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of the Center for International Developnment wthin the
Kennedy School of Governnent at Harvard University. He was
also the director of Kalytix Partners. M. R etveld has
worked around the world assisting countries in creating
sovereign funds that help create a permanent source of
inconme. The presentation would not address any bills but
would provide the commttee wth information regarding
sovereign wealth funds and the pros and cons of
establishing these endowrent funds. He asked conmttee
menbers to hold their questions until M. R etveld has
conpleted his presentation unless the question directly
related to understanding the naterial being presented.

NPRESENTATI ON: SOVEREI GN WEALTH FUNDS & RULE- BASED RESOURCE
REVENUE MANAGEMENT: G.OBAL TRENDS, CHALLENGES AND BEST
PRACTI CES BY MALAN RIETVELD, MANAG NG DI RECTOR, RIETVELD
CONSULTANCY, | NC.

9:05: 15 AM

JERRY BURNETT, DEPUTY COW SSIONER, TREASURY DI VI SION,
DEPARTMENT OF REVENUE, introduced Malan Rietveld. He
reported that M. Rietveld cane to Alaska, gave a
presentation to the admnistration on sovereign wealth
funds and rul e-based managenent. The adm nistration invited
him back to speak to the legislature. He thanked M.
Ri etveld for being present and turned to himto begin his
presentati on.

Representative Thonpson indicated that Representative
Pruitt had joined the neeting.

MALAN RIETVELD, MANAG NG DI RECTOR, RIETVELD CONSULTANCY
INC., provided his history working on sovereign wealth
funds (SWs). He was a trained econonm st and worked for 10
years on i ssues concer ni ng soverei gn weal t h fund
managenment. The term "Sovereign Walth Fund" was coined
about 10 years ago. He noted the funds had been in
exi stence for nuch longer than the nanme. He had worked on
issues related to SWs and resource-rich jurisdictions,
countries, states, and provinces around the world from the
M ddl e East to Norway to a nunber of US state funds. He was
also doing his PhD on the subject, which was nearly
conpl et e.

9:07:13 AM
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M. Rietveld introduced the PowerPoint present ati on:
"“Managi ng natural resource funds: gl obal trends and
practices" (copy on file). He Dbegan wth providing a
context of the growh of SWs in recent decades. He pointed
to slide 1. "The growh of new SWs" which contained a map
of the world and the areas in which SWs were operating. He
noted that the red highlighted areas were the |ocations of
the |argest SWFs. There was a nunber of l|large funds in the
M ddl e East in Abu Dhabi, Saudi Arabia, Kuwait, and Qatar
He thought the great anount of economc and political
diversity in the funds was striking. He would address the
significant differences shortly in terns of the size of the
funds relative to the donmestic econony and relative to the
si ze of the budget and the governnent spendi ng needs.

M. Rietveld believed it was useful to consider that within
the world of SWs there were a few different kinds of
funds. He would enphasize three types of funds. The first
instance was stabilization funds, which was particularly
rel evant to countries that funded thenselves mainly through
natural resources subject to trenmendous volatility. The
function of a stabilization fund was to provide support in
stabilizing government spending. Consequently, the funds
typically held liquid assets that were available on short
notice for stabilization purposes. The second group were
outright savings funds. The point of the funds was to

accurul ate savi ngs. They typically invested in nore
diversified portfolios with greater risk orientation in
exchange for hi gher expected returns. The defining

characteristic was that they did not typically have
drawdowns. The idea was to accunul ate assets for the future
either for a specific earmarked purpose. For exanple, the
SWFs in Australia and New Zealand were required to neet a
pension liability by 2030 and 2035 respectively. Again, the
SWFs defining characteristics included the accunul ati on of
funds and the conpounding of earnings wthout sustainable
draws or the provision of annual incone.

M. R etveld stated the third and |argest nost interesting
group was investnent inconme funds. The funds invest
simlarly to savings funds but they provided an annual fl ow
based on a variety of different mechanisns unlike savings
funds. They were inportant in the context of resource-rich
countries and jurisdictions because they provided an
alternative source of revenue to governnent in addition to
revenues funded by natural resources. Essentially all North
American permanent funds operated as investnment incone
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funds. The only exception was the recently established
North Dakota fund, which was acting as savings fund.
However, the intention was to transform it into an incone
fund within the next 5 to 10 years. Sinply put, North
Dakota was still accumul ating assets with the intention to
draw on the assets in a sustainable manner down the road.
He nmentioned that it was interesting that all of the SWs
in the world really were the Texas funds. Texas had the
Texas Permanent Schools Fund, the oldest, and the Texas
Per manent University Fund, which managed assets earned on
state land that belonged to the two respective systens.
Their investnment inconmes were used to fund the school and
uni versity systens, which had been founded in the 1850s.

M. Rietveld did not want any confusion around why sub-
national jurisdictions used the word sovereign. Al working
definitions of SWs would include funds |ike the Al aska
Per manent Fund, the Womnm ng Pernanent Fund, and others. The
idea of sovereign neant that wultimately the funds were
managed by a governnent in trust by the citizens and for
the benefit of the citizens. He felt very confortable
t hi nking of the Al aska Permanent Fund as a sovereign wealth
fund.

9:12: 08 AM

M. Rietveld discussed the chart on slide 2: "The growth of
new SWFs." He relayed that the chart showed the growth of
SWFs by periods. There were three interesting periods in
Texas and New Mexico in the 19th century. At the inception
of statehood, they created funds to help fund governnent
priorities. Funds were established in the 70s and 80s, in
response to the comodity price boom of the 70s and
production increases. The Mddle Eastern funds had
typically been established in the oil shocks period of the
70s. The Al aska Permanent Fund was created in 1976 as was
the Alberta Heritage [Savings Trust] Fund and a nunber of
North Anmerican state permanent funds. Mre recently since
2000, there had been a real proliferation of funds. The
concept was essentially catching on and had been tried and
tested as a sensible and prudent way to rmanage volatile and
depleting (in nost instances) natural resource assets and
income. The added that the overwhelmng majority of SWs
were created by the proceeds from natural resources. There
were also funds, particularly in Asia, that were funded by
other fornms of government surpluses and governnment revenue
such as privatization proceeds, foreign exchange reserve
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accurrul ation related to exchange rate policies, and other
surpluses. He noted that the majority of funds (75 percent
to 80 percent of assets) were held by countries that funded
t hem t hrough natural resource revenues.

