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Bill Berrier has done a superb job in revis ing this 

second work draft paper for the committee in a very short 

period of time. What I have sought to do in the few days 

which I have had since Bill air-mail special delivered this 

draft to me is to try to comment in detail from a substantive 

standpoint on each section. I ha.ve done this in or;le~ to 

raise, fo r the committee, what substantive experience drawn 

from deve lopment finance in t he l owe r 48, Canada, Europe and 

throughout the world is at issue i n trying to be sure that 

.. 

the bill submitted to the Legis lature in January 1978 reflects 

the highest current states of the art of: (1) investment 

por tfol io manageme nt; (2} devel opment fina nce ; and (3) t he 

cutting edge of research and developme nt renewable resource 

fin.Jncc. 

If . at the November 18 ancl 19 meetings of the House 

Permanent Fund Committee, special direction can be give n 

fr rnn a l egal standpoint to Bill Ber r ier and Doug Pope 1d 
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September 28, 1977 

The Honorable Hugh Malone 
1024 We:st Sixth 
Anchorage, AK 99 501 

Dear Mr. Speaker: 

MCM•CR9 

R~. CLARK GRUENING, CHMN. 
REP. TCftftY GARDINIER, V. CHMN. 
Re ... E. J . HAUGEN 
Re ... Russ MEeKINS 
REpt. BILL MILES 
RE... Leo ScHAIE,.,.E,. 
REP'. RICK URION 

Enclos ed i s a copy of Belden Daniel' s r epor t, ile­
livered to the Committee September 17 in Kotzebue. 

MD:LAD 

Enclosure 

Sincerely, 

Mike Doogan 
Administrative Assistant 
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from a substantive standpoint to me, I feel strongly that 

the three of us working together can produce a draft by the 

December 8-9 meetings which will reflect that highest 

level of technica l competence on a worl dwide basis. 

Please excuse the rather rough and ready style of this 

memo, but, given the short time there was to react it seemed 

to me important to r aise as many questions as possible, and 

to worry about editorial style later. With the intensive 

help from my research associate, Judith Payne, we have been 

able to respond to this draft in fair detail by Sunday, 

November 13 in order to bring copies with me to Alaska this 

week. 

I am sure tha upon more relaxed reflection about each 

of these items both on the airpl~ne f lying to Alaska and 

discussions with Bill and committee members before the 

Friday-Saturday, November 18-19 meetings, it will be possible 

to refine many of these comments in a much more careful and 

thorough manner. Annotated comments to the draft follow: 

F<>r An Act entitled: "An Act relating to nonrenewable resource 
revenues; and providing for an effective date." 

Why doesn't the bill title include something l i ke: "An Act 

relating to nonrenewable reBource rev~nues and creating the 

Alaska Permanent Fund"? Why does it say "provi ding for an effec­

tive date"? Is this an Alaskan l egislative procedure we don't 

understand? 
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ARTICLE IV.. STATE INVESTMENT OVERSIGHT COMMITTEE. 
f - \f ' 

Sec. 2 4. 20. 600. STATE INVESTMENT OVERSIGU'f• COMMITTEE 
The State Investment >Oversight .. COJtUJli ttee is established I as a permane~~ 
interim committee of the legisla~ure. The establishment of . a commit- . 
tee recognizes the need of the legislature for technical ·review and 
oversight of the performance of· all agencies of the state which per­
form lending.. borrowing or inves·tment functions. 

I" 

The purposes of the oversight committee must be spelled out 

more clearly in this or a separate section. They should bE! 

listed as are the purposes of the other sections of the Act and 

could simply be added after the last sentence in this section. 

The purposes should include key points along this line: to 

ensure that the public purposes of these state agencies are met 

effectively and efficiently in such a way as to maximize the 

financial, economic, and social returns to the Alaskan people; to 

monitor the operating procedures of the agencies and hold the 

agencies fully accountable ·to the Alaskan people; to ensure that 

the agencies' actions are consistent with the ~conomic develop-

ment plans of the legislature and compl ementary to each other; 

and to seek to coordinate planning and review efforts of the leg­

islatur e with those of the executive branch. 

Our understanding is that this section gives the oversight 

committee t:.he mandate to oversee not only the Permanent Fund, but 

all other state lending agencies as well. As the section is pre-

sently worded , this would begin immediately. A sentence should 

probably be added which would s tipulate that the conunl.ttee should 
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begin immediately to oversee the Permanent Fund and renewable re-

sources fund, but that the other applicable agencies, such as the 

many Alaska loan funds or state pension and daily money manage­

ment funds, will bE~ added to the committee's mandate in 'the future, 

when the legislature {in joint session) approves their inclusion. 

One more small point on this section: a "permanent, interimtt 

committee sounds like a contradiction in terms. Shouldntt it 

simply be a "permanent" committee, or is this again an Alaskan 

legislative term? 

Sec . 24.20.610. MEMBERSHIP . The committee is composed of eight 
members: the president of the senate, the speaker of the house: the 
cha i r men of the house and Si:hat finance conunittees, the house and sen­
ate minority leaders, and one member appointed from each house by the 
respective presiding officer. The committee shall select its own 
chairman. 

It appears that m~nbership was set at an even number so that 

it could be equally divided between the house and senate. ~ This 

may be necessary to maintain the proper bala~ce of powers , but it 

allows tie votes to deadlock the committee. Is there an appropri­

ate ninth member for the committee? 

Also, would it e appropria t~ t o enlarge the commlttee some, 

say to eleven or thirteen, so that its tremendous responsibility 

could be shared by more l egislators? As it s tands now the most 

important , and probably the bus iest, legislators make up the 
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' majority of this new committee. They should 

could- (and probably would be eager to) snare the 

others. 

.·~ 
~ 

Sec. 24.20.620. TERM OF MEMBERSHIP. (a) The conunittee shall be 
organized within 15 days after the organization of each legislature. 
Members serve for the duration of the legislature during which they 
are appointed. If a member is reelected or his term of office extends 
into the next succeeding legislature, he continues to serve until re­
appointed or the appointment of his sucr.~ssor. 

(b) When a member of the committee files a declaration of candi­
dacy for an elec~ive office other than that of member of either house 
of the legislature, and he has not resigned from membership on the 
committee, his committee membership terminates on the date of filing. 

No comment; it sounds fine. 

Sec. 24.20.630. VACANC t ES. When a vacancy occurs in the statu­
tory or appointive membership of the committee, the presiding officer 
of the house incurring the vacancy shall choose a successor~ If the 
office of the president of the senate or speaker of the house of 
representatives becomes vacant and a vacancy from the affected house 
occurs among the membership of the committee, the remaining committee 
members from the house incurring the vacancy shall appoint a new 
member. 

This section should make clear that it applies to vacancies 

occuring during a legislative session. Two more comments: 

(1) This section apr~ars to say that if, say, the senate 

finance committee chairman retires mid-sess ion, the senate presi-

dent can appoint any senator to take his place. Must not the new 

finance conunittee chairman fill the vacancy? I t seems that this 

powe r should only apply to t~e appointive members of the over­

sight committee, not the statutory members. 
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(2) , If the ·office of the Senate President or 

House is vacant, so will be the statutory position on the over-

sight committee. Hence, in the case described in this section, 

the committee would have two vacancies. Do we want to have the 

committee fill both vacancies? Or does the senate president's or 

house speaker's membership slot remain vacant until new legislators 

move up to fill these positions? 

These points are not that critical, but we should think 

through all the possibilities and their implications before the 

bill goes any further. 

Se<". 24.20.640 . MEETINGS. The commlttee may meet during ses­
sions of the legislature and during the interim between sessions at 
such times and places in the state as the chairman may determine. 
Members may receive, for the minimum time required to get to and from 
meetings and for the period while attending meetings, the same travel 
and per diem allowances provided by law for members of the legisl~ture 
when attending sessions, exr::ept that members of the committee receive 
no per diem during legislative sessjons other than the per diem allow­
ance paid to other members of the l egislature. 

No comment; it sounds fine . 

Sec. 24.20.650. POWERS. The committee has the power to 
(1) organize, adop~ rules for t he conduct of its business, and 

prescr ibe procedures for the comprehensive fiscal analysis, budget re­
view and post-audit functions over those agencies of the sta te' which 
~erform lending, borrowing or investment functions; 

(2) hold public hearings, administer oaths, issue subpoenas, 
compel the attendance of witnesses and production of papers, books, 
accounts, documents and testimony, and have the deposition o~ witnesses 
taken in a manner pr escrihed by court rule or law for taking deposi­
tions in civil actions; 
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(J) require all state officials and , agencies of state government 
to give full cooperation to the comrriittee or its staff in assembling 
and furnishing requested information; . . 

(4) hold public hearings relating to the confirmation of members 
of the permanent fund board of trustees, ·renewable resources develop­
ment fund commission, and the development bank; 

(5) prepare ·and distribute reports, memora· .. 1da, or other neces­
sary materials; 

(6) make recommendations concerning the structure and operating 
practices of all agencies of the state which perform lending, borrow­
ing or investment functions; 

(7) receive and review reports and post-audit analyses conducted 
by the Legislative Budget and Audit Committee relating to all agencies 
of the s·~ate which perform lending, borrowing or investment functions. 

The powers in this section are presently too limited and not 

yet well enough articulated. The committee is ~o be a very strong 

one, so it needs more clout over the agencies it oversees. 

Power (1) must be strenthened to include the power to approve 

and disapprove long-range (three- to five-year) investment pla11s 

of the applicable agencies, as well as their annual implementa-

tion plans. This power should be in this section; the description 

of the approval process, in turn, belongs in the duties section. 

To make clear our conception of the issue , however, we will 

describe both here. 

Specific date s must be se t for the r eview and approva l pro-

cess, so that the committee c anno t stop inves tment agency oper a-

tions just by stall i ng and, on the other hand , an investment 

agency cannot force the commi t tee to review and approve a plan on 

short noti ce. Als o, the proc ess must give the executive branch a 



·chance for input. We need to think very seriously 

necessary timing, but it might look something like this: 

Before May 1: Committee draws up guidelines for state priorities 

and investments to maximize the return to the Alaska~ people. 

These guid~lines woul d draw on state economic projections by 

sector and region. (a) They would state priorities in 

terms of economic sectors for investments, geographic areas 

for investmants, and size of enterprises and projects to be 

assisted; (b) they would alst include economic measures 

needed to stabilize the Alaskan economy and curb inflation~ 

ary pressures; and (c) they would include social priorities 

for investments along specific dimensions : quality of jobs; 

envirorunent al protection; affirmative action; and community 

relations. In each' of these three areas, the committee 

would prioritize its guidelines and set them within a one~ 

year framework and a thr ee- to five-.year one .. Also it would 

define each priority in meagurable terms. 

May 1: Guidelines sent t o Governor to be revi ewed so they are 

consistent wit h the economic deve lopment plans of the execu~ 

tive branch. (It is extremely criti cal that the committee 

integrate its planning wit.h that of overall economic develop­

ment planning, s o that the agencies reviewed will be as 

effective a s possible . This was a key point i n my r eport to 

the committee of July 11, 1977 .. ) 
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July 30: Guidelines modified by conunittee after Governor's 

comments. (The conunittee need not accept the Governor's 

reconunendations.) 

August 1: Guidelines sent t.o the investment agencies which the 

committee oversees. 

August 1 - September 30: Investment agencies draw up three- to 

five-year plans and one-year plans, based on the guidelines, 

and their own statutory purposes, and submit the plans to 

the committee. 

0ctober 1 - December 31: Committee reviews and comments on the 

investment agencies' plans; agencies revise them and resubmit 

them; conunittee approv.~s acceptable plans. Committee reviews 

and approves plans so they complement each other in meeting 

the committee's priorities and are consistent with each 

agency's own purposes. 

January 1: Agencies begin implementing plans. An agency cannot 

begin operations until plan is approved by the committee. 

If no plan ia approved by January 31, a joint legislative 

session must decide whe ther and under what conditions the 

agency may begin operations. 

