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The Purchasing Power Fund:

A New Kind of Financial Intermediary

4 This articke introduces a fundamentally new kind
of intermediary (called a purchasing power lund)
offering a fundamentally new kind of financial
nstrument {calied supershares), Supershases differ
from all previously issued financial instrument
that [ 1) thay p payol! only for a prespecified
laval o ovier thi pariod bétwean
izsue and maturity and (2] the payoll can ba
denominated in real (i.e., deflated) terms

The underlying assets of the fund are managed
liker an indax fund. The ranga of possible outcomes,
expiessed as a return on the inital value of the
assets, is finely divided, and a particular kind of
supershare assigned to each division. On the
malturity date the suparshare corresponding to the
actual oulcome pays off, the others become
wWiorihkess

By purchasing the appropriate mix of various
kinds of supershares. an investor can purchase the
equivalent of a mutual fund share, a purchasing
ol Bond, a levared position in a mutual fund, a
position in amutual fund, a call g
ithowt borrowing either shares or mg

and

Life is really simple, but men insist on
making it complicated. —Confuciis

O MOST people, the term “financial mar
I kets” denotes the market for stocks and
bonds, But others would imterpret financial
markets more broadly o include the market for op-
tions, insurance, commodities, savings accounts,
mongages and consumer loans in general. In any
cre is general agreement that Al mar-
kets prow ide a mechanism through which an investor
can change the form of wealth that he holds
Even though all national wealih {real wealth) is
ultimately owmned by individuals and familics, only
fraction of that wealth (in particular. the nonper-

casc,
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sonal wealth) 1s owned directly. Most ownership by
individuals and families is indirect, via ewnership in
the nation’s econonuc units (1€, its parinerships,
privite organizations, governmental units and cor-
porations) which in tum own the real assets. This
ownership is represented by claims issued by the di-
rect owners; many of these are explicit while others
are unwritten and implicit. The written claims are
generally tradeable while the implicit ones are en-
tradeable. Stocks, bonds, commercial notes, war-
rants, commodity options and paper money are
examples of tradeable ¢laims; they are often referred
to as financial assets or financial instruments.
Onher things equal, the more vanety a nati
nancial markets offer, the better off that nati
dividuals are. There is a direct relationship between
the economic welfare of the natien's individuals and
families and the varicty of instruments actively em-
ployed in its financial markets.
nancial assels add flexibility to the form in
the nation's wealth can be held i that they
nt division of that wealth into many more
components, This type of Nexibility is particularly
important when returns to scale induce the establish-
ent of large omic units, The desire for flexibil -
sset holdings has in fact been so strong that it
d 1o the establish nancial inter-
mediaries whose main funetion is the creation of new
types of claims based on pools of claims issued by di

I. Footnotes appear at end of article
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