M. R etveld advanced to slide 3: "Mjor global trends: the
context." He framed three distinct eras that he saw in how
SWFs had historically evolved. The first group was what he
called SWrs 1.0. In the case of the first permanent funds
and what happened in the 70s in the Mddle East and the
North Anmerican permanent funds the enphasis was on the
sinple process of <creating a fund, a major step. It
required getting the |Ilegal foundations established and
installing a discipline where the state or governnent would
not spend all revenues but was going to put it aside in a
structure with its own |egal identity. Consequently, the
i nvestnment nodel for these kind of funds was very sinple

Cash bal ances were nmintained without a significant anount
of attention paid to the fund' s investnment styles and the
use of the funds. The idea behind a fund was to try to
insulate a share of revenues from the budget process. Oten
they cane because of a political conpromse. One of the
nore interesting exanples was the State of Woming. In
1976, there were proponents of a higher severance tax on
production. Menbers of the legislature and the governor
were concerned that if the increase in severance taxes cane
to pass all of the additional revenue would be spent. As a
conprom se, the Wom ng Permanent Fund was created so that
t he excess revenues would flow to the pernmanent fund to be
spent over successive generations rather than inmediately.
If the noney had been spent imediately, it would have
likely been destabilizing to the state.

9:16: 25 AM

M. Rietveld scrolled to slide 4: "Major global trends: the
context." He reported that around the turn of the century
there was a shift to what he referred to as SWs 2.0 when a
nunber of things happened. There was a significant increase
in the nunber of funds and a significant growh in the size
of the assets managed by the funds because of increasing
revenues to fund them and healthy financial returns. There
was also an energence of non-resource based SWs
particularly in Asia, China, and Korea. Singapore had funds
earlier but theirs had increased significantly during this
period. The Sovereign Walth Fund nodel becane nmainstream
around the Asian financial crisis in 1998 until 2014. 1t
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becanme standard advice for the international nonetary fund,
for exanple, in advising countries that were resource
dependent and resource rich as a way to manage fiscal
affairs. It lead to the creation of the International Forum
of Sovereign Wealth Funds eight years previously. The group
was a convening body for all the international funds. The
Al aska Per manent Fund was an active nenber of the forum and
met at | east once annually. It was a place to discuss ideas
and share best practices. The group had conme up with a |ist
of 24 general governance principles and practices of which
the Alaska Permanent Fund was in full conpliance as a
gl obal | eader of good SW practices. He added that around
the same period there was greater political consensus
concerning the purpose of the funds. Countries that had the
funds inbedded in their constitution had |less of an issue.
In the Mddle East, there was a break from the historical
tendency to dip into the funds wthout any principle and
rule behind it. Countries gradually began to understand
that the funds were there for a particular purpose and for
the long-term Finally, there was significant growh in
nmedia attention, policy analysis, and academ c research
devoted to SWFs.

9:18: 37 AM

M. Rietveld skipped to slide 6: "SWs 3.0: Adjusting to
new fiscal realities.” He contended that the coll apsing oi

prices especially since late 2014 was heralding in the new
era of SWFs 3.0. He would briefly run through what the key
issues were presently. He thought it would franme the
di scussion in House Finance. It would give nenbers the
sense that Alaska was by no nmeans alone in confronting the
i ssues. He believed the nobst inportant issue presently for
resource-based countries given the nost recent drop in oil
prices was to consider the savings nechanism as well as
paying greater attention to thinking about the sustainable
and sensi bl e approach to using investnent inconme, to using
earmarked pools of assets. Accunulated in good tines to
hel p support spending and economc stability in tough
times. He was seeing the replacenent of what he called old
rules of thunb that worked quite well in a rising tide. The
sinple process for saving assets was shifting to a nore
sophi sticated set of policies conbining a savings rule with
a sensible spending rule. He thought Norway, Abu Dhabi, and
Chile were three exanples of countries that were already
there. The nmmjority of resourced-based SWs were getting
there. Al three of the countries operated in different
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contexts and different degrees of resource dependence. In
broad strokes, they were at the vanguard of countries and
governnents that had already noved in the sanme direction.
As people thought through appropriate conbinations of
savings and spending rules, the focus in the first instance
was to avoid a depletion of funds in tough times for
commodity producers. He suggested it would be less of an
issue if an entity's principle was constitutionally
protected. For many countries, it was not the case. They
had to take action to ensure that the fund's capital and
assets were protected. Once that was achieved, the real
obj ective for conmodity dependent countries was to decoupl e
spending from the wunderlying comodity cycle. The real
guestion was what role could SWs and the spending rules
around SWrs play in breaking the historical cycle that nmany
countries and jurisdictions suffer from where spending
tended to track oil prices and oil revenue. He stated that
an ebbing tide had revealed that sone people had been

swimm ng naked. He el aborated that essentially, as
coomodity prices were rising there was a significant
interest in the SW nodel because it was working well. As

the tide ebbed, there were sone elenents, particularly on
the spending side, that needed further work to inprove
spending and savings policies naking them nore robust
t hrough the commodity cycle.

9:21:50 AM

M. R etveld advanced to slide 7: "SWs 3.0: Adjusting to
new fiscal realities.”" He continued that in going into the
SW era of adjusting to new fiscal realities for comodity
producers there were three groups of countries. Goup A
were countries that never saved enough initially. Despite
the uninterrupted rise in comodity prices between 2004 and
2014, (2009 was an exception) countries |ike Venezuela and
Nigeria were unable to save in a boom period to help them
in the current environment. He reported they were hurting
and in trouble. Goup B, including Russia and Saudi Arabia
had nmanaged to achieve sone savings in the prior decade

However, in the absence of sustainable rul e-based spending
policies they were presently drawing down and depleting
their assets rapidly. He would discuss Saudi Arabia |ater
in the presentation as a cautionary tale. The group Al aska
wanted to associate itself with, Goup C, was reformng or
considering the appropriateness of saving and spending
rules. Abu Dhabi, Kuwait, Norway, Chili, and potentially
Saudi Arabia were in Goup C or were noving in that
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direction. He suggested that despite all of the pressure on
the SWF nodel, the framework was attractive for countries.
He had counted 17 countries that had drawn legislation to
create SWs, particularly countries that had discovered
natural resources in the past decade. It was also under
consideration in a nunber of additional countries.