' 



An alternative procedure would be to have the process start 
with the investment agencies presenting one-year and three- to 
five-year plans to the executive for presentation to the perma­
nent committee by the end of the legislative session, i.e., by 
June 30. Then, the legislative committee would have a responsi­
bility to respond to the executive drafts before the legislative 
session begins in the following January.

These timetables cover the planning function of the committee 
and agencies. They must be flexible enough to allow serious in­
terchanges between the agencies and the committee. To allow even 
more flexibility, the committee should have the power to accept 
modifications of annual plans during the year, if circumstances 
change significantly. It should not have the power, though, to 
insist that plans be changed mid-year. Agencies must have free 
hand in implementing the plans once they are approved, without 
unexpected demands from the committee.

The annual review process is the central power of the commit­
tee, but even though it is important to have it thorough it must 
not be overly cumbersome to the investment agencies. The guide­
lines must leave much flexibility on specific investment choices 
for the agencies.

It is absolutely imperative that the oversight committee can 
only specify gross allocations to sectors of the economy and to

Belden Daniels - Comments on 10
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regions; individual investment decisions must be made by the in
dividual investment agencies

The committee also needs the power to require (not merely to 
request or receive) reports from all applicable agencies in the
form and at the times stipulated by the committee. Establishing
the proper form for the reports and when they are due is a duty

We would suggest one more power for the committee which the
present bill grants to the legislature: power to approve large
investment projects, at least within a certain size range. The
bill now sets $1.5 million as the maximum investment size, which
an agency (the Alaskan Development Bank) can make on its own

It would be more efficient if the com
mittee itself approved loans over this (or some other) size limit, 
measuring the potential investment against its own guidelines.
The legislature could be required to approve all projects above a 
higher amount, after hearing the committee's recommendations.
This would subject only the largest projects to a full legislative 
review and vote.

The limit (or limits) must be set to capture projects which 
will have major impacts on the Alaskan economy or large segments 
of it. Is $1.5 million realistic? It seems quite low to us. We 
should set the limit(s) by consulting such sources as the Institute
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for Social and Economic Research's "Man in the Arctic Project"; 
Arthur D. Little's sectoral analysis of Alaska; experienced 
Alaskan bankers; and various state commissioners.

Sec. 24.20.660. STAFF. The legislative audit division shall 
provide staff reasonably necessary for the conduct of the committee 
duties.

This committee is going to have such important and time­
consuming tasks that it will need a strong and highly-qualified 
staff. Without this, cither the review and approval process will 
become a mockery of the legal intent, or the agencies involved 
will be unnecessarily burdened in dealing with a poorly-run or 
unsophisticated process. Can the legislative audit division pro­
vide all the staff needed by the committee? Will the committee 
still be able to hire (through the audit division) the outside 
expert counsel it will need? It should be able and required to 
use, on a retainer basis, counsel like the Frank Russell Company 
(which is financial advisory to very large investment funds eval­
uating the performance of hired money managers), White Weld 
(which advises the Saudis on the use of their oil revenues), and 
experts in public investment analysis and long-range growth pro­
jections.

We suggest for the committee's consideration a small, separ­
ate, high-powered central staff for the committee with appropriate
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technical support in critical areas such as (a) evaluating the per­
formance of money managers for the trust function; (b) evaluating 
the overall long-term economic prospects of the economy and the 
need for intervention by the development function; and (c) the cost 
effectiveness of both the development function and the leading edge 
research and development function for renewable resources.

Perhaps the legislature should appropriate separate operating 
funds for the committee from either (1) the general fund, or (2) 
from the annual income of the various parts of the Permanent Fund 
itself. (The committee might simply submit a budget request to 
the legislature, whichever of these should be specified in the 
legislation.)s' If the legislative audit committee remains the oversight com­
mittee's staff source, this section should at least stipulate that 
the oversight committee can request certain full-time and retained 
counsel be allocated for its use.

Sec. 24.20.670. DUTIES. The committee shall
(1) report to the legislature its recommendations relating to 

the confirmation of suggested appointees to the permanent fund board 
of trustees, renewable resources development fund commission, and 
the development bank;

(?) annually review the long-range operating plans of all 
its of the state which perform lending, borrowing or investment 

#
review quarterly reports from the permanent fund board of 

, renewable resources development fund commission, and devel­
opment bank policy board;
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(4) present a complete report of investment programs, plans, 
performance, and policies of the permanent fund board of trustees 
renewable resources development fund commission, and development bank 
policy board to the legislature within 30 days after the conveninq of each regular session. •

Powers are what the committee may do; duties are what it 
must do, using its powers.

As mentioned above (Sec. 24.20.650), the description of the 
review timetable belongs here; it is the most important duty of 
the committee and is a thorough elaboration of the present part
(2) of this section.

Duty (3) seems fine, but why does it only apply to the divi­
sions of the Permanent Fund? Couldn't it apply to all agencies 
under the committee's review? As suggested above (Sec. 24.20.600), 
the legislature must add any agencies beyond the Permanent Fund 
and renewable resources fund which it wants the committee to over­
see. Once they are placed within the committee's mandate, all of 
these duties should apply to them as well as to the Permanent Fund 
and renewable resources fund.

Duty (4) could be revised to include the committee's guide­
lines and all agency plans approved by the committee. Again, it 
Seems more appropriate that it apply to all agencies within the 
committee's mandate. The 30-day limit fits with the suggestion 
we made above, that any plans not yet approved should go to the 
full legislature for action on January 31. Hence, the committee



would send all unapproved plans to 
the session, as well as all 
assuming that the legislative 

Four additional duties should 
"(5) set reporting requirements

U
November 14, 1977

after 30 days 
(Are we correct 
on January 1?) 
this section: 

the applicable agencies'
("applicable agencies" should be defined in Sec. 44.55.170] annual 
reports and any other reports the committee needs from the agen-

The legal description of this duty should stipulate that the 
reporting requirements must (a) be set to measure compliance with 
the committee's guidelines and each agency's short- and long-range 
plans; and (b) include how well each agency has met the targets 
set in its plans. These targets must be along the three general 
dimensions suggested above (sec. 24.20.650): financial, general
economic, and social. The financial reporting will include con­
ventional performance measures used by private firms, e.g., re'urn 
on investments, growth in operations. The economic and social 
reporting will include the measures suggested above (again, Sec. 
24.20.650). The committee should also stipulate analytic proce­
dures for agency programs and large individual projects. We can 
draw on the experience of international and European development 
banks (especially Sweden's Statsforctag) to design these.
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-range economic projections 
the committee's annual and

Belden 
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"(6) do lone 
used to establish 

Such a task -

for the state to be 
long-range guidelines" 

that the committee have on retainer
econometric modeling consulting services such as those provided
either by the Institute for Social and Economic Research's "Man
in the Arctic Project" or the Commission of Commerce and Economic 
Development.

"(7) establish criteria consistent with its own guidelines 
for review of investment projects i t W  approve or reject, in
accordance with sec. including public hearing(s) 'ta.d*'"1
in the areata) where the project would have significant economic 
impact." [This applies to our suggestion that the committee, not 
the legislature, be required to approve projects over a certain 
size, or preferably, within a certain size range. The legislature 
would have to approve larger projects.]

For this third additional duty the committee will probably 
want to require that the agency involved provide it with certain 
information on the potential investment project. in this way 
the committee can draw on the expert staffs of the operating 
agencies, rather than having Lo hire comparable professionals.
This duty would fall within the committee's power to require 
agencies to report to it in a specified form.

Finally, one more duty should be added to the bill: (8)



each year, on January 1, the committee must recommend to the leg­
islature what percentage of the year's nonrenewable resource rev­
enues should be directed to the Permanent Fund, between 25 and 100 
percent. The committee must base its recommendations on its own 
economic analyses, projections, and guidelines; including consid­
eration of the inflationary effects of the revenues' uses. The 
statute must also include that, until the legislature votes on 
the annual percentage (this power we suggest be added to the
bill's section 37.13.030), the preceding year's percentage applies 
to the current year's revenues.

file of°all^reports presented" to^it and^iJ66 ShUl1 keGP a comPlete 
to the legislature ™ “ i S . & : " 2 a £ i t S 5 ! rt‘ Pr6Sented by ifc

No comments; it is fine as is.
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. , , CHAPTER 13. ALASKA PERMANENT FUND fPh-ir-.*- •
duced here; refer to pages 4 to 10 of WORK draft PAPER^,iS " *  repr°

The trust function of the Alaska Permanent Fund now looms
very large in importance in the overall scheme of things. So X
have aske0 one of the leading consultants in advising foun-atic-s
-  corporate pension funds how to structure and p i ,
investment resources to comment Ero bone in some detail on this 
function.
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Gary Bergstrom is principal consultant to the Ford Founda­
tion at the present time, in assisting them to redesign, restruc­
ture, and rethink their investment policies with regard to their 
$2 billion endowment. In many ways I think that the Ford Founda­
tion's resources are comparable not only in quantity but also in 
quality to those of the Alaska Permanent Fund. His comments to 
me are appended in a separate memorandum.

I would like to make a few fundamental overall comments to 
the committee to suggest the care with which I think we need to 
approach this section:

First, it seems to me a reasonable proposition that the
moment the oil is removed from the ornnn^   .-r. . .- - -i- -- 1 -a..vVi..ucu xulu casn
it begins to lose value.

Second, in general the history of state investment management
and money management to date is one in which performance often has
been substantially below that of the private money management of
large pension funds or endowments. On the other hand, there are
several key states that have established a very high state of the
art in investment and money management, including Minnesota, Wis­
consin and Oregon.

Third, the r.tate of the art of endowment and investment man­
agement has been changing extremely rapidly in recent years.

Fourth, it seems to me to be absolutely critical that the
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Alaska legislature bring to the creation of the trust function the 
very highest current state of the art of investment management in 
order to be true to the constitutional mandate of the Alaskan voters 

Fifth, it seems to me to be incumbent upon the committee to 
make the fullest use of the good state experience of Minnesota, 
Wisconsin and Oregon and that of private money managers such as 
Bob Greeley of White Weld, Terrence Magrath of the Fidelity Organ­
ization, and Gary Bergstrom in order to be sure that this section 
is as carefully crafted as the creation of the oversight commit­
tee, the development function, and the leading edge research and 
development function.

/ f ^ l l y ,  perhaps it might be helpful if thn phrase "tho 
Alaska Permanent Fund" were used to deal with both the trust func­
tion and the development function in turn it might be useful to
refer to "the Alaska Investment Fund" for that 5/6 of the Perma­
nent Fund's resources which go into the trust function; and con- 

• V,efer to the Masku DevolvyimnL Bank for that 1/6 of
the resources of the Permanent Fund which go into the development 
function.

CHAPTER 55. ALASKA DEVELOPMENT BANK.
This entire chapter needs to bo ordered more logically, as 

the other chapters are. The sections should be in an order
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similar to the following: creation; funding; purpose; policy
board creation, etc.; investment committee creation, etc.; then 
powers of each; duties of each; types of eligible investments and 
criteria for selecting them (probably one section for direct in­
vestments and owe section for investments in community development 
organizations); boiler plate (conflict of interest, definitions, 
etc.).

Sec. 44.55.010. CREATION OF BANK; FUNDING. (a) There is cre­
ated the Alaska Development Bank. The bank is a public corporation 
and government instrument in the Department of Revenue but has legal 
existence independent of and separate from the state. The exercise by 
the bank of the powers conferred by this chapter is considered an 
essential governmental function of the state.

(b) One-sixth of the receipts of all mineral lease rentals, roy­
alties, royalty sale proceeds, federal mineral revenue sharing payments 
and bonuses allocated to the permanent fund shall be paid directly into 
the bank until a total of $100,000,00G has been paid in.

Part (a). The wording referring to the Bank's relation to 
the Department of Revenue should be identical to that describing 
the Investment Fund's relation with the Department (sec. 37.13.040). 
One of the phrases should be changed. Which wording is better: 
"within but not of the Department . . . "  (37.13.040); or "in the 
Department . . . but has legal existence independent of and sep­
arate from the state" (44.55.010)? The phrase chosen should also 
be used in the renewable resources fund chapter. Also, should the 
sentence with the phrase " . . .  considered an essential government
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function . . be added to Sec. 37.13.040 and the renewable re­
sources fund chapter?

