not prevent 
the managers of these funds from taking a large bite 
of whatever returns are achieved. 

Stricter regulation of the investments that pen-
sion funds are allowed to make is, of course, a sec-
ond-best solution. The truly appropriate solution 
would be, above all, to restore the primacy of full 

employment as a social goal, as it was in the first two 
decades after the end of the Second World War, since 
this would obviate many of the financial problems 
of social security systems. There is also a need to 
promote a broad debate with all sectors of society 
as to the perspectives of the social security system, 
in order to make it socially fair and economically 
sustainable. Unfortunately, the political climate is 
still unfavourable to such a debate, since neoliberal 
ideas about the virtues of the market are still strong, 
particularly among influential political groups. In 
such a situation, a second-best solution prevent-
ing pension funds from trading workers’ futures for  
illusory short-term gains should be explored. n
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For many of the problems and challenges currently facing the international 
community, it is impossible for individual nations to find and apply proper 
solutions on their own. These challenges include global warming, the 
spread of global diseases, financial instability, pollution and loss of biodi-
versity, among many others. 

At the same time, governments are facing a crisis in tax income, for 
a variety of reasons: recent globalization processes, new financial mecha-
nisms, the widespread use of tax havens and corporate practices such as 
the abuse of transfer pricing, tax avoidance and tax evasion. 

This situation has made it increasingly difficult for governments in 
both the South and the North to ensure fiscal justice and finance social 
security for their citizens. As a result, the need for innovative mechanisms 
to finance global welfare, enhance international cooperation and safeguard 
global public goods has become one of the most urgent priorities facing 
the planet.

From another point of view, there is a need to find adequate ways to 
regulate and counteract the most negative impacts of globalization, and to 
apply democratic and effective instruments to ensure political control over 
economics, trade and financial powers, which implies a profound reform of 
current governance mechanisms and institutions. 

International taxes appear to be the best instrument to implement in 
the medium term to fulfil these different goals: finding new ways to finance 
social security and global public goods; regulating some of the negative 
impacts of globalization; reinforcing international cooperation among dif-
ferent countries; and reforming international governance.

While the primary goal of national taxes is to generate revenues, in the 
case of global taxation systems, the most important positive impact could 
be their regulation effect on some of the most adverse impacts of recent 
economic trends. A Tobin tax on international financial transactions, for 
instance, would contribute to combating financial instability, while a carbon 
tax would target the most polluting activities and foster the development and 
use of cleaner, more sustainable energy sources. 

Moreover, global taxes could raise enough money to fulfil the Millen-
nium Development Goals (MDGs) or to help finance and preserve global 
social security, fundamental human rights and global public goods.

The technical problems involved in the implementation of these global 
taxes have been resolved. In many cases, the biggest obstacle to their ap-
plication is the lobbying power of the small elite that would be hit by these 
instruments. It is now only a matter of political will: politicians must have 
the intelligence and courage to move forward and implement these instru-
ments, which would benefit the vast majority of women and men in both the 
North and the South. n
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