M. Rietveld pointed to the pie charts on slide 9: "Gl's %
of revenue & fiscal break-even price." He wanted to provide
a context of where he saw Alaska relative to other
countries that had significant resource revenues and SWFs.
He noted that the horizontal axis showed the share of
government revenue from oil. It was a neasure of the
governnent's and the budget's dependence on oil. He
referred to the vertical axis. He wondered what kind of oil
prices were necessary to balance the books if the spending
patterns of recent years were naintained given production
volunmes. The two nmatrices indicated Alaska being in

unconfortable territory - it was highly dependent on oil
revenue to fund governnment. He reported that 80 percent of
government revenues canme fromoil. In good years with high

oil prices, the nunber could rise to 90 percent or higher
There was anot her group including the Canadi an province of
Al berta, the State of Womng, and Norway that found
thenselves in a less pressured situation to the extent they
had significant revenues outside of the oil sector and the
commodity sector. Typically, these countries had high tax
rates with incone taxes, corporate taxes, and additional
revenues to fall back on when oil and conmmodity prices
decl i ned.

M. R etveld continued that of the Mddle Eastern group a
nunber of countries that were part of the grey grouping
(Abu Dhabi, Qatar, and Kuwait) were able to cope and
bal ance their budgets despite their high levels of oi

dependence. He explained that these countries had noved
toward the full enbrace of the SW nodel. They were using
their income and the sustainable anobunt of draw that they
could get fromtheir SW assets to supplenent the budget in
times of low oil prices. He relayed that Abu Dhabi, Qatar,
and Kuwait could balance their budget wthout significant
cuts to spending levels - oil prices being around $45 per
barrel to $60 per barrel. The red line showed that if
Al aska would simlarly follow the trend towards the full
enbrace of the SW nodel it wuld nove to a simlar
position. In fact, he claimed that in all probability
Al aska woul d be able to balance its budget at an even | ower
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oil price than its Mddle Eastern counterparts. He would
provi de additional info shortly.

9:26:46 AM

M. R etveld reviewed the bar graph on slide 10: "SW
assets under rmanagenent." He explained that the chart
showed the size of assets under nanagenent in US dollar
billions for a nunber of SW countries. Cearly, Alaska's
was relatively small conpared to other countries. He noted
that the chart showed Norway having $820 billion in assets.

M. R etveld continued to slide 11: "Size of assets
relative to budget."” In terns of Alaska's fiscal position,
he suggested scaling Alaska's pool of assets relative to
its budget. The nunbers at the top of the chart indicated
the nunber of times the budget could be covered if the
accurul ated assets were divided by the size of the budget.
According to the matrix, Al aska was the wealthiest country
in terms of its assets; its assets could cover alnost 11
times the budget. Even sone of the npbst established SW
countries were nowhere near the position that Al aska was
in. They were sonewhere over halfway as wealthy if the SWF
was scaled relative to the size of their budgets.

M. Rietveld scrolled to slide 12: "Notional sustainable
draw as a % of budget." He posed the question that if 4.5
percent was applied as a sustainable anmount to draw from
the assets, how big would the draw be relative to the size
of the budget. He reported that the anmount of a sustainable
draw of 4.5 on assets would equal roughly half of Alaska's
budget. For the other countries represented, the nunbers
were under 30 percent. The chart illustrated the extent of
Al aska's wealth in terns of accunul ated assets.

9:28:50 AM

M. R etveld turned to slide 13: "Alaskan strengths and
weaknesses." He reviewed Alaska's strength and weaknesses
relative to other countries that were resource dependent
and had SWFs. He considered a nunber of fiscal indicators
including the outlook for raising non-oil revenues, the
production outlook, and the governance and managenent
structures around the actual assets. In terns of the size
of savings relative to the budget and governnment spending
needs, he opined that Alaska' s position was particularly
strong. By his calculations, Al aska's was the strongest of

House Fi nance Conmmittee 9 01/28/ 16 9:03 A M



all resource dependent jurisdictions in the world. His
| argest concern was the anmount of noney avail abl e under the
current system as accessible buffers. He understood Al aska
had various funds that were available to support the budget
in tough tinmes. However, the anount of years of coverage of
budget spending currently accessible in the structures was
nowhere near what sone of the Mddle Eastern funds had
provi sioned. He noted that Abu Dhabi and Qatar were able to
draw on assets to tide them over for the followng 5 or 6
years and up to 10 years if they were to make sone spendi ng
cuts. Alaska's system did not have the sane accessible
buffers. One of Alaska's big weaknesses was its |large
fiscal dependence on oil, which limted its ability to
raise non-oil revenues conpared to other areas. He pointed
out the significant benefit of Al aska having a savings rule
in its constitution. He only placed one tick in the box
because Alaska did not have a spending rule in place
appropriate for governnent spending needs in conjunction
with a savings rule.

9:31: 31 AM

Co- Chair Neurman nentioned the state's investnment in a |arge
di aneter gas pipeline. He asked M. Rietveld to comment on
whether the project was a strength or weakness for the
st at e.

M. Rietveld responded that further down on the slide he
had the potential for production increases. He noted that
there was a great deal of wuncertainty around how many
assets were under the ground. H's assessnent was based on
data used in a nodel that was utilized to consider the SW
pl an nunbers. The baseline assunption on the nodel was one
of declining revenues. It was possible that there could be
a significant and highly beneficial increase in production
for Alaska in the future. He would explain what would
happen to the SW nodel if it occurred. He understood there
was significant potential for increases in production and
resource revenues relative to the baseline assunption.

M. R etveld continued to elaborate on slide 13. He had
pl aced question marks wunder the short-term and |ong-term
potential for raising non-oil revenues through taxation. He
t hought the Al askan economc base was relatively small to
achi eve massive gains through taxation and it was a policy
issue for the legislature to decide. It was not obvious to
himthat there was significant potential to offset the drop
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in conmmodity revenues with other forms of revenue. He had
three thoughts about the current nanagenent of Alaska's
assets. There was no doubt that the governance structure
including the institutional rules, the independence, and
the conpetence of the Al aska Permanent Fund Corporation
(APFC) was of the standard worldwde. It was an exanple
that many countries sought to enulate. He continued that
the investnment style pursued by APFC, relative to what was
expected, was appropriate. He added that under a SW node
there would not be a great need for significant changes in
the portfolio or the nmandate of the fund. On the
operational side, he thought there was scope for increasing
the internal capacity of APFC with the support of the
| egi slature and the public. Currently the corporation nmade
heavy use of external managers. He thought there was
potential to bring sone of the managenent in-house. H's
final point was that there could be significant benefits by
bol stering the operational and internal capacity of APFC.

9: 36: 24 AM

Representati ve GQutt enberg asked him to expand on
information regarding the last line on the slide "Support
for fund staffing needs."”

M. R etveld responded that he checked the "dislike" box
twi ce because in conparison to other funds, the managers of
|arger funds such as the Norwegian SW nmanaged by a
separate entity had figured out a way to hire and retain
the best staff. Typically, in the world of finance it could
cost a significant anmount of noney. It had historically
been an obstacle for many SW to justify and explain the
staffing needs of the managenent institution. He made the
case that the state would achieve savings in the end by
allowing the APFC to fulfill its real staffing needs.