Part_Jb)_. This part is fine as far as it goes, but it needs
more detail. What is the minimum amount of paid-in capital fh
bank must have before it begins operations? We suggest $50
lion. We also need to have projections showing when the bank• s
portion of the oil revenues will reach $50 million and $100 m i l - ^ ^ K ^
lion. These are needed before the December 9, 1977 committee O' 
meeting.

Two additional parts could be added: Part (c). The law
could stipulate that income derived from the bank's use of the 
paid-in capital will be retained by it, until tapped by the leg­
islature (as we suggested in sec. 37.13.010, part (3)). That is,/J 
the bank is not required to pay dividends to the state. (This 
the way the European Investment Bank and Germany's KW [Kreditan- 
stalt fur Wideraufbau] operate. The Statsforetag in Sweden does 
pay dividends to the national government, when its performance 
warrants such payments. It did have an initial grace period,
though, when no dividend payments were required regardless of the 
institition'«? nprfnrmanno \‘ 4." /

Part (c). Differential requirements must be established 
statutorily for the bank's equity and debt activities. These 
could be set in this section or below in section 44.55.090. For
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equity, the bank should not be allowed to leverage its resources
at all, so no reserve requirements are needed at all. The lever­
aging of funds used for loans or loan guarantees and the required 
reserves are discussed in Sec. 44.55.090 (b)(4), because that cur
rent section already refers to leveraging limit. The reserve re
quirements for guarantees are now set in Sec. 44.55.100 (b)

The key point here is that differential reserve requirements

for different uses of funds such as equity investment or debt
lending or guarantees; or for different qualitative uses of funds
such as productive enterprise or community development

Sec. 44.55.020. ALASKA DEVELOPMENT BANK POLICY BOARD. (a)
There is established the Alaska Development Bank Policy Board, con­
sisting of the commissioner of revenue, the commissioner of commerce 
and economic development, the commissioner of community and regional 
affairs, or their designees, and six members to be appointed by the 
governor and confirmed by a majority of the members of the legislature 
in joint session. Two members shall have broad experience in invest­
ment finance, one member shall represent organized labor, and three 
members shall represent local communities.

(b) The six appointed members shall serve for six-year terms, 
and they may be reappointed. Terms shall be staggered. Initial terms 
shall be two members serving for two years, two members serving for 
four years, and two members serving for six years. Members continue 
to serve until their successors are appointed and confirmed,

(c) The chairman of the governing body of the renewable re­
sources development fund serves as chairman of the policy board but 
is not a voting member.

(d) A majority of the policy board members constitutes a quorum 
for the transaction of business by the board. Decisions of the board 
shall be taken by a majority vote, including not less than a majority 
of the appointed members. The board shall hold at least one public 
meeting each year.
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(e) Members of the policy board receive $
day if they attend the meeting' and~Me‘entitIed'''to per diem a n d ^ I v e l  
allowances as are provided by law for members of state boards and commissions.

Part— (aj_. The balance on the board seems fine, but perhaps 
we could stipulate more exactly the qualifications of the appoint­
ive members. One finance expert could have "broad experience in 
equity investments"; the other, "in medium- or long-term indus­
trial lending." Also, the community-level representatives could 
be more precisely defined to make sure they cover a range of in­
terests. At least one could represent a municipality. Another 
might be from a native regional corporation. The third could be 
someone involved in and with extensive experience in community 
development. Or is there some other type of local group that 
should be specifically mentioned— a large community versus a 
small community, perhaps? One in a less-developed area?

Part_(c)_. The chairman should not be the chairman of the re­
newable resources fund. Perhaps the chairman could be appointed 
by the Governor from the six "public" board members (excluding ^  
the labor representative and the two finance experts). The chair­
man should probably serve "as chairman at the pleasure of the 
Governor."

Part (d). All of the board's meetings can and should be pub­
lic, except those which deal with specifically defined confidential
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matters. These exceptions should include discussions of the qual
ifications of present or potential members of the bank's invest
ment committee

Part (e). What is the payment to be? Are the public mem 
bers (including the state officials) to receive it? (If it is
$250 per meeting, each meeting could cost the bank $2250 plu
per diem and travel expenses.)

How often must the board meet? Perhaps it should be required
This could be added to this

section or to 44.55.040 (Duties of the Policy Board)

Sec. 44.55.030. REMOVAL AND VACANCIES ON BOARD. (a) The gover­
nor may remove a policy board member from office by and with the con­
sent of a majority of the members of the legislature in joint session. 
The joint session shall be held within 10 days from the date of removal 
if the removal occurs while the legislature is in session or within 30 
days of convening of the legislature if the member was suspended. If 
the legislature is not in session, the governor may suspend a member of 
the policy board for cause. Upon suspension, a board member may not 
participate in policy board business and may not be counted for pur­
poses of establishing a quorum. A suspended member shall continue to 
receive his salary as a board member until the legislature in joint 
session consents to his removal. If the legislature reluses to consent 
to his removal, the member shall be reinstated to his position.

(b) A vacancy arising on the policy board shall be filled by ap­
pointment by the governor and confirmation by a majority of thi members 
of the legislature in joint session, and an appointee to fill a vacancy 
shall hold office for the balance of the term for which his predecessor 
on the board was appointed. If a vacancy arises on the board while the 
legislature is not in session, the governor may appoint an interim 
board member who shall exercise all powers and receive the salary of a 
permanent board member until such time as the legislature in joint 
session fails to confirm the interim member's appointment.

(c) A vacancy on the policy board does not impair the authority 
of a quorum of the board to exercise all the powers and perform all the 
duties of the board.
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Part (a). Shouldn't the phrase "for cause" be added after 
"from office" in the first sentence?

Sec. 44.55.040. DUTIES OF THE POLICY BOARD. The policy board
shall

(1) select and appoint the president and other members of the 
Alaska Development Bank Investment Committee established in sec. 50 
of this chapter; •

(2) annually review and approve long-range operating plans, the 
budget for the forthcoming year, and the financial plan for the fol­
lowing years;

(3) have responsibility on behalf of the bank for relations with 
the general public, legislature, executive branch, local communities, 
and interest groups concerning all things excepting only those matters
that are the responsibility of the investment committee;

(4) review quarterly reports from the investment committee con­
cerning investment decisions and investment supervision, but the board 
may not impose an investment decision upon, or override an investment 
decision of, the investment committee;

(5) review, consider and approve policies
(6) establish an audit committee, consisting of the commissioner 

of revenue and other members of the policy board to be designated by 
the commissioner, which shall select independent outside auditors, and 
receive all audit reports.

Part (2). Change to "annually review and approve annual and 
long-range (three- to five-year) investment plans for bank." These
are the plans that are submitted to the oversight committee.
After the above phrase, we could add something like "these plans 
must comply with requirements set by the legislative oversight 
committee (correct name and legal citation) and take into account 
that committee's guidelines."

Part (3). We could add the phrase "including negotiating 
with the legislative oversight committee for approval of Ihe 
bank's annual and long-range plans."
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Part (4). This section should also include annual reports, 
according to standards set by the legislative oversight committee.

£art__(_52_. Articulate types of policies: according to
dimensions used in the bank's annual and long-range investment 
plans, and any other dimensions the policy board chooses, so long 
as the policies do not stipulate particular investment projects 
the investment committee must finance.

A Part (7) might be added: negotiate with the executive or
legislative branch and accept or reject proposals for the bank to 
administer certain programs or investment projects for the state.^
The funding for these programs and projects would come from appro­
priations or other funds from the slate, not from the bank's own 
funds; and the program or project would be administered according 
to guidelines set by the executive and/or the legislative branch 
and accepted by the policy board. The board would be required to 
consult with the investment committee before making such an agreement.

This agreement could involve such things as interest subsidy 
programs for certain types of investments, special infrastructure 
investment projects, or concessional loan programs. It would be 
very similar to the arrangements that Germany's Kreditanstalt fur 
Wiederaufbau (KW) has with its national government. It has several

Bill 298 had a similar clause: it allowed the legislature 
to appropriate funds for subsidizing investments "which are of 
such high priority that special terms and conditions are appro-
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advantages: (1) the government can take advantage of the bank's
expert staff; (2) the bank can supplement its own programs with 
those subsidized by the state, offering more to its clients and 
closely integrating its programs with those of the state; (3) 
state subsidies are explicit and can be targeted to certain types 
of investments; and (4) the subsidies are covered by outside 
sources, not the bank's. The Alaska Development Bank, like Ger­
many's KW, might choose to use some of its own surplus funds to 
provide its own subsidies for certain types of projects, though. 
This is the bank's choice, though; the state cannot force it to 
do so. (This choice by the bank could, however, be subject 1 0  

the approval of the legislature.)

Sec. 44.55.050. ALASKA DEVELOPMENT BANK INVESTMENT COMMITTEE.
(a) There is established the Alaska Development Bank Investment Com­
mittee, consisting of the president and four members appointed by the 
policy board. No member of the policy board may be a member of the 
investment committee. Members of the investment committee shall be 
persons of recognized competence and wide experience in investments, 
finance, and other business management-related fields. Members may 
be reappointed and continue to serve until their successors are ap­
pointed. The president and members shall serve for four year terms. 
Terms shall be staggered. Initial terms shall be one member serving 
for one year, one member serving for two years, one member serving 
for three years, and one member and the president serving for four 
years.

(b) Four members of the investment committee constitute a 
quorum. Decisions of the committee shall be taken by majority vote.

(c) Members of the investment committee are in the exempt ser­
vice under AS 39.25 and receive an annual salary equal to that of a 
commissioner of an executive department.

Belden Daniels - Comments on
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Part (a). The president may be a member of the investment 
committee, but the way it is structured now he must be a financial 
expert with no skills or understanding of public investment in gen­
eral, or community development. At least one member of the com­
mittee should have such skills and perhaps the president should be 
required to be so, specifically. Also, the president should serve 
at the pleasure of the policy board." Where are procedures to 

cover removal or vacancies on the investment committee? Also, 
where are the president's powers and duties articulated? Sec. 90 
of Bill 298 did this. We needn't include as much detail in 
this bill, but we should at least include that the president is 
responsible to the policy board for the management and staff of 
the bank. We could use wording from 298: "sole responsibility
of organization, appointment, dismissal and remuneration of all 
other staff."

Based on experience in Connecticut and elsewhere, this com­
mittee should have different divisions for the different types of 
transactions it must review: at least one for equity and one for
debt. These could be subcommittees and act in behalf of the full 
committee, subject to the committee's overview. (The entire com­
mittee could choose to vote on any particular investment.) The 
president could serve on both subcommittees. This structure is 
similar to that used in some European development banks.



With the rubcommittee structure, the full committee would 
probably have to have more members, at least seven so that four 
could serve on each subcommittee, the president voting only in 
case of a tie on the subcommittees. If subcommittees are used, 
the skills of their members (and hence, those of the full commit­
tee) must be specified more exactly.

This is very critical, because the skills required for ana­
lyzing productive enterprise and those required for analyzing com­
munity development projects are quite different, even though both 
are income-producing.

For community development projects, the investment committee 
could be required to have a special screening committee to screen 
community-based projects according to community development cri­
teria approved by the policy board. Should the policy board 
appoint this screening committee? If so, it should be added to 
its duties above (Sec. 44.55.040).

— rt (b)* If the committee remains at five members, a quorum 
of four is fairly stringent. Do we want this? If the committee 
is enlarged, what should a quorum be? What about a quorum for 
the suggested sub-committees?

Part (c). It appears that all investment committee members 
are full-time employees. First, is this necessary? Experience 
in other development banks shows that they may be paid on a per 
meeting basis. (The Connecticut Development Authority uses this 
technique.) If the committee is enlarged, as suggested above, 
should all members still be full-time employees? I doubt it.

