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The 2020 COVID-20 pandemic was widely predicted by sci-
entists not just in vague, general terms but in specific warnings
about the source, location, and type of virus.

...genetic diversity exists among zoonotic viruses in bats,
increasing the possibility of variants crossing the species
barrier and causing outbreaks of disease in human popula-
tions. It is therefore essential that we enhance our knowl-
edge and understanding of reservoir host distribution,
animal-animal and human-animal interaction (particularly
within the wet-market system), and the genetic diversity of
bat-borne viruses to prevent future outbreaks.?

Given the massive number of coronaviruses carried by
different bat species, the high plasticity in receptor usage
and other features such as adaptive mutation and recom-
bination, frequent interspecies transmission from bats to
animals and humans is expected...Currently, no clinical
treatments or prevention strategies are available for any
human coronavirus.®

Nor were the warnings limited to “obscure” scientific publica-
tions filled with technical jargon that was difficult for the public

to understand. In 2011 a realistic scenario for a pandemic

was laid out in the movie Contagion featuring superstars Matt
Damon, Gwyneth Paltrow, and Laurence Fishburne. The movie
was well-reviewed and earned over a hundred million dollars at
the box office. Similarly, in 2015, Bill Gates gave a TED talk on
pandemics titled “The Next Outbreak? We're not ready”. Gates's
TED Talk has been watched over 32 million times.

We were warned. Indeed, the great pandemic may be the most
warned about disaster in human history. Even more surprisingly
the warnings were not ignored. Inspired by John Barry's The
Great Influenza, George Bush launched a national pandemic
preparation plan in 2005.4

Thus was born the nation’s most comprehensive pandemic
plan—a playbook that included diagrams for a global early
warning system, funding to develop new, rapid vaccine
technology, and a robust national stockpile of critical sup-
plies, such as face masks and ventilators...*

A similar preparation process was started in California:

In 20086, citing the threat of avian flu, then-Gov. Arnold
Schwarzenegger announced the state would invest
hundreds of millions of dollars in a powerful set of medical
weapons to deploy in the case of large-scale emergen-
cies and natural disasters such as earthquakes, fires and
pandemics.

But when no pandemic happened, priorities changed, and both
Federal and state programs languished and died.

The effort was intense over the ensuing three years, in-
cluding exercises where cabinet officials gamed out their
responses, but it was not sustained. Large swaths of the
ambitious plan were either not fully realized or entirely
shelved as other priorities and crises took hold....as time
passed, it became increasingly difficult to justify the contin-
ued funding, staffing and attention...®

...But the ambitious effort, which would have been vital as
the state confronts the new coronavirus today, hita wall: a
brutal recession, a free fall in state revenues—and in 2011,
the administration of a fiscally minded Democratic gover-
nor, Jerry Brown, who came into office facing a $26-billion
deficit.

And so, that year, the state cut off the money to store and
maintain the stockpile of supplies and the mobile hospitals.
The hospitals were defunded before they'd ever been
used.”

It is evident that the US government finds it difficult to invest in
long-term projects, perhaps especially in preparing for small
probability events with very large costs. Pandemic preparation is
exactly one such project. How can we improve the chances that
we are better prepared next time?

Small probability events by their nature happen infrequently and
by human nature attract attention only when they do happen. The
political attention span is limited. Thus when attention is available,
we want to spend a lot on infrastructure that commits us to a
future flow of benefits. In other words, it's better for the govern-
ment to spend a large amount at once in return for a committed
flow of benefits than to budget for the flow annually.



To their credit, the Department of Defense has invested in pri-
vate-public partnerships with the correct structure. Namely, in re-
turn for an up-front investment in capacity a vaccine manufacturer
sells options to the DOD that can be exercised on that capacity in
an emergency.® Similar contracts have been entered into by The
Coalition for Epidemic Preparedness Innovations (CEPI), a global
public-private partnership. The advantage of these contracts

is that the DOD spends now but the firm commits to maintain

the capacity for a long period of time (e.g. 25 years). In future
non-pandemic years, the DOD's contract doesn’t cost the DOD
very much, and so it is not subject to budgetary degradation.

The DOD contracts are well-specified because they are to some
extent self-enforcing. The private firm, for example, has relative-
ly strong profit incentives to use the capacity to make its own
vaccines and biologicals, thus keeping the facility “warm” and
ready for emergency use. Occasional inspections, perhaps even
emergency drills, by the DOD are less costly to the DOD then
having to continually requisition funds from other programs.

The main problem with these contracts is that the government
needs to buy much more to protect the public. The key to pro-
tecting the public s to invest enough to increase total capacity in
an emergency, not merely to delegate some of that total capacity
to a relatively small number of military personnel, the main goal of
the current DOD programs.®

More generally, we would like organizations tasked with pro-
tecting the public from low-probability, high cost events to be
funded on a permanent basis that is not subject to budgetary
discretion or degradation. Instead of yearly appropriations, it’s
preferable to have a one-time appropriation to finance a stream
of investments. The financial means of doing this is to buy a bond
with an earmarked revenue stream. That is, instead of selling
bonds the government buys long-term safe bonds which pay
out dividends that are earmarked to a program, in this case to
pandemic preparation.

There is a well-known example of such a financing scheme, the
social security trust fund. The social security trust fund was estab-
lished in 1937. It buys long-term safe bonds that pay dividends
that are used to finance social security payments. Unlike the
pandemic trust fund | propose, the Social Security Trust Fund
buys bonds on an ongoing basis but that is a relatively unimport-
ant difference.

The Social Security Trust Fund buys the safest form of government
bonds, which has given rise to a long-standing controversy over
whether the trust fund is a “fiction.”'® Of course, the trust fund is

a kind of fiction but so are federalism, checks and balances, and
the Constitution. Fictions can be powerful because they create
shared understandings that govern behavior and determine equi-
librium action. The trust fund does what it says—it increases trust
by indicating that Social Security payments are higher in creditor
priority than other spending. Just as Section 507 of the Bankrupt-
cy Code increases trust by indicating that secured bondholders
get paid before unsecured creditors such as a company's sup-
pliers. Since 1937, the Social Security Trust Fund has always held
net assets, and when it briefly ran deficits in the 1970s and early
1980s, the Greenspan commission was established to shore up

the system." That is, the simple existence of the Trust Fund as an
accounting entity created an awareness, which made it easier to
act to maintain the Fund.

A Pandemic Trust Fund would begin with a $250 billion invest-
ment in bonds earmarked to pandemic preparations. At current
effective rates of interest of about 3%, this is enough to support
spending of $7.5 billion annually.”? Note that $7.5 billion is no-
where near enough to address the current pandemic, but that is
because we did not invest enough in pandemic preparation. Had
we invested $7.5 billion in pandemic preparation every year for
the last two decades, for example, we would be in much better
shape today. The $7.5 billion is for annual ongoing preparation.

Ideally, a Pandemic Trust Fund might invest in real assets with an
expected rate of return greater than annual expenditures. In this
way the fund would grow in real terms over time. The problem
with such a fund, however, is that investing in private assets,
aside from political control problems, has a significant cost today.
A Pandemic Trust Fund invested in $250 billion of government
bonds is an accounting fiction that may be readily agreed upon
today at the height of the crisis because it has few current costs.
Yet, as we have discussed, accounting fictions can have real pow-
er in changing the future allocation of resources.

Trust Funds are a limited but important source of creating trust
over multiple generations. The Social Security Trust Fund has
worked to protect Social Security payments. The Pandemic Trust
Fund would insulate and protect pandemic preparation from the
political process and budgetary discretion and degradation.
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