Representati ve Gut t enberg t hought it was somet hi ng
significant to consider.

M. R etveld had spoken about the SW nodel and the two
critical qualifiers around the nodel were sustainable and
rul e-based. He would speak about the critical elenents of
t he rul e-based sustai nabl e SWF nodel

Vice-Chair Saddler had the sense that the SW was just a

savings function. He thought that it set certain types of
funds apart from the volatility danpening or stabilization
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and the investnent income nodel. He thought he was using
SW to inply the second two. He believed that the pure
savings, which mght still be with the Al aska Pernmanent
Fund, was outside of the definition of a sovereign wealth
fund. He asked M. Rietveld for his thoughts.

M. R etveld agreed with his argunent. In general, things
like investnent capacity were nmuch nore applicable to
savings and investnment incone funds wth nore conplex
portfolios. The investnent process and requirenments for a
stabilization fund were sinpler. He made his remarks about
support for staffing needs in relation to investnent incone
funds and savings funds. He believed that stabilization
funds were different beasts in terns of staffing needs.

9:40: 14 AM

Vice-Chair Saddler clarified that the first definition of a
savings fund had inplied no spending nmechanisns. He did not
presune the | egislature woul d be changi ng the PF

M. R etveld suggested that the Permanent Fund in its
current form was both a savings fund and an investnent
income fund to the extent that it funded the PF dividend.
In the proposals being discussed, the question was whether
the PF noved nore in the direction of an investnent incone
fund noved nore in the direction of an investnment incone
fund nore than currently. Vice Chair Saddler was correct
that it was in between the two.

M. R etveld continued to Slide 15: "What are resource-
based SWs really about?' He invited the commttee to
consi der the nost i nport ant functions performed by
resource-based SWs. He relayed that Adam Smith, the father
of econom cs, described mning as the nost di sadvant ageous
lottery in the world. He mght as well have been talking
about comodities in general. Uncertainty had always
acconpanied comobdity wealth and comobdity inconme. The
first function of resource-based SWs was savings -
transforming a depleting asset and depleting inconme stream
from finite natural resources into a pernanent one. The
savings would potentially provide a stream of incone
conpletely separated from the comobdity revenue. Sovereign
wealth funds could provide nmacro-economc and fisca

stability. The idea was to separate the budget process from
the fluctuation of comopdity revenues and focus on the
accurmul ation of those comobdity revenues in a financial
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portfolio applying standard financial approaches based on
the size of the portfolio. It was inportant to answer the
question as to the sustainable anmount of the assets that
coul d be spent by the state wi thout depleting the corpus.

M. R etveld discussed that the second function of a SW
was that the state could conpletely decouple the budget
process from the wunderlying commodity revenues. Al aska
woul d be able to nove away from a "boombust" cycle where
spendi ng tracked commodity prices and revenues, and fisca

policy destabilized the state's econony. The use of a SW
was not magically making volatility disappear form the
system Instead, volatility was being held in a place that
proponents of the SW nodel felt that was nore appropriate.

Currently, with the absence of the SW nodel the volatility
resided on the revenue and spending side of the state's
fiscal affairs. Wuereas, in the SW nodel, the volatility
was transferred to the fund's level while spending and the
sustai nable draw from the SW was considerably nore stable
and potentially very stable. The third purpose was a nore
negative function. In the history of boom bust econom cs of
resour ce-based economes, there was a tendency in boom
periods to overspend, nmake wasteful investnments and depl oy
boomtine compbdity windfalls in economically inefficient
sectors and putting them to economically inefficient uses.
Al econonies were subject to absorptive capacity
constraints. In other words, there was a defined |abor
pool, a limted nunber of ports for inporting capital into
the state, and a Iimt to how much windfall the state could
absorb sensibly and efficiently. He suggested that in using
the SWF nodel the windfall would go into the SW, the |evel

of the fund would rise, and the windfall would be spent
over a longer period, aneliorating sone of the capacity
constraint.

9:45: 05 AM

Representative WIlson remarked that the PF was already
essentially, what M. Retveld was saying it was. The
difference was the state had chosen not to spend its
reserves. She thought the reason the topic was being
di scussed was that the legislature was contenplating a
change in how the state provided a dividend to the people
of Al aska. She believed the state already had a fund in
pl ace and wondered what she was m ssing.
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M. Rietveld thought what was being discussed was a fully-
fl edged enbrace of the SW nodel than what was currently in
place. First, the nodel dictated the greatest share of
revenues goi ng into the fund. Currently, it was
constitutionally mandated that 25 percent of royalties went
into the fund and had historically been 30 percent. Under a
SW nodel, a greater share of revenues would go into the
fund rather than the direct budgeting process. Second, a
greater share of sustainable draw or investnent incone from
the fund would be available for spending. The proposal was
to change the magnitude of resource revenue and incone that
came out of the system It operated in a simlar way but a
greater share of revenue would go into the PF and a | arger
sust ai nabl e draw woul d cone out of the fund.

Representative Thonpson remarked that there would be a nore
detail ed di scussion on the topic in the foll ow ng week.

Representative WIson wanted to understand the difference
bet ween what Al aska already had in place and what was being
proposed using the SW nodel. It seenmed to her that whether
the state used the current nodel or the one M. R etveld
was proposing the state would end up with the same anount
of revenue. She wanted to understand the changes being
suggest ed.

Representative Gara recapped the difference between what
the state was currently doing and what Representative
Wlson proposed. In addition to revenue used for state
spending, a certain amunt would be dedicated to a fund
that woul d generate additional revenue. It would becone an
endowrent fund. In other words, revenue would be divided
into two pools: one pool would go directly into the budget
and another would go into a fund that generated investnent
revenue. The sovereign wealth fund proposal was to shift a
significant amount into a SW to generate investnent
revenues that would be used to supplenent annual revenue.
He asked if he was correct.

M. Rietveld responded in the affirmative. He clarified
that the SW nodel was not his proposal; he was a strong
pr oponent . He acknow edged Representati ve Gara's
description was correct. The nost inportant additional
benefit the state would receive fromtransferring a greater
share of revenues into the fund and a greater share of
investment income out of the fund was stability and
breaking the cycle of spending. The sustainable draw was a

House Fi nance Committee 14 01/ 28/ 16 9:03 A M



stabl e concept. Wiereas, spending 70 percent to 75 percent
of o0il revenues (practiced historically) it created a
significant volatility in spendi ng. The critica

distinction of what was being proposed was that the SWF
nodel would change the nmagnitude of investnent incone to
fund government and would transfer wvolatility from the
budget process to the SW structure.