Belden Daniel? - Comments on 29
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Second, if they are full-time, why are their salaries set as
state employees? They are bank employees, not employees of the
state, and the policy board should be'able to set their salaries
(or per-meeting rates). Also, if used, would the state salaries
stipulated ..ere be high enough to attract the talent needed on
the investment committee? I doubt it

Sec. 44.55.060. DUTIES OF THE INVESTMENT COMMITTEE. The invest 
ment committee has sole responsibility to approve all investment pro­
posals.

The duties of the investment committee must be articulated
here. If not, at least we need to add that they must operate in
accordance with the bank's annual ana long-range plans approved 
by the policy board and the oversight committee. Also, their 
liability for their investment decisions should be stated (or 
waived) here. Must they be bonded? Many development banks bond 
their boards, either as individuals or as a group. Should the 
policy board also be bonded? Y i ‘ IrU /yCuJ

* \—V u w  I*

Sec. 44.55.070. BUDGET. The development bank is subject to t) 
provisions of the Executive Budqct Act (AS 17.07).

What does this section mean?^ Should not the Bank be fund<
by its w n  income? We could use this section to state that the 
bank is required to be self-financing and that the legislature 
may but is not required at any time to appropriate funds to the 
bank to moot the bank's obligations. This provides an escape
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valve, but does not in any way obligate the legislature— a tech­
nique used in other states. Unfortunately, I am not clear about 
what the provisions of the executive budget act are, and therefore 
what its consequences are for the Alaska Development Bank, based 
on the experience of other state-funded development banks around 
the world.

Sac. 44.55.080. PERSONNEL OF BANK. The policy board and invest­
ment committee members and officers and staff of the development bank 
are in the except service under AS 39.25.

Fine as far as it goes, but where is information on the bank's 
c staff? It should be included here and/or above, as suggested in 

Sec. 44.55.050 (a): the president is solely responsible to the
policy board for the hiring, firing, and remuneration of all 
staff and counsel.

Sec. 44.55.090. PURPOSES AND POWERS OF THE BANK. (a) The pur­
pose of the bonk is to provide a means of conserving a portion of the 
state's revenues from mineral resources to the ultimate benefit of 
present and future generations of Alaskans. The revenues so conserved 
shall be invested in income-producing investments which will provide 
further benefits to present and future generations of Alaskan3. Fur­
ther benefits may be derived through use of the bank to

(1) assist the diversification of the economy of Alaska by 
making sound investments in Alaska's renewable and nonrenewablo 
resources;

(2) seek to smooth the long-term cyclical pattern of growth 
of the Alaska economy;

(3) encourage and assist the participation of private cap­
ital, from both inside and outside Alaska, in private enterprises of 
benefit to Alaskans;
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(4) promote the investment of public and private capital 
for community development purposes;

(5) supplement private investment when sufficient private 
capital is not available on reasonable terms and conditions and when 
other state or federal financial assistance is not available.

(b) In carrying out the corporate purposes of the bank, the
policy board has power to

(1) adopt, alter and use a corporate seal;
(2) prescribe, adopt, amend, and repeal bylaws;
(3) sue and be sued in the name of the bank;
(4) borrow funds, and in that connection furnish such 

collateral or other security as it determines, except that bank bor­
rowing may not exceed one-half of its paid-in capital;

(5) guarantee obligations of another corporation or legal 
entity in order to facilitate their sale;

(6) enter into agreements necessary or convenient in the 
exercise of its powers and functions;

(7) acquire, hold, use, lease, sell or otherwise dispose of 
property of any kind, real, personal or mixed, or any interest in it;

(8) contract with state, federal and other agencies to de­
velop needed information and analyses;

(9) do all acts and things necessary, convenient or desir­
able to carry out the powers granted or implied in this chapter.

(c) In carrying out the corporate purposes of the bank, the in­
vestment committee has the power to

(1) invest, in such form as it considers appropriate, in­
cluding without limitation, by purchase of the capital stock of, or 
the lending of money to, projects, except that any investment in the 
capital stock of or other ownership interest in such project may not 
exceed 49 per cent of the capital stock of, or other ownership interest 
in, the project, and no loan or other investment in the project by the 
bank may exceed 90 per cent of the cost of the project unless, in the 
judgment of the committee, additional amounts must be loa.ned to pro­
tect the interests of the bank;

(2) deposit bank funds, or invest bank funds in such obli­
gations as it may determine;

(3) buy and sell securities the bank has issued or guaran­
teed or in which it has invested;

(4) purchase currently sound evidence of indebtedness from 
the tourism fund, the agricultural revolving loan fund and the small 
business development loan fund if the loan was made after the effective 
date of this Act and if the loan meets the criteria of sec. 100 of this 
chapter;

(5) do all acts and things necessary, convenient or desir­
able to carry out the powers granted or implied in this chapter.
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As mentioned above, this section should precede most of the 
above sections.

Part (a). Purposes seems fine. •
Part (b).

(2) Add to end: "for the bank's operations" (not just the
policy board's operations).

(4) Thrs section sets a very conservative maximum debt to 
equity ratio of 0.5 to 1. We agree that the bank should have a 
conservative one, but we can draw on the experience of other de­
velopment banks to set it. The Canada Development Corporation 
has a debt limit of 40 percent of its paid-in capital, but it 
makes very high-risk investments. (Remember, this debt can only 
be used for the bank's lending and guaranteeing activities, not
for its equity investments. We have already made this require­
ment, above in 44.55.010 (c).)

The European Investment Bank offers more relevant experience. 
According to its corporate rules, it can make guarantees plus 
loans up to 250 percent of its paid-in capital. In practice, it 
maintains a ratio of equity to debt of around 1.3 to 1, because 
its accumulated reserves are so high. This conservative ratio 
helps it have privileged access to European debt markets. The 
Statsforetag Group in Sweden had a ratio of 1.6:1. We must very 
carefully set a maximum ratio allowed for the bank. (With so much
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paid in capital, the bank may never borrow more than one-half of
paid-in capital, but we should set a sensible limit for a sound

We must also decide whether to set minimum reiserve require
ments for guarantees and loan defaults. Here we must also draw
on the experience of similar development banks

In this or an additional section we should unambiguously 
state that the state of Alaska is not responsible for the bank's 
liabilities. Experience with other American development banks 
shows how critical it is to put this in writing. "Moral" obliga
tions are no longer very popular and certainly the state should
leave no doubt in investors1 minds

We could add here including agreements for project or
program administration for the state of Alaska, according to con
ditions mutually agreeable to the bank and the state." We already
discussed this possibility above, 44.55.040 (7)

Part (c). (1) We have several comments on this section
The way it is now worded, the committee can make loans

of any term, secured or unsecured. Is this what you intend? If
not, the limit should be added or in sec. 44.55.100
event, this section should probably be amended so it reads
accordance with other requirements of this chapter to acknowledge
the entire section 44.55.100 and the necessity to comply with the
approved plans
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b. Based on experience in many American development 
finance banks, this section should set a limit on the percentage 
of a loan the bank will agree to make and the percentage of the 
project costs the loan can cover. For example, some states make 

I loans up to 90 percent of a mortgage, which can cover up to 90 
percent of project costs. These percentages usually vary by loan 
use (e.g., land and plant versus equipment). The limits are set 
for three very important reasons: (1) they help the development
bank leverage its funds; (2) they ensure that risk is shared with 
other lenders and with the borrower; and (3) they ensure that 
there is an extra check on the bank's loan decisions by at least 
one outside source.

Some states have limits as low as 40 percent of loan amount 
on 90 percent loan coverages. We recommend setting a maximum of 
no higher than 90/90 for plant and 80/90 for equipment. We should 
consider going lower, though. Also, if working capital loans are 
also made, we must set limits for them.

I would counsel against making working capital loans, for 
three essential reasons: first, there is no major capital gap
here; second, the commercial banks are quite capable of making 
these loans and there is no reason for the state to compete with 
them; and third, we need to develop all of our financing mechan­
isms in basic cooperation with the private market and a system on 
the longer-term equity and debt financings which they are not so 
able to make.
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c. This is actually a corollary to the above point: sim­
ilar limits must be set on loan guarantees made by the bank.
Again, some of the best state guarantee programs have limits of 40 
percent on the share of a mortgage they will guarantee.

(2) this section could be amended to stipulate that it 
refers to surplus bank funds; that these funds should be deposited 
or invested according to the prudent-person clause; and that they 
or a portion of them must remain liquid enough to be activated for 
use according to the purposes of the bank.

Sec. 44.55.100. INVESTMENTS. (a) In making investments, the 
investment committee and staff shall exercise the judgment and carc 
under the circumstances then prevailing which a person of ordinary 
prudence, discretion, and intelligence exercises in the management of 
his own affairs taking into consideration the probable income from 
the investments as well as probable safety of principal.

(b) An amount equal to at least 150 per cent of all guarantees 
by the bank shall be invested in investment-grade securities.

(c) The investment committee may invest not more than 50 per 
cent of the resources of the bank to provide a reasonable proportion 
of longer-term investment capital for financing the establishment, im­
provement, and expansion of productive private enterprises which will 
benefit Alaskans, and for which sufficient capital is not available 
from other sources on reasonable terms. These investments may take 
the form of equity, debt, or debt guarantees.

(d) The committee may invest no more than 50 per cent of the re­
sources of the bank in financing a reasonable proportion of the longer- 
term investment capital needs for community development projects of 
municipalities and public corporate entities and private dwellings in 
Alaska for which sufficient financing is not available from other 
sources on reasonable terms. These investments may take the form of 
debt or debt guarantees.

(e) The committee may not invest more than five per cent of the 
resources of the bank or $1,500,000, whichever is less, in a single 
project unless the legislature has approved the investment by concur­
rent resolution.
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(f) The committee may not undertake any financing for which, in 
its opinion, sufficient private capital could be obtained on reason­
able terms.

(g) The committee may not assume responsibility for managing any 
enterprise or project in which it has invested and may not exercise 
voting rights for that purpose or for any other purposes which, in its 
opinion, properly is within the scope of managerial control.

(h) The committee shall only undertake its financing on terms 
and conditions which it considers appropriate, taking into account the 
terms and conditions normally obtained by private investors for similar 
financing, the requirements of the enterprise or projects, the risks 
being undertaken by the bank, and the participation of other investors.

(i) The committee may seek to revolve the bank's funds by selling 
its investments to other investors whenever it can appropriately do so 
on satisfactory terms.

(j) The committee shall seek to maintain a reasonable diversifi­
cation in its investments.

(k) The committee shall only consider investment proposals after 
the applicant for an investment has submitted a detailed proposal to 
the committee's staff and the staff has prepared a written report 
recommending the investment after a study of its merits.

(1) The committee shall analyze the economic and other effects 
of an investment decision, including the effects on employment, income 
distribution, environment, health, social and other factors. The com­
mittee shall be sensitive to the views of affected local communities 
and shall include an analysis of those views in proposals for large 
investments.

(m) The committee may guarantee qualifying loans made by finan­
cial intermediaries in order to facilitate investment by the interme­
diaries in specific enterprises or projects whose individual financing 
requirements are not, in the opinion of the committee, large enough to 
warrant its direct supervision.

(n) The committee shall provide for operational and performance 
evaluations (post-audits) of its investments and investment programs 
and report the results to the policy board.

(o) Nothing in this section prevents the investment committee, 
in the event of actual or threatened default on any of its investments, 
actual or threatened insolvency of the enterprise in which the invest­
ment has been made, or other situations which, in the opinion of the 
investment committee, threaten to jeopardize the investment, from tak­
ing such action and exercising such rights as it may consider neces­
sary for the protection of its interests.

Part (a). The prudent-person clause should not apply to the 
Alaska Development Bank's activities. It must invest in income-
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producing projects, but it is supposed to maximize benefits to the 
Alaskan people, financial and nonfinancial.

A sharp distinction must be made between the extremely rig­
orous money management standards which must be applied to the 
trust function of the Permanent Fund and to the less rigorous but 
nevertheless income-producing standards that must be applied to 
the development function of the Alaska Development Bank. The 
standards of the Alaska Development Bank should be much closer to 
those of the World Bank, or the European Investment Bank, or the
Inter-American Development Bank, or the Connecticut Development
Authority and the Community Development Finance Corporation
Each of these institutions is required to make income-producing 
investments and to live within their own balance sheets, but th
are not required to make the same return as the private market. 
It is not necessary for them to make that same internal rate of
return, because their external return to the state of Alaska more
than compensates for their lower internal rate of return

See our comments above, Section 44.55.090, Part

Part (c). Does this 50 percent mean half of all equity in­
vestments and half of all loans? What exactly does it apply to: 
debt plus equity together or separate? This section should make
clear that these are direct investments



projects in contrast to those of Part (d). Are developers 
eligible as project owners? Experience in other states strongly 
suggests that project owners must be pfoject users. (This must 
be worded very carefully.) Joint ventures or participation loans 
with community development organizations also fall within Part (c).

Part (d). Again, what exactly does this 50 percent apply to? 
Also, the section should include equity as well as debt and debt 
guarantees.

This entire section must be given far more detail on the 
function described. The bank is to use 50 percent of its resources 
to invest in community development organizations (CBOs)— not di­
rectly in community development projects nor in private dwellings. 
CBOs must be defined here or in Sec. 44.55.170. Does it include 
municipalities, any regional development organizations? What com­
munity development bodies are eligible? How must eligible bodies 
be structured? What is their board structure? Who do they repre­
sent? What types of financial instruments must they use? What 
types of projects do they support? All these questions must be 
answered. !• ortunately, several other states, especially Massachu­
setts with its CDFC, have already grappled with the questions and 
we can learn from them.

In my judgment, this was the least wcl.!. developed section of 
MB 298 or 300. Those drafts were quite muddy in defining what

Belden Daniels - Comments on 39
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was a legitimate community development organization or a legiti­
mate income-producing project. It might be useful to refer back 
to my comments on pages 54-59 of the Jiily 11 report and be sure 
that we use the highest current state of the art of community de­
velopment finance in articulating this section of the proposed 
House bill.

This section (or section m, below) should also allow the bank 
to also have a sort of "global loan" program, similar to that of 
the European Investment Bank. The Alaska Development Bank could 
lend to regional development corporations so they, in turn, could 
lend according to criteria set by the bank. This would be similar 
to Sec. 120(9) in Bill 298. For further background, see pages 92 
to 116 of my second report to the committee, dated 9/14/77.

Part (e). We have already suggested that $1.5 million may 
be too low a limit. See our comments, above, sec. 24.20.650.

— — LSLL* Why shouldn' t it be able to exercise voting 
rights as any other equity investor in a project? It has already 
been limited to a minority ownership in any project. Also, the 
limit to "not assume responsibility for managing . . . "  appears 
to conflict with Part (o), below. It should be able to do this 
temporarily, if its own investment is threatened. In fact, in 
order to be a prudent investor, it must.

Part_UJ_. we should stipulate here that the analysis should
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be in accordance with the reporting procedures set by the over­
sight committee. It must include social and economic analysis as 
well as financial. The standards for both need to be spelled out.

Part (m). See our comments in Part (d) above. Why shouldn't 
the bank also be allowed to make loans to such intermediaries? If 
so, how large can the loans be and must they be participation 
loans? What types of financial intermediaries are eligible? What 
criteria must they use in making the investments or loans? How 
small are these investments or loans (i.e., what is the meaning of 
"not . . . large enough")? Shall this be left up to the committee 
or be stated in the legislation?

Sec. 44.55.110. INITIAL DETERMINATIONS. Before beginning its 
financing operations, the policy board shall render a detailed report 
to the legislature which shall

(1) define the renewable resource industry sectors which need 
financing for expansion of existing projects or the development of 
new projects;

(2) define the size and nature of projects which are feasible 
for bank financing;

(3) determine specific projects which are feasible for bank and 
private financing;

(4) determine the availability of private investment capital 
for the projects it determines are feasible;

(5) forecast the capital requirements of the bank for the first 
three years of its operations.

Good, but this report should be sent to the executive branch's 
economic development staff and the legislative oversight committee 
for review and comment before it is sent to the legislature. Must 
the legislature approve it?
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Sec. 44.55.120. REPORTS AND PUBLICATIONS. The policy board 
shall publish an annual report to the governor, legislature and the 
public. Each report shall include financial statements audited by 
independent outside auditors, a statement of the amount of money re­
ceived by the bank from each source during the period covered, a state 
ment of bank investments, a description of bank investment activity 
during the period covered by the report, an analysis of economic and 
other effects of investment decisions including, but not limited to, 
the effects on employment, income distribution, environment, health, 
social and other factors, and any other information the policy board 
believes would be of interest to the governor, the legislature and the 
public. The bank may also publish such other reports as it considers 
desirable to carry out its purpose.

Add " . . .  according to the standards set by the legislative 
oversight committee. . . . "

Sec. 44.55.130. CONFLICT OF INTEREST. (a) Members of the policy 
board and investment committee are subject to the provisions of AS 39.50.

(b) Members of the investment committee shall disclose their fi­
nancial interest in an investment proposal and disqualify themselves 
from voting on any investment proposal in which they have a financial 
interest. The committee may not make an investment in any project or 
enterprise in which officers of the bank have a financial interest. 
Members of the policy board are prohibited from all attempts to influ­
ence the investment committee, its president or staff in the discharge 
of their ordinary operating duties. All officers of the bank in the 
discharge of their offices owe their duty entirely to the bank and no 
other authority.

We aren't sure what the provisions of AS39.50 are, but we 
assume they are standard conflict of interest restrictions.

Why is the policy board prohibited from influencing the in­
vestment committee? The policy board shouldn't be allowed to in­
fluence individual investment decisions, but the essence of their 
role is to "influence" and guide the actions of the bank's invest­
ment committee and staff. See comments in July 11, 1977 report.
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Sec. 44.55.140. POLITICAL ACTIVITIES. The members of the policy 
board, members of the investment committee, and officers and staff of 
the bank may not engage in partisan political activities. The re­
sources of the bank may not be used to finance any partisan political 
activities. •

Sec. 44.55.150. PUBLIC ACCESS TO INFORMATION. Information in 
the possession of the bank is a public record, except that information 
which discloses the particulars of the business or affairs of a pri­
vate enterprise or investor is confidential and is not a public record. 
Confidential information may be disclosed onl’ for the purposes of an 
official law enforcement investigation or when its production is re­
quired in a court proceeding. These restrictions do not prohibit the 
publication of statistics presented in a manner that prevents the 
identification of particular reports, items, persons, or enterprises.

Sec. 44.55.160. TAX EXEMPTION. The bank is exempt from all 
taxes and assessments in the state. All security instruments issued 
by the bank, their transfer and their income are exempt from all taxes 
and assessments in the state.

These three sections are fine; no comments on them, at least 
not yet.

Sec. 44.55.170. DEFINITIONS. In this chapter
(1) "bank" or "development bank" means the Alaska Develop­

ment Bank;
(2) "board" or "policy board" means the Alaska Development 

Bank Policy Board created by sec. 20 of this chapter;
(3) "business enterprise" means a private corporation, 

firm, partnership or sole proprietorship;
(4) "committee" or "investment committee" means the Alaska 

Development Bank Investment Committee created by sec. 50 of this 
chapter;

(5) "renewable resource project" or "project" means prop­
erty of a business enterprise used in connection with

(A) making, processing, preparing or producing in any 
manner goods or products of agriculture, fisheries, or forestry; or

(B) outdoor recreation.
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More definitions are needed. "Productive, private enterprise"
(44.55.100 (c)): does this include manufacturing, commercial,
service? If so, how are each of these terms defined? How are
community development organizations defined? (See questions, above,
44.55.100 (d).) How about "investment grade securities" (44.55.100
"Applicable agencies" for the oversight committee could be defined 
here, too.

We must comb through the bill to make sure all other ambigu­
ous terms are clearly defined. Fortunately, wo have many other 
pieces of state legislation to draw on for good suggestions for 
many of the definitions that we'll need.

Sec. 4. AS 39.25.110 is amended by adding new paragraphs to read:
and the urnr th° §ollcy board and investment committee,and the president, officers, and staff of the Alaska Development Bank;
rector and Staff^°fhn°fi S °f Lrustce3' the executive di-ctor, and staff of the Alaska Permanent Fund Board of Trustees.
Sec. 5. AS 39.50.200(9) is amended by adding new subparagraphs to read

_ . (NN) Alaska Development Bank Policy Board and AlaskaDevelopment Bank Investment Committee;
(00) Alaska Permanent Fund Board of Trustees.

A r 6 l 6i o . 0 7 0 W ? t tak0S ef£eCt immediately in accordance with 

Fine; no comment on these three sections now.
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We suggest that two additional sections be added to the 
draft.

’ * sAddition A: High Noon Provision
(This section would apply to entire Permanent Fund and renewable 

resources fund, so it could be added right before or after Sec. 37.13 
After 9.5 years, the operations of the entire Permanent Fund 

should be subject to a fundamental review by a joint executive- 
legislative commission. Half the members could be appointed by 
the Governor, the other half by the speaker of the house and the 
senate president, jointly. Total membership could be about fif­
teen. The odd member could be the Governor or some outsider on 
whom the governor and the legislative leaders agree.

This commission would begin its review 9.5 years after the 
Permanent Fund is created. It would review the Fund's achieve­
ments, how effectively it was implementing its purposes, and 
whether those original purposes were well chosen to benefit 
Alaskans. After six months, the commission would report to the 
governor and the legislature whether the Fund should continue 
operations and, if so, with what modifications. The commission's 
report would also bo available to the public.

The commission would have a small staff funded by an appro­
priation, approved by the legislature, from the Permanent Fund's 
retained earnings.
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It is critical that this "high-noon provision" be incorpor
ated into the enabling legislation, so there is some mandatory and
fundamental review process of the institution once it is fully op
erational and has a track record. We have found that many similar
institutions have drifted away from their original purposes or
outlived their original usefulness. Without some automatic trig
ger for a fundamental review, they continue indefinitely. Their
management has a stake in preserving them and inertia is on their
side. Even such a commission review may not be able to swing an 
existing institution back on course, but at least it has a fair
chance of doing so

Addition B: Technical Assistance Subsidiary
This provision may not be needed at all; but if it is, it

could be added as a section of chapter 55, perhaps after section

This would be a subsidiary to the Alaskan Development Bank 
to provide technical assistance to community development organ­
izations eligible for funding from the Rank. These organizations 
probably need technical assistance to bo able to screen and choose 
viable investments in their communities and do feasibility studies 
on them. The assistance could be in the form of convertible
grants; i.e., grants that would be paid back, if an organization's
financial performance reached a certain level of success



It is critical that this subsidiary (a) is arms-length from 
the Bank itself, so that it is not involved in choosing the or­
ganizations or projects the bank invests in; and (b) is funded 
separately from the investment part of the Bank, with an appro­
priation from the general fund or from the Bank's retained earn­
ings (approved by the legislature). It could revolve its grant 
funds, if and when they were paid back, reducing its need for 
annual appropriations.

The subsidiary could be structured similar to an institution 
now being designed in Massachusetts to provide technical assis­
tance to community development corporations. In addition to of­
fering convertible grants to organizations, it could support a 
network between them so techniques, new skills, and experience 
could be exchanged. The network could also facilitate joint ven­
tures between community development organizations.
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THINKING ABOUT THE ALASKAN PERMANENT FUND:
A CAUTIOUS APPROACH FOR ALASKAN POLICYMAKERS 

. July 11, 1977

INTRODUCTION: A Sense of Limits
The Chinese character for the word "crisis" is a combination 

of two other characters— "danger" and "opportunity." This could 
well be the symbol for the Alaskan Permanent Fund. As an outsider 
to Alaska who has worked for the last eighteen years in develop­
ment banking and for the last thirteen in community and regional 
economic development, I am awed by both the opportunity and the 
danger posed to Alaskans by the Prudhoe Bay oil revenues and the 
challenge of creating an Alaskan Permanent Fund. I agree with 
Arlon Tussing that this is "an absolutely unique situation," dif­
ferent from any with which I have previously dealt in Asia,
Europe, or the United States.