9:50: 41 AM

M. R etveld noved to slide 16: "Ol to equities."” He
of fered that another way of thinking about the SW concept
was what the Norwegi ans had described as transform ng oil
to equities. He noted that financial assets and financi al
portfolios were subject to risk and volatility. However, in
| ooking at historical data and patterns financial assets
had higher returns and |lower levels of volatility than oil.
Therefore, it could be argued, from a financial standpoint,
that it was advantageous to transform subsoil assets and
revenues derived from subsoil assets into financial ones.

M. R etveld explained slide 17: "QOIl to equities: what
would you rather hold?" He pointed out that the chart
reflected a period from 1928 to 2010. The dark blue line at
the top represented the growth of the value of stocks. He
noted that the vertical axis went from 10 to 100 to 1, 000.
He concluded that stocks had generated considerably higher
returns historically than oil represented by the |ight blue
line and bonds [in yellow] and noney nmarkets [in green]. He
highlighted the volatility of the oil line on the chart
Essentially, oil returns were very simlar to bond and
nmoney market returns but at a much greater volatility if a
state was holding all of its wealth in the formof oil.

M. R etveld scrolled to slide 18: "GOl to equities: what
woul d you rather hol d?" He relayed that the Norwegi ans used
a neasure referred to as "Value at Risk" to quantify the
risk to the value of their petroleum under the ground. The
hi gher the bar on the chart, the nore the value was at risk
of the asset under the ground. Although they had an $850
billion financial endowrent, the assets were considerably
less at risk than if it was held in oil and less at risk
than the petroleum that they held under the ground. At
every opportunity, the Norwegians tried to transfer their
oil wealth and oil income into financial wealth and
financial incone.
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M. Rietveld turned to Slide 19: "Key elenents of a rule-
based SW nodel."” He enphasized the inportance of the
process operated by way of rules - both a savings rule and
a spending rule. He elaborated that in the absence of
rules, even with the best intentions, the tendency was for
those intentions to break down in tough tines and to
abandon an inplicit rule. He thought a savings rule was
worthy to deliberate. He suggested considering what
percentage of revenue to transfer to the SW. If there were
different sub funds such as a stabilization fund and an
income fund, it would be inportant to think about the rules
that govern the flows between the funds. In ternms of
spending, it depended on the fund' s purpose. For instance
the fund could be in place to provide short-term stability
to the budget or, it could be in place to replace the
source of funding for governnment through investnent incone.
He restated the inportance of considering rules on the
savi ngs side, which he thought were largely in place with
Al aska's constitutional protection of a mninmm However,
he recommended that the proposed changes to the spending
rules needed to be properly vetted ensuring that the
mechani snms were rul e- based.

9:54: 37 AM

M. R etveld discussed Slide 20: "Wy have a rule?" He
relayed his thoughts on the benefits of having a rule. He
surmsed that like all rules, the idea was to constrain the
di scretion of policy makers, |egislators, and governnents.
He suggested that nenories tended to be short in oil rich
jurisdictions that were subject to historical boom bust
peri ods. He added that because of the fiscal pain conmodity
producers were currently experiencing, the tendency was to
do catch-up spending once prices recovered. If countries
were able to save sonme of the "boom" it would be nuch
easier to manage any downfalls. Alaska had accumulated
assets because of the prudence of Ilegislation and the
prudence  of previous |egislatures that insured the
occurrence of inflation proofing and sticking to the rules
in place.

M. R etveld spoke of the limtations of human ability to
forecast oil prices and revenues. Academ c studies showed
that it was inpossible to forecast them accurately. In the
absence of a rule, formng a budget was entirely
unpredictable. In contrast, a rule would prevent spending
if oil prices were higher than expected. The excess
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revenues would go into the SW. Once the value of the
assets increased, the state could adjust the rule through a
periodic review and adjust the sustainable draw. It was
unreasonable to think the state could accurately forecast
oil prices and forma stable and sustai nabl e budget on it.

M. R etveld enphasized the inportance of rules being
symmetric or counter-cyclical. In other words, it was
inportant that the rules applied to both comvbdity boons
and busts. OQherwise, there was a tendency to save in a
boom period and to act freely in a bust period. It was very
inmportant that the rules were binding for boom and bust
peri ods.

Another attractive feature of having a rule in place and
being able to communicate the rule clearly was expectation
managenent for nmedium to long-term fiscal policy. He
thought it applied to ratings agencies, businesses and
investors, and the public. Ratings agencies that assessed
the credit worthiness of Al aska would take confort from a
| ong-term plan enbedded with a set of rules. Historically
assessors of credit worthiness |ooked favorably on a rule-
based system It was also inportant to rmanage the
expectations of businesses. It was his understandi ng that
busi nesses in Al aska were asking for a plan that provided
fiscal stability before deciding to increase |long-term
investnment in the state. He suggested that having a rule-
based system in place and being able to conmunicate the
| ong-term plan would be useful in managi ng expectations of
busi nesses and investors. He asserted that the public would
al so benefit in their own financial planning, savings, and
through their nobst inportant assets, typically their hone
values. There was a historical correlation between oi
prices, oil revenues, governnent spending, and honme val ues
in Alaska. He concluded that a rule-based system that
enbedded stability would hel p households and the public to
manage their own fiscal affairs.

9: 58: 48 AM

Representative Edgnon asked him to explain why the
| egi sl ature should enact the nodel as soon as possible
rat her than waiting.

Represent ati ve Thonpson added, "The urgency why."
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M. R etveld responded that he |ooked at the nopney
avai l abl e under the current system to plug the short-term
deficit. He saw that there was coverage available for two
or three years. He believed Al aska had the tools and assets
at the legislature's disposal to fund the deficit nore
sustainably. In answer to Representative Edgnon's question

the state would draw down on the limted buffer of
avai lable funds. The risk was that if the |legislature
ki cked the can down the road the system would be at greater
risk and the SW nodel would require roughly four tinmes the
annual budget-spending amount in a cash reserve structure.
The state would have to replenish the fund if it were to
run down further in the current year. There would be a
concern around the wllingness of policy mnekers and
| egislators to deplete reserve buffers further at a tinme of
pressing fiscal issues.

Representative Edgnon would follow up wth additiona
guestions |ater.