This leads me, as an outsider, to be doubly careful: first,
in a short period of time I can only begin to understand the 
Alaskan political economy; second, I do not want to be precipi­
tous in proposing specific solutions for the Alaskan economy 
based on experience in quite different settings.

In this initial memorandum to you, therefore, it seems most 
appropriate for me to limit my observations to three matters:

First, I would like to suggest a way in which you as Alaskan



The Alaskan Permanent Fund Memo— P.ge 2 July 11, 1977

policymakers might approach the problem of thinking about the 
uses of the Permanent Fund as one aspect of an overall Alaskan 
Economic Development Plan designed to prepare for the day when 
the Prudhoe Bay oil reserves are no longer contributing so hand*- 
somely to the Alaskan treasury.

Second, I would like to suggest for your consideration some 
general principles concerning the structure of the Permanent Fund 
as a development bank in terms of its purposes and powers, legal 
organization, management and capital structure, which have a gen­
eral applicability irrespective of your particular goals for the 
Alaskan economy over the next twenty years.

Third, I would like to suggest a few specific ideas concern­
ing the especially difficult tasks of community and regional eco- 
nom'~ development, based on the experiences of others.

In making these observations, I am mindful of your unparal­
leled opportunity to use these resources to build a strong, per­
manent economy through investments which produce both a reason­. » •
able internal rate of return on investment to the Permanent Fund, . 
and a reasonable external rate of return to the economy as a 
whole and to the treasury of the state. On the other hand, I am 
equally mindful of the parallel danger that these resources could 
either be wasted through improper management or improperly 
employed in ways which create far greater distortions to the



Alaskan economic base or to some of its specific sectors, regions 
and communities.

It is important for all of us to realize that the dangers of 
economic distortion are particularly acute in development banking. 
I realize that the use of the Permanent Fund as a development 
bank is only one alternative which you are considering. However, 
since development banking is my professional field it is the only 
alternative upon which I will comment.

Because development banking is a somewhat "trendy" idea 
these days, there is the very real danger of creating a develop­
ment banking institution which is not sufficiently thought out. 
Some of the specific dangers include designing a development bank 
with conflicting goals, or with a capital structure which is ill- 
suited to carry out those goals, and/or with a management likely 
either to be inefficient or else unaccountable to public policy 
governance by the executive or the legislature. Even more seri­
ous, there is the danger of proposing a development bank to solve 
a problem which is not a financial one— that is, one in which the 
solution does not lie in either reducing the cost or increasing 
the availability of capital. If, however, the problem is in fact 
a financial markets problem, it may well be that it is caused by 
some existing form of governmental intervention which is seriously 
dislocating the financial marketplace. The least expensive
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solution in that case would be to remove the governmental 
tion, rather than to create one more governmental 
banking "gimmick." .

Finally, there is a tendency to disregard or to misapply the 
vast body of multinational and national development finance ex­
perience that has accumulated in Third World countries and in 
Europe and Canada. It is my understanding that Price Waterhouse • 
and White, Weld have given the state a systematic analysis of 
that experience.

When it comes right down to it, development banking is the 
most direct, aggressive, and high-risk form of public economic 
intervention. This suggests that it should be used with great 
caution. Your own experience with some thirteen state revolving 
loan funds would seem to confirm the fact that development funds 
created with high hopes often do not achieve the goals for which 
they were intended. What is called for, therefore, is a careful, 
step by step analysis of the nature of the specific economic 
problem before you. Then, after carefully weighing the relative 
costs and benefits of different options, you should select the 
most efficient, cost-effective solution— a solution specifically 
tailored to stimulate real economic development in Alaska.

As an outsider, I cannot determine what your economic goals 
should be. On the other hand, I can, perhaps, suggest a way of



looking at the limited aspects in which the Alaskan rei'utanent 
Fund, as a development bank, can be a part of your overall effort 
to use the full resources of the Alaskan state government to help 
create a sound, balanced, broadly-based economy.

The following outline proceeds step by step through a series 
of questions which may help you review your design of the Alaskan 
Permanent Fund in terms of your economic goals over the next 
twenty years. These questions are divided into three units:

* First, what is the nature of real economic activity in 
Alaska and Alaskan financial markets, and what is the 
current impact of federal and state governmental inter­
vention on both real economic activity and financial 
markets?

* Second, what are the different mechanisms which the
Alaskan state government can use either to stimulate or 
retard the overall direction of the economy and the 
state's financial markets? .

* Finally, what are the limited ways in which the Alaskan 
Permanent Fund can be a part of such an overall economic 
development effort by the Alaskan state government?

Throughout this discussion, there is an emphasis on limits: 
the limits of any state government to affect overall state eco­
nomic development; the limits of development banking to contribute
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I. THE NEED FOR A COMPREHENSIVE ALA KAN ECONOMIC DEVELOPMENT PLAN 
WHICH RECOGNIZES THE LIMITS OF STATE INTERVENTION IN THE ECONOMY 

AND THE APPROPRIATE USES OF A DEVELOPMENT BANK

First Principles
Before we begin to propose any specific form and function 

for the Alaskan Permanent Fund as one mechanism to help stimulate 
economic development, we need to have a conception of what is 
actually happening in both the Alaskan goods market and financial 
markets and what the present consequences of federal and state 
intervention are on both real economic activity and the flow of 
capital in the state. In order Lo do .this on a current and 
ongoing basis, the Alaskan state government needs to establish a 
permanent economic development planning process which makes full 
use of the capabilities of both the public and private sector and 
the universities, and which develops a reasonable consensus about 
the forces at work in the Alaskan economy.

I would like to emphasize that there is nothing unAmerican 
about such a comprehensive, ongoing planning process. I am sim­
ply suggesting that the state of Alaska undertake the same kind
of careful planning with regard to the husbanding of its cauital

•

assets as any American Fortune 500 corporation would do in order 
to profitably employ its resources. The tools have been admirably
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developed in the private marketplace; they are there, ready to be 
incorporated by a state willing to look upon itself as a public 
enterprise.

This planning process needs to be realistic about the lim­
ited capability of the state to affect either worldwide market 
forces or federal policy. These plans must also incorporate an 
understanding of the limited capability of any financial inter­
mediary to affect the course of real economic activity.
• Financial markets operate only on the supply side of the
economic question. They cannot, by themselves, create a demand 
for economic activity that is not there. A critical question 
Alaskan policymakers will have to face and answer is: What is
the capability of the Alaskan economy to absorb the capital sup­
plied by the Alaskan Permanent Fund? Although I am not in a 
position to answer that question, I suspect that it will be some 
time before the Alaskan economy has the capability to absorb any­
where near the amounts of capital available to the Permanent Fund.

Moreover, the cost of capital represents only a very small 
portion of the cost of doing business. Other worldwide market 
forces and federal governmental actions far more profoundly 
affect the cost of production than the cost of money does. It is 
these worldwide market forces and governmental actions which we 
must attend to first. Two corollaries to this point deserve 
careful note: .
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First, in very few instances is the cost of capital a seri­
ous impediment to sound economic development. There are, how­
ever, occasional circumstances where the scale of economic activ­
ity, or the location of that economic activity, or the relative 
risks and rewards of the economic activity, make the availability 
of capital for that activity virtually nonexistent from a private 
market standpoint. It is in these circumstances that public 
intervention in capital markets is appropriate, if: stimulating 
that economic activity would significantly benefit the state 
economy and treasury. Since the question is one of availability 
rather than cost, in very few circumstances are below-market 
interest rates either necessary or appropriate for a public 
development bank. Examples of the kinds of economic activity 
which may be of real economic benefit to the Alaskan economy and 
treasury, but for which there may be insufficient available cap­
ital include: rural industrial and commercial development, hous­
ing development, the development of new technologies which reduce 
the cost of production in Alaska for either refining or adding 
value to Alaska's renewable and nonrenewable resources, and 
scales of enterprise which are either too small or too large for 
the private market to finance with a sufficient return coincident 
with risk. These examples will be analyzed in greater detail in 
sections below.



A second consequence of the fact that this cost of money is 
not an important cost of production is this: seldom will lower­
ing the cost of money on the supply side compensate for high 
costs of production in the marketplace. For example, a petrochem 
ical industry in Alaska is apparently not now financially feas­
ible because of the high costs of production. This problem can­
not be solved by lowering the cost of money for petrochemicals 
through an Alaskan Permanent Fund.

However, lowering the cost of capital can encourage short- 
run economic activity which is in the long run essentially 
unsound— and which has a high likelihood of eventual failure.

In summary, a long-term Alaskan state economic planning pro­
cess must filter out the large number of cases in which develop­
ment is not dependent on the cost and supply of capital, and in 
which other public policies are less costly and more appropriate 
to the solution of the problem. Conversely, the planning process 
needs to define more precisely those situations in which the eco­
nomic problem is indeed a financial market problem amenable to 
solution by Permanent Fund investment. Obviously, these tasks 
are two sides of the same coin.

In undertaking an overall economic analysis of Alaska and 
the limited ways in which the Alaskan Permanent Fund can affect 
overall economic development, I would like to suggest four key
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investment areas for the Alaskan Permanent Fund which deserve 
much more detailed analysis; this analysis would seem to deter­
mine the extent to which real economic activity which is finan­
cially sound and of economic benefit to the state is now limited 
by the insufficient availability of capital at a reasonable cost.' 
Two of the areas represent investments within Alaska, and two 
represent investments by the Permanent Fund outside of Alaska.

A. Potential Kinds of Investment by the Alaskan Permanent Fund 
Within Alaska:

1. Investments Which Contribute to a Sound, Balanced 
Alaskan Economy Less Dependent on Nonrenewable Resources and 
Government Spending

The Alaskan economy is, apparently, at the present time far 
more dependent on governmental spending than is the American 
economy as a whole. Moreover, much of the current primary eco­
nomic activity in Alaska is dependent on nonrenewable resources 
which are being developed largely by outside interests, with the 
principal value-added activity taking place outside of Alaska. 
.The result is primary economic activity which is particularly 
labor-intensive, seasonal, and cyclical. Therefore, economic 
planning should focus on those possibilities for creating primary 
value-added industrial activity in Alaska which can produce goods 
at a cost competitive in worldwide goods market.



In analyzing ways in which the Permanent Fund might contrib­
ute to a more broadly-based economy, it is useful to make two 
sets of distinctions: first, between income-producing and infra­
structure investments; second, between income-producing invest­
ments which (from the standpoint of private market opportunity 
costs) appear to be too large for the private market to undertake 
and those which appear to be too small. .

a. • Potential investments too large for the private 
market .
Given the increasing efficiency and scale of worldwide money 

and capital markets, you, as policymakers, need to consider 
whether or not there are sound potential investments in Alaska's 
renewable and nonrenewable resources which difersify the Alaskan 
economy but which are too large for private enterprise to finance 
on its own at a sufficient return competitive with other available 
risk opportunities. The $9.7 billion investment by the oil com­
panies in the Alaska pipeline suggests that there are few invest­
ment opportunities too large for the private market. In this 
instance, on a worldwide opportunity cost basis, the rewards as 
well as the risks to the investors were and arc very great. How­
ever, there may be opportunities for the development of both 
renewable and nonrenewable resources in Alaska which are sound
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investments but which do not provide a sufficient return coinci­
dent with risk such as investments in petrochemicals or iron-ore 
reduction. Here, the Permanent Fund could joint venture with
private enterprise in order either to reduce the risk or increase
the return. . .

In analyzing the relative returns and costs of public inter­
vention in such cases, at least four issues require the most 
careful calculation: What are the underlying goods-market or
financial-market reasons for lack of adequate private market cap­
ital for the project? Could these obstacles be overcome by a 
public investment? Do the public benefits warrant the risk? If 
they do, can a public-private joint venture be constructed which 
does not disproportionately shift the risk to the Permanent Fund 
and the rewards to the private market?