Representative Gattis was thinking about the spending
aspect. She remarked that the state had historically
brought progranms back during boom periods. She thought
there was nmerit to having a budget, |ike having a househol d
budget. She believed a person had to save for a rainy day.
She |liked the aspect of limting state spendi ng when there
was noney and saving it for a rainy day.

10: 02: 18 AM

\V/ g Rietveld surmsed the state was calculating its
financial wealth and changing the m ndset of the people who
formul ated and approved the budget to a concept of a
sustainable annuity |ike a household that Ilived on a
financial endowrent. A person thought about a sustainable
| evel of spending given their financial wealth. They did
not deviate from their budget; they knew their budget and
pl anned accordingly.

M. Rietveld detailed Slide 22: "Existing approaches to

rules.” He cited that there were three types of savings
rules. The first rule was to save a fixed percentage of
ei t her some or al | comodity revenues. Al aska
constitutionally mandat ed depositing 25 per cent of
royalties into savings; however , in practi ce, t he
per cent age had been 30 percent. Another rule was to have a
novi ng average of either revenues or prices. If, in any
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fiscal year, the state exceed the noving average, it would
be required to place the exceeded portion into savings. The
third savings rule was to have a reference price of $75 per
barrel of oil. If prices were $90 per barrel then the
percentage difference would be calculated and put into
savings. They were sinple rule-of-thunb savings neasures.
He qualified that it was better to have the three savings
rules than to not have any. There were potential problens
with only having the three rules in place. He elaborated
that there was a pro-cyclicality of a fixed percentage
savings if a stabilizing spending rule was not in place to
offset it. It neant that even in the toughest tines the
fixed percentage would need to be transferred the fixed
percentage to the savings pool. Sone people m ght say that
it made nore sense to save in grimtinmes and find a way to
reduce savings in tough tinmes. The problemwi th a reference
price was determning who set the reference price and the
appropriateness of the price. A few years prior $100 price
m ght have seenmed appropriate. Presently, it did not appear
that oil prices would return to $100 per barrel any tine
soon. He suggested that from a governance and policy
perspective it was very difficult to know who would
determine the reference price. The rule-of-thunb neasures
on their own were good rules for accunulating assets.
However, they were not particularly useful in conbining the
spendi ng and savings decisions into one unified framework,
especially one that provided stability to spendi ng.

10: 05: 42 AM

M. Retveld continued to Slide 23: "A fiscal rule for
resource-based SWs." He advised naking some conceptual
departures when considering a conplete rule-based fiscal
framework that had both spending a savings rules. He
encouraged nenbers to nove away from thinking of the budget
first then savings as an afterthought. In the SW nodel, a
much greater share of assets flowed first to the SW and
then out of the SW in the form of a sustainable investnent
income. Changing the piping was essential. He highlighted
that the first place of resource revenue went into the SW
By doing so, the fund and the level of assets held in the
fund was the place in the fiscal system where the burden of
adjustnment to volatility took place rather than in the
budget itself. The concept applied as much to boons as it
did to busts. In boom periods, the burden of adjustnent
woul d happen in the SW. The Sovereign Walth Funds would
rise rather than spending. In bust periods, SW assets
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m ght decline rather than spending. The Sovereign Walth
Fund becane the volatile el enent.

M. R etveld explained that by adopting the SW nodel the
state would achieve the goal of decoupling spending
decisions and the budget process from the underlying
volatility of commodity revenue. The concept was that by
transformng oil wealth into financial wealth and assessing
a sustainable draw on that financial wealth, the anount
woul d beconme the achievable and sustainable anmount of
spending. It would be conpletely uncorrelated to what was
actually happening with oil prices and oil commodities in
the previous or current year. H's final point was that if
production increased significantly 1in the state and
commodity revenues exceeded current baseline expectations,
the spending increase would spread out over a nunber of
years because of a higher level of the SW and through
periodic reassessnents of the sustainable draw size. He
added that it was equally inportant to remenber that if
revenue decreased an adjustnent to the draw size woul d take
pl ace. Spending would also have to adjust down over tine.
The burden would be spread over tinme through the |evel of
t he SWFs.

Co-Chair Thonpson mnmade the comment that the price of oil
was frequently tal ked about but he thought Al aska al so had
to be cognitive of declining production. The price of oil
could sharply increase, but |ess production would affect
t he state.

10: 09: 28 AM

Representative W/Ison asked about a spending |evel anount
provided at the end of Decenber each year. She used $3
billion as an exanple asking if the legislature's job would
remain to decide how to spend those funds. The only
adjustment the state would have if the spending |Ievel
anount decreased would be to pass taxes that would go back
into the SWF with the hope of the spending |evel increasing
the foll owi ng year.

\V/ g Rietveld answered that Representative WIson had
provi ded an accurate description of what would happen. He
added that a prudent and popul ar approach worldw de woul d
not be to make the assessnent annually, but perhaps every
four years. The review would check the essential conponents
of the nodel and the assunptions guiding it were still in
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pl ace. He thought four years was too |long and one year was
too short. Another suggestion was to nake periodic
assessnments in conjunction with the periodic assessnents of
the Permanent Fund. The Al aska Pernmanent Fund Corporation
could make the assessment at the same tinme or shortly
before reviewing the central elenents of the fiscal rule
and fiscal framework in order to get APFC s input and an
expl anation for why it believed the assuned target return
was still achievable.

Co- Chair Thonpson assunmed that with a certain anount of
earnings there would be a set draw amount each year. The
state would have four tinmes the amunt set aside and
conduct a review every two or four years.

M. R etveld responded in the positive.

10: 12: 51 AM

Representative WIson nentioned having savings in addition
to revenues. She wondered if the noney to appropriate would

be a calculation. There would be a Ilimted anmunt to
al l ocate because there was no other source to tap for
funding. In other words, everything would go through the

SWF. She asked if that was how the plan worked.

M. R etveld indicated that Representative WIson was
correct.

Vice-Chair Saddler nentioned that sone people wanted to
cl ose the barn door when the horse was gone saying that the
state should have a spending cap or hard other rule. He
wondered if the SW had a nechanism to nanage an increase
annually or to have a hard spending cap or any other rules.

M. R etveld responded that there were other rules and
spendi ng caps that could be applied in varying degrees. He
t hought for a commodity dependent jurisdiction the SW was
a tried and tested nodel. Legislation could be introduced
to put a budget cap on the fund. He believed that in the
SWF nodel the nunber was based on an assessnent of what was
sust ai nabl e i nvest nent i ncone.

Vice-Chair Saddler comented that a global change in
econom c conditions that proved 4.5 percent was no |onger
sustai nable could trigger the necessity to reassess the
nodel or change the rule.
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Co-Chair Thonpson remarked that the state would still be
able to make up the differences through taxes or other
nmeans.

Representati ve Kawasaki asked about a separate account in
whi ch funds could be deposited prior to being appropriated.
He noted having to have four times the amount in the
earni ngs reserve to make a SW pl an work.

Co-Chair Thonpson remarked that the topic would be
di scussed in the future.

10: 16: 15 AM

Co- Chair Neuman opined that the biggest inpedinent to M.
Rietveld' s SW nodel was politics. He remarked that the
stock market was declining and that there could be a
drawdown of the reserves. He wunderstood that the nodel
requi red approxi mtely four years of reserves for potenti al
downturns in the econony. He estimated the anmount to be
about $13 billion. He thought the problem would be in the
stresses in governnent. The public had certain wants and
needs, which he attributed to the growth in spending. He
wondered if the state was better off keeping politics out
of the mx and staying away from using the PF to fund
governnment. He argued that the PF should focus on funding
t he endowrent fund. He asked if he was accurate.

M. R etveld agreed that if the state adopted the SW
framework it would be inportant to nake sure APFC conti nued
to make investnent decisions based purely on financial
objectives. It wuld have a clearly articulated return
target visible to the public and to legislators. It would
be critical for the PF team to be left alone to pursue
prudent investnent decisions to achieve the target.

Co- Chair Neuman was concerned with keeping politics out of
the scenario. He nmentioned that currently there were
menbers of the governor's cabinet that sat on the PF board.
He asked M. Rietveld if he thought it was better not to
have any person from a governnment agency sitting on the PF
board to avoid political influence.

M. R etveld did not see a categorical problem with the
conposition of the APFC board. It seened to be in keeping
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with what the best SWs did worldwide to have a range of
peopl e represented on the board. He nentioned that APFC had
extrenely high levels of transparency in place under which
they operated. The corporation also operated under high
| evel s of accountability, which he thought, offset the risk
of undue political intervention. He did not have a problem
with the nake-up and added that it was well governed and
wel | managed.

Co- Chair Neuman asked about reducing the risk of politica
i nterference.

M. Rietveld answered that he was unable to provide a "yes"
or "no" answer to his question. He stated, "It works."

10: 20: 52 AM

Vice-Chair Saddler asked if it was wusual for a SW to
transform itself from one nodel to another such as from a
stabilization nodel to a pure savings or to an investnent.
He thought it was asking a lot to put away noney rather
than responding to legitinmate needs of people to spend it.
He wondered how often people could be asked to change a
nodel .

M. R etveld stated that there was not a SW in existence,
around nore than five years, that had not changed. The nopst
obvious change for funds was to transition from being a
pure savings fund to being an investnent incone fund. It
was a very prevalent and w despread pattern. There were
al so changes in the balance between stabilization purposes
and i ncone purposes. He indicated changes were very conmon.

Representative GQuttenberg stated that the state had two
maj or assets: noney in the bank and oil in the ground. He
remarked that the SW I|liked the SW. He thought the two
assets should flow into the SW rather than other revenue
sources such as gasoline, alcohol, and tobacco taxes. He
asked if using the other sources of revenue was part of the
nodel .

M. R etveld responded that both things happened. He
clarified that sone countries and jurisdictions ran al

revenues through the SW. The nost inportant thing the
| egislature could do conceptually was to put the volatile
revenues into the SW. |If there were other sources of
revenue that were nore stable, nore predictable, and nore
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sust ai nabl e, he did not necessarily see why they would have
to run through the fund. The nbst inportant thing was to
put the volatile and potentially declining revenue source
into the SW

10: 24: 02 AM

Representative Pruitt asked about the timng of changing
froma savings to an incone fund. He suggested that if the
state had changed the nodel in the last downturn when the
PF was about $28 billion, it would not have grown to its
current anmount. He wondered if the state was deciding to
switch the nodel and limting the eventual opportunity to
grow the fund even nore than 48 percent of governnent
spending. He asked about the timng of the change. He
thought it was an inportant part of the discussion. He
asked if the state was knee jerking to a crisis.

M. Rietveld thought the assessnent was based on there
being a current crisis due to oil prices. He noted that the
SW was one way to address the fiscal issues in a prudent
manner. He did not see a downside to inplenmenting the nodel
because if o0il revenues did recover, revenues would still
flow into the SW and allow for greater governnent
spending. It would be spread over several decades. The fund
woul d appreci ate t hr ough addi ti onal oi | revenues.
Governnment revenue would respond but the response would be
spread out over several years, decades or potentially into
perpetuity. He thought it was an opportune tinme to apply
t he nodel especially since the state had accunul ated a nice
pool of assets. The state was in a position to inplenment a
policy where it could nake use of a sustainable draw

Representative Gattis asked if the state was putting all of
its eggs in one basket, the stock narket basket. She was
concerned wth the market crashing.

M. Rietveld suggested she was right that the state's
portfolio would be subject to volatility. H's observation
was that the PFs asset allocation was highly diversified.
The goal was to achieve diversification benefits including
assets that were uncorrelated. It was not to say that al

volatility would be elimnated. However, he believed (as
indicated in the slides pertaining to Norway) financial
assets had historically provided a better return at | ower
risk than oil. He concluded that the state would be noving
eggs from one basket to a bigger basket that was |ess
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fragile based on historic data. H's second point was that
the state had to deal with the fact that it had its wealth
in oil and financial wealth. He believed oil was nore
volatile than financial assets. However, the state did not
have personal incone taxes, unlike Norway with a persona
inconme tax of 55 percent. He opined that the baseline for
Al aska would be to transform as nmuch oil wealth and incone
into financial wealth and i ncone.

10: 28: 59 AM

M. Rietveld skipped to slide 27: "Saudi Arabian report.™
He noted the work he had done on Saudi Arabia. It was an
illustrative case of what could happen in the absence of
rul e-based policies. Saudi Arabia was the world s |argest
oil producer, which was potentially being challenged by
Russia and the United States presently. It had the cheapest
oil and a century or nore of subsoil oil revenues at the
| onest extraction price. Prior to the oil price collapse
Saudi Arabia had about $850 billion in accunul ated assets.
It seemed that not much could go wong for Saudi Arabia
from a fiscal perspective. However, the absence of rules
caused a significant anmount of ruin.

M. Rietveld turned to Slide 28: "Saudi Arabia s problens:

| essons for Alaska?: Estimated QI Price Required to
Bal ance 2015 Budget." He reported that already Saudi Arabia
needed a very high oil price, despite its nmassive oi

production, to balance its budget. It needed an oil price

in excess of $100 per barrel based on recent years
spendi ng. There was not a significant anmount of give.