The scale and efficienty of worldwide capital markets sug­
gests that the private market is capable of undertaking any 
large-scale projects— if they are sound. If the private market 
is unwilling to risk it, the Permanent Fund should be extremely 
cautious in considering intervention. •

Yet, there may be another question: Who should own the
enterprise and reap its rewards? In this regard, the Canada 
Development Corporation is an important model for the Alaskan 
Permanent Fund, as it considers public intervention in such large
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investments, as well as when and whether ownership of such large- 
scale enterprises should become Canadian. The Canada Development 
Corporation, created in 1971 with an .initial government invest­
ment of $250 million, has since had the largest public equity 
offering in Canada's history ($150 million in preferred stock 
sold to institutional and individual investors). It now has 
assets of $1 billion and owns a number of formerly foreign-owned, 
large-scale enterprises. Depending on the standards by which 
performance is judged, it has had a mixed record; it is nonethe­
less worthy of your close scrutiny and consideration.

b. Potential support for medium and small enterprise 
The second area in which, as a matter of public policy, it 

may be necessary for the Alaskan Permanent Fund to supplement 
private investment in order to stimulate more balanced economict •
development is in support for the retention and expansion of 
medium- and small-sized business enterprise by ensuring access to 
adequate intermediate and long-term expansion capital through 
existing commercial banks and thrift institutions. Because of 
the evolviny nature of worldwide credit markets and the strictures 
of governmental intervention, such smaller firms have an increas­
ingly difficult time securing adequate longer-term expansion cap­
ital. .



We are moving, world wide, to a multiple-tiered money and 
capital market. This phenomenon is not peculiar to any one jur­
isdiction such as Alaska, although it can have differential im­
pacts in different jurisdictions depending on the nature of the 
local economy. The Massachusetts economy, for instance, is unus­
ually dependent for its employment base on medium and small 
industry. Even its fastest growing high-technology companies 
(very profitable firms under $100 million in sales which are 
growing at 20 to 40 percent per year) have considerable diffi­
culty accessing sufficient amounts of either equity or intermedi­
ate and long-term debt, because of the structure, scale and effi­
ciency of the private market and impediments (often unintended) 
created by state and federal intervention in both goods and 
financial markets. .

It should be clearly understood that the problem is not the 
availability of short-term working capital. Commercial banks, 
finance companies and factors take good care of these needs. The 
problem is not price. Many of these ventures could be financed 
at above-market rates. The problem ds that often the length of 
terms needed are too long for many commercial banks, yet the 
sizes of loans are too small for most insurance companies, and, 
finally, the nature of the industrial and commercial loans are 
beyond the competence of most thrift institutions.
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Federal S.E.C., I.R.S., E.R.I.S.A., bank, savings bank, and 
savings and loan regulations simply make matters worse. (State 
regulations do too, but since this is something you can do some­
thing about, state regulation is reserved for special discussion 
on pages 34 through 39, below.)

If you decide that some form of support for intermediate and 
long-term debt for medium and small commercial and industrial 
enterprise is warranted in Alaska, it is critical that any inter­
vention by the Permanent Fund be developed in close collaboration 
with and through existing commercial banks, savings banks, sav­
ings and loan associations, and credit unions. This is essential 

•for several reasons: If the state acts alone, the odds are much
higher that it will make a bad loan, wher'ns acting through the 
local financial community, it can bring their money and judgment 
to bear, thereby reducing both the cost and the risk. Collabor­
ation also strengthens and integrates the financial community 
more firmly into the local economy.

Once again, it is not necessary for the Alaskan Permanent 
Fund to reinvent the wheel. The single best state development 
bank providing longer-term credit support for small business in 
collaboration with banks i3 the Connecticut Development Authority, 
which has been steadily expanded and amended since 1958. Virtu­
ally every American state, Canadian province, and European nation
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has a similar, if less effective, intermediate credit facility.
In development finance, as in medicine, one can learn a great 
deal from institutions which have not worked well. We want to 
avoid mistakes knowingly as well as emulate successful models.

c. Infrastructure investments 
Potential infrastructure investments necessary either to 

provide access to natural resource development or to create the 
environment in which a profitable market investment can be made 
should only be made after careful economic analysis has in fact 
determined that, if those infrastructure investments are made, 
the costs of production and rates of return are such that the 
resulting economic enterprise is competitive in worldwide goods 
markets. The world is replete with examples of infrastructure 
investments made in Asia, Africa, or Latin America (not to over­
look empty federally-funded industrial parks in Appalachia) in • 
the hope that if̂  they were made, real economic activity might 
result. In most instances, those were dashed hopes.

Although the Alaskan Permanent Fund may well be the most 
appropriate vehicle for making that ‘infrastructure investment, 
any non-market costs should be borne not by the Permanent Fund 
but by legislative appropriations from the Alaskan General Fund.
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2. Investments Which Decrease Economic Disparities Between 
Alaskan Regions, Communities, and Demographic Groups

The second major area in which the Alaskan Permanent Fund 
can be a part of an overall economic development strategy within 
Alaska is in strategies to minimize the rate of increase in eco­
nomic disparity among regions and demographic groups within 
Alaska. Note the conservatism with which I make that statement:
I did not say eliminate the gap; I suggest for the time being 
that a more limited goal is more reasonable and realistic--simply 
to minimize the rate at which the gap widens. For instance, at 
the present time, the south central region of Alaska has 54.5 
percent of the population and 63.2 percent of the gross state 
product. On the other hand, the Arctic and western regions have 
16.3 percent of the population and only 8.8 percent of the gross 
state product. Although I do not have the precise figures, I 
suspect that those regional disparities have increased over the 
past ten years, and that without economic development planning 
and intervention on the part of the state, they will continue to

t
increase at a faster and faster rate over the next twenty years.
I would also guess that the 155,000 Alaskan citizens living out­
side the major cities are subject to more cyclical, more seasonal, 
and more labor-intensive industry than Alaskans employed in the 
principal cities and in the southeastern and south central regions.
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If this growing disparity does exist, and a decision is made 
to use state resources to try to narrow the gap, there are spe-
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cific community and regional development banking experiences in 
the United States and overseas which can be employed by the Per­
manent Fund to contribute to that goal. These experiences are■. .
described in greater detail below, on pages 54 to 59.

If the state makes' such a policy decision, Alaska has a 
unique opportunity to organize a portion of the resources of the 
Permanent Fund specifically for purposes of joint venturing with 
the Alaskan native corporations in order -to assist them in devel­
oping petroleum and natural gas resources on their land, as well 
as hard-rock mining, forest production, and fishery resources 
within their territories.

*

B. Potential Kinds of Investment by the Alaskan Permanent Fund 
Outside Alaska • " •

As I have already indicated, I have not yet had access to the 
economic projections for Alaska of,the state government, the 
Alaskan banking community, or the University of Alaska's Insti­
tute of Social, Economic and Government Research. Nevertheless, 
it seems a reasonable presumption that the enormous potential 
capital resources of the Permanent Fund are too great to be 
appropriately absorbed in inve: tments in the above tv/o categories 
if those, investments are to be sound, income-producing investments
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The important question then is: How might the balance of
the funds be reasonably invested? I would suggest two potential 
categories of investment for the Permanent Fund outside Alaska:

1. Investments Outside Alaska Which Contribute to Overall 
Alaskan Economic Development

Areas of economic activity which deserve careful considera­
tion include investment in the development of technologies which 
would decrease the production cost of either the removal of 
natural resources from Alaska or the refining of those resources 
within Alaska. Similarly, the Alaskan Permanent Fund might 
invest in the development of technologies which would add eco­
nomic value to natural resources in Alaska before export.

This is another instance in which the Alaskan Permanent Fund 
may need to "supplement private investment when sufficient private 
capital is not available on reasonable terms and conditions."
The development of these technologies may require investments by 
the Permanent Fund either within or outside Alaska. Because of 
changes in the structure of American capital markets over the 
past twenty years and because of changes in federal policy with 
regard to securities regulation, capital gains taxation, and the 
imposition of extensive new limitations on institutional .investors, 
there is virtually no capital available in the United States



today for start-up investments in new technologies or for invest­
ment in technological innovation outside of large multinational 
corporations. *

If it seems reasonable, as a part of Alaska's overall eco­
nomic development plan, to invest a portion of the Alaskan Perma­
nent Fund's resources in the creation of locally owned technolo­
gies, once again, there are good development banking models for 
such technological investment. These include the thirty-year-old 
National Research Development Corporation (NRDC) in Great Britain 
SOFINNOVA in France created in 1971, the Connecticut Product 
Development Corporation (CPDC) created in 1974, and the Technol­
ogy Development Corporation now before the Massachusetts legisla­
ture. ' •

2. Investments in Investment-Grade Securities
I have come to the issue of investing a significant propor­

tion of the Permanent Fund's assets in marketable securities not 
from the vantage point of safety, but from the vantage point of 
development finance: it is simply unlikely that there will be
sufficient income-producing demand for development finance in 
Alaska to absorb the full resources of the Permanent Fund. There 
fore, having carried out its development banking function, the 
Permanent Fund will have to invest the remainder of its substan-
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tial resources in marketable securities. In addition, the invest­
ment of a significant portion of Permanent Fund resources in mar­
ketable securities will strengthen its financial integrity as a 
development bank.

Finally, even if the Permanent Fund has only its minimum 
capital base of $2 billion, it will be not only one of the world's 
largest development banks, but a sizeable financial intermediary 
by any worldwide standard. It will be sufficiently large-scale 
to operate in the worldwide money and capital markets as a major 
lender, investor, and supplier of capital. It must therefore have 
the most able management that money can buy, capable of operating 
with boLit prudence and profitability in such sophisticated markets.

To sum up, I want to underscore two major points: first, as
a capital-supplying development bank, the Alaskan Permar .it Fund 
cannot create real economic activity: it can only support economic 
activity for which there is a genuine market demand but an insuf­
ficient capital supply.

Second, the Alaskan state government has other tools within 
its economic arsenal which it should use as a part of an inte­
grated, overall economic development plan to stimulate the econ­
omy; the Alaskan Permanent Fund is one of the tools which can 
contribute to that overall economic development— a tool with its 
own inherent limitations.



The Alaskan Permanent Fund Memo

Before we consider in detail the goals, structure, and 
strategy most appropriate for the Alaskan Permanent Fund, I would 
like to outline my sense of the other tools which the Alaskan
government should employ in contributing to overall economic

.development for the state. If Alaska's ependiture policy, tax 
policy and regulatory policy are not honed into a single, coher 
ent, economic development policy, the capacity of the Permanent 
Fund to affect positively the economic diversification of the 
state will bo severely curtailed, and its own investments 
jeopardized.



A. The Role of State Expenditures in Stimulating Economic 
Development

State expenditures can either be an investment in the crea­
tion of real economic activity in the state or, as is more often 
the case, state expenditures can represent both a disincentive to 
real economic activity and a disinvestment from real economic 
activity.

This misuse or use of state expenditures for economic devel­
opment is compounded by the general proposition that state

The Alaskan Permanent Fund Memo— Page 24 July 11, 1977

II. . USING THE FULL RESOURCES OF THE ALASKAN STATE GOVERNMENT 
TO PLAN FOR AND CONTRIBUTE TO A SOUND, BALANCED ECONOMY

In planning state government intervention to stimulate eco­
nomic development, I suggest an order of battle which considers 
expenditures policy first, tax policy second, and administrative 
regulation designed to stimulate the flow of private capital 
third, before considering a public investment. If a public invest­
ment is then deemed necessary, I suggest a careful consideration 
of tax expenditures and administrative grants before finally de­
ciding to create a development bank such as the Permanent Fund as 
a vehicle for carrying out that economic development policy. Each 
of these four points are discussed below.



The Alaskan Permanent Fund Memo— Page 25 July 11, 1977

expenditures rise to meet state revenues. This has certainly 
been the case in Alaska since 1969, and is a principal motivation 
for the creation of the Alaskan Permanent Fund. The principle, 
however, is universal; in Massachusetts, the level of state ex­
penditures (and therefore the level of taxes) rose from 26th out 
of 50 states in 1958 to an unenviable third in 1977. The result 
in Massachusetts today is to drive industry and real economic 
activity out of the state because Massachusetts is simply too 
expensive a jurisdiction in which to do business, relative to 
other parts of the U.S. and the world.