M . Rietveld advanced to slide 29: " Saudi Arabi a’s
Problenms: |essons for Alaska? Projected Breakeven Gl
Price." He commented that the projection was for the

breakeven oil price to continue rising significantly drive
by denographic pressures. The country had a very young
population and it nmade significant social welfare and
subsi dy payouts.

10: 30: 39 AM

M. Rietveld turned to slide 30: "Saudi Arabia s problens:
| essons for Alaska? Budgeted and Actual Gover nnent
Spending.”" He reported that a very common problem in a
resource- based econony was that spending just adjusted to
the increase in oil revenues as it did in Saudi Arabia. He
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pointed out that the green lines represented the budgeted
spendi ng. Saudi Arabia consistently overspent the budget by
15 percent to 20 percent annually which was a way of not
savi ng as nmuch as shoul d have been saved.

M. Retveld continued to Slide 31: "Saudi Arabia's
problens: |essons for Alaska?:. GOl-Driven Cyclicality in
Capital Spending." He relayed that a famliar pattern to
people in Alaska was the historic correlation between oil
prices (represented in blue) and capital spending (shown in
green). The boombust <cycles in capital spending were
devastating given that Saudi Arabia had not sufficiently
decoupl ed the budget process fromoil price volatility.

M. Rietveld discussed the policy recormmendati ons for Saud
Arabia listed on slide 32. First, he recomended adopting
explicit spending and savings rules. It had happened to
sone extent but in an ad-hoc fashion. Because of their ad-
hoc nechanism they had drawn down on assets to the tune of
$200 billion since the oil price collapse. In sone cal endar
nmonths, approximately $37 billion to $40 billion was
withdrawn. He had tried to calculate what would have
happened if Saudi Arabia had inplenented the rule-based
framework that he proposed in the Harvard paper in 2004 or
2004. He showed that the country under-saved in the absence

of a saving rule even though they went to $850 billion.
Cal cul ations indicated they should have been at |east at
$1.4 trillion, which would have put them in a nmuch better

position. Delays were costly and had been for Saudi Arabi a.
He al so thought delaying reforns in the same direction in
other jurisdictions would al so be costly.

M. Rietveld also proposed a clearer separation of
stabilization funds and investnent inconme funds. He had
given nanmes to the funds and placed sonme nunbers around the
existing asset pools. He also suggested a governance
structure for the investnent mnmanagenent and oversight of
the investnment managenent function. It was made to fit the
Saudi political realities. In general, though he would have
noved it towards what Alaska had in place already in the
formof the APFC

M. R etveld relayed that he had a couple of slides
regarding Saudi oil policies but because they were slightly
off topic, concluded with three points. First, Al aska was
by no nmeans alone in ternms of adjusting to a potentially
protracted era of |ower commodity prices and the role that
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its accumul ated financial assets could play. He continued
that the magnitude of savings nade Al aska exceptional. It
was a distinct positive for Alaska in dealing with its
fiscal issues.

M. R etveld relayed that at the heart and spirit of the
governor's proposed plan there were two inportant points
included. The first point was that it was critical to
manage volatility better by decoupling budget spending from
the underlying commodity cycle and placing volatility in
the SW. The second point was that it was critical to
facilitate the transition of governnent funding itself
t hrough investnent income derived from a financial
portfolio infused with oil revenues.

10: 35: 07 AM

Representative Edgnon thought nore stability wthin
Al aska's econony would provide the opportunity to create a
better business climate and to diversify the econony down
the road. Gven the recent newness of SWs, he asked M
Rietveld to point to particular countries that had
acconpl i shed sonmething sinmlar.

M. Rietveld responded that boom bust cycles and conmodity
dependence was a great hindrance to |long-terminvestnent in
any country or any state. To the extent that the hindrance
could be renmoved would be positive to the overal

i nvestment and business climtes. He added that there was
l[iterature on the resource curse that spoke to the
particular ailnment referred to as the "Dutch Disease.” In a
coormodity boom there were certain sectors boom ng
di sproportionately to the rest of the econony. Capital
flooded into <certain sectors such as housing and
construction rather than being efficiently allocated across
a broad spectrum of the econony. Countries that had used
t he SW  nodel i ncl uded Nor way . Nor way di scovered
significant oil reserves in the 1970s and had been able to
mai ntain a diversified econony because of the SW nodel and
not beconming fixated on the commobdity cycle. He thought the
sane applied to Australia and to sone extent Alberta,
Canada. There was a tried and tested track record of
jurisdictions able to diversify their economes - they were
jurisdictions that had been able to renove thenselves from
being beholden to the comodity cycle and commodity
revenues.
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10: 37: 22 AM

Representative Pruitt comented that the discussion was not
about stabilizing Al aska's econony, but rather about
stabilizing governnent expenditures into the future. He
asked if a key part was mssing in the overall discussion
He thought that the |legislature should be |ooking at
certain things to ensure a diversified econony. Al aska was

still not dealing with the 700 thousand people that were
not directly enployed by or associated with governnent. He
wondered if the state wuld solve the issue of

diversification with the SW nodel. He thought it was
important to discuss opening up the state's land to further
devel opnent opportunities, which in turn could generate
jobs and circul ate noney back into the econony. He believed
it was inportant to consider ways other than oil to
generate revenue.

Representati ve Thonpson remarked that it sounded like a
policy discussion for the Ilegislature to have in the
future.

M. Rietveld responded that he thought there was a deep
conversation t hat needed to t ake pl ace regar di ng
opportunities to diversify the Al askan econony. He argued
that the SW at |least nmde it possible to have that
conversation. |If governnent exacerbated boom bust cycles,
it wwuld play a very destructive role in diversifying the
econony. He agreed that a separate conversation was
necessary. However, he believed fiscal stability and fiscal
prudence needed to happen first.

Representative Pruitt asked if it was appropriate for the
| egislature to avoid referring to the SW nodel as a neans
of diversifying Al aska's econony.

M. Rietveld thought the appropriate way to frame the
di scussion was that the state would be diversifying and

stabilizing its fiscal i ncome  sources r at her t han
contributing to the diversification of the entire econony -
a signi ficant i nternedi ate step to achi evi ng

diversification. It was inperative to make sure the fisca
footing was stable and that governnment fiscal policy was
not a hindrance to the stability and diversification of the
Al askan econony.
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Co- Chai r Thonpson invited addi ti onal guesti ons and
announced the agenda for the afternoon neeting.

#
ADJ OURNVENT

10:42: 25 AM

The neeting was adjourned at 10:42 a.m
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