There is, however, a unique aspect to Alaskan state expendi­
tures which is shared by no other state in the United States. 
Simply speaking, Alaskan government is; the economy. Combined 
federal, state and local government expenditures account for 40 
percent of the state's employment— a figure nearly twice as high 
as that for the United States as a whole. Thus, as Arlon Tussing 
has pointed out, governmental expenditure in Alaska is the driv­
ing arm of the state's economy.

This is fine so long as there are revenues to support the 
expenditures. Massachusetts is again a case in point; Today 
Massachusetts wage earners and corporations are being asked to 
support an enormously high level of unplanned and unproductive 
expenditure which was rather widely distributed in the space-



technology boom of the 1960's, but which are now being imposed at 
an increasingly high tax level on a shrinking economic base.

For individual states like Massachusetts and Alaska which 
cannot print money or set up tariff barriers in the manner of the 
federal government, there is a limit to which expenditure policy 
can be used as a means of stimulating the economy. Because the 
Prudhoe Bay oil reserves are finite, and will not always be the 
principal revenue producer for Alaska that they are today, it is 
essential that the state's General Fund as well as its Permanent 
Fund be invested in ways which will create real economic activity 
and a strong permanent tax base. In this regard it is useful to 
think of tax revenues as forced savings that have the same 
"potential" as private profits for creating productive enterprise 
through investment. If tax revenues are not used to create a 
productive public investment in this way, the state will have 
made a disinvestment from the economic marketplace which might 
have been more productively employed if the capital had not been 
removed from private savings by taxation.

I would like to suggest that the Permanent Fund represents a 
unique and bold opportunity to rethink not only the function of a 
state government as a stimulator of overall economic activity, 
but also the very structure of state government as a public 
enterprise. We have already noted that the state planning process
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should incorporate corporate planning techniques in which the 
revenues and assets of the state as a public enterprise are in­
vested in order to increase future income flows and the future 
asset growth of the state. I would like to carry that idea one 
step further. I would like to suggest that we view the structure 
of state revenues and expenditures as similar to the income and 
expense statement of a corporation. In this analogy the annual •
dedication of revenues to the Permanent Fund is the retained
earnings of the Alaskan people. The Permanent Fund itself repre­
sents the net worth of Alaskans as a part of an overall balance 
sheet for the Alaskan state government and its constituents.

If we think about the relationship between the General Fund
and the Permanent Fund in this way, the task of state government
on an annual basis is to expend its General Fund in ways which 
will contribute to an increase in revenues and therefore lead to 
an increase in annual net retained earnings which cart be put into 
the Permanent Fund as a constantly increasing net worth.

Similarly, the task of the Permanent Fund is to invest those
$

net retained earnings in ways which will contribute over time to 
an increased revenue flow to the state. This suggests a constantly 
increasing net retained earnings on current account (the General 
Fund) and a constantly increasing capital base for the economy on 
permanent account (the Permanent Fund) .
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Seen in this light, all state expenditures from the General 
Fund must be as productive and qualitative as those made by the 
Permanent Fund, and the two must be part of the same planning •
process. Otherwise, one will cancel the economic impact of the other.- 

Finally, the net retained earnings flowing into the Permanent 
Fund are an equity base which can leverage substantially greater 
short- and long-term liabilities from the worldwide capital mar­
ket, as does the World Bank. The following crude income and 
expense statement and balance sheet for the state as a public 
enterprise suggests these ideas graphically.

THE STATE AS A PUBLIC ENTERPRISE 
Income and Expense Statement

Annual State Income from 
Individuals, Businesses, 
and Oil Revenues

General Fund Current 
Social Overhead 
Expenditures and 
Infrastructure 
Investments

Permanent Fund Annual 
Retained Earnings of 
the People; Annual 
Cun Ljl. l. but ion to Net 
Worth for Future 
Investment
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Balance Sheet
Current Assets

Fixed Assets

Current Liabilities: 
Annual Expenditures 
for Social Overhead

Long-Term Liabilities: 
State Bonds to Finance
Infrastructure

Permanent Fund 
Long-Term Bonds

Permanent Fund Net Worth

B. The Impact of Tax Policy on Alaska's Economic Development- » •
Alaska is in a unique position with regard to its revenue 

structure in that the vast bulk of its revenues are not derived 
from taxes borne by individuals or businesses native to Alaska.
A serious future problem, however, is whether Alaskan residents 
and resident. businesses will be able to support through tax 
revenues an expenditure level generated during the salad days of 
high oil royalties and other natural resource taxes. Massachu­
setts once again is an unfortunate illustration of the fact that 
although expenditures rise to meet revenues they do not automat­
ically decrease when a revenue base begins to shrink or disinte­
grate. Given the fact that the oil revenues to Alaska arc "tempo 
rary," if the tax burden in the future is not to fall abruptly
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and harshly on residents and resident business of the state, ex­
penditure levels must be controlled now. For, although it is 
clear that expenditures are the driving force in the expenditure- 
revenue connection, in a highly competitive worldwide market, the 
level of taxation is the factor of state policy which most dis­
courages private market investment in individual states.

Once again, Alaska is unique in relation to other states in 
that it has relatively low individual and business tax (because ' 
of the current high level of state income from oil revenues). 
Should the situation dramatically change, however, as it has in 
Massachusetts, primary industry which can locate elsewhere will 
do so. •

In order to understand the impact of the level and structure* 
of taxation on economic development, it is important to dispel 
two myths and underscore one reality.

Myth 1: Tax Incentives Offered by State Governments to Pri­
vate Business Do Not Stimulate Economic Development. Rather,
They Represent a Gift or Equity Grant Directly to the Private 
Business. A review of the economic literature and business ex­
perience demonstrates that tax incentives granted by state gov­
ernments arc too small to affect the business judgment of corpor-%
ations. Thus, since the tax avoider would have made the business
investment in any event, the result is simply to grant, as a gift



to the business firm, tax revenues which the state would other­
wise have collected. The business firm incurs no expense it 
would not have chosen to incur anyway, but receives additional 
income in the form of tax forgiveness. This represents a direct 
contribution to the net income of the business firm.

Since tax incentives represent a direct transfer of other­
wise collectible state revenues to the private firm, it is easy 
to understand why business groups are highly supportive of such 
tax incentives.

Tax incentives are simply a beggar-thy-neighbor contest be­
tween states, in which each state seeks to outbid its neighbor 
without affecting any real economic activity.

Myth 2: The Level of Corporate Taxes is Not a Significant
Real Factor in Stimulating Economic Activity in the State.
First, all corporate taxation represents a very small cost of 
doing business. Second, 50 percent of corporate state taxes are 
paid for by the federal government as a deduction against federal 
taxes. Third, in most instances, corporate taxation acts as 
a sales tax— that is, it is passed on to the consumer. For 
example, the Alaska oil royalties and taxes are directly 
passed on to the consumer; moreover, they are not borne by 
Alaskans. In fact, most primary industry anywhere
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tends to be export industry and passes on its corporate tax to 
consumers throughout the world, whereas distributive industry 
passes its corporate tax to local consumers. This inhibits eco­
nomic development only to the extent that the incidence of taxa­
tion unduly raises the cost of living, and hence the cost of 
labor, in the state.

Reality 1; The Critical Aspect of State Tax Policy as It 
Affects Economic Development is the Level of Personal Taxation, 
Its Impact on the Cost of Living in the State, and Therefore on 
the Cost of Labor in the State. Labor is the single largest cost 
of production for any business enterprise. (This is clearly true 
outside of Alaska, but once again I hesitate Lo jump too quickly 
to the conclusion that what is true elsewhere is automatically 
true inside Alaska. Alaska's harsh climate, enormous internal 
distances and difficult terrain, as well as great external dis­
tances from world markets may mean that other- costs of production 
are disproportionately higher in Alaska than in other parts of 
the world, and that labor represents relatively a smaller propor­
tion of the costs of production.) Therefore to the extent that 
state taxation significantly increases the cost of living and 
hence the cost of labor, it significantly increases the cost of 
doing business in the state.

Again, the level of taxation is only significant to the



extent that the industrial or economic base of the state is at 
all footloose. Obviously, the entire distributive sector of the 
economy is dependent on primary industry and is essentially a 
captive of the state economy. Similarly, to the extent that 
basic industry is dependent on natural resource development, it 
too is a captive of the state economy. The level of state taxa^ 
tion on natural resource development will affect economic activ-- 
ity only to the extent that it bids up the cost of production and 
therefore the price of the product beyond a competitive world 
market price.

Once again, Alaska is in a unique position— quite different 
from that of, say, Massachusetts, which does in fact lose a sub­
stantial amount of its industry just over the border to New Hamp­
shire because the basic differential costs between the two states

• • •
are the levels of state taxation.

• At present, therefore, Alaska has some margin of taxing 
freedom, given its relative isolation, its relative dependence on 
the governmental sector, on natural resource basic industries and 
on a captive distributive sector. However, should Alaska's long­
term economic plan require the development of a value-added basic 
and secondary industry, it will become much more subject to 
shift-share competition between the states. .

As with expenditure policy, Alaska stands out in comparison 
with other states in that its tax structure does not appear to
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discourage economic development. However, as Alaska moves toward 
a diverse, stable economy, the influence of its taxation policies 
on economic activity will probably become much greater and more 
like that of states in the lover 48.

, • i

C. Regulatory Policy as It Affects State Economic Development 
In analyzing the impact of state regulatory policy on eco­

nomic development, it is important to distinguish between real 
economic activity in the goods market and financial activity in 
the financial markets.

On the one hand, state environmental policy, land use policy, 
transportation policy, energy policy and labor policy all involve 
regulations which affect the real costr of doing business in the 
state. Often the costs imposed on economic enterprise are not the 
costs of the policies themselves but the cost in lost time due to 
the procedures by which the policies are implemented. It is 
often possible for a state to reduce the ccst of a regulation 
through a change in process without modifying its substance.

On the other hand, the impact of state regulatory policy on 
state-chartered, privately-owned financial intermediaries directly 
affects the flow of capital to enterprises in tne state. This 
issue is central to the question of how to design and structure 
an Alaskan Permanent Fund. In line with the aim of invoking the
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most efficient, cost-effective solution which involves the great­
est return and the least cost or risk, a public policy which 
would achieve economic development goals through administrative 
stimulation of the flow of private capital rather than through 
public investment would appear to be more cost-effective. Two 
critical issues require careful consideration here. First, is it 
a realistic possibility to shift the flow of private assets 
through administrative action in ways which respect the sometimes 
conflicting goals of prudence, profitability, and economic public 
policy? Second, if it is, is such a solution actually in the 
public interest?

There are two principal ways in which public administrative 
intervention might be able to shift the flow of private financial 
assets in order to carry out a public purpose while still meeting 
the tests of prudence and profitability: the first is to change
the rules of the regulatory game; the second is for the govern­
ment to act as a public entrepreneur to create a new financial 
intermediary which will be either initially or eventually 
privately owned. .

1. Changes in the Regulation of Asset Management of 
Privately Owned Financial Intermediaries in Order to Stimulate 
Economic Development. First, let us look at state chartering and 
regulation of financial intermediaries such as life insurance
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companies, commercial banks, savings banks, savings and loan 
associations, and credit unions. Initially, states chartered 
these financial intermediaries in order to contribute to the de­
velopment of the economy of the state and its communities. As 
these financial institutions suffered collapse and failure in 
various recessions and depressions over the years, states became 
less concerned with how the assets were invested in economic de­
velopment than with protection of liabilities due depositors.

I suggest that a review of ways in which state regulation 
could be amended to stimulate the flow of assets is a very fruit­
ful avenue for further c :ploration. Such a review should be un­
dertaken in close collaboration with the financial industry it­
self, for there are many ways (as we have found in Massachusetts) 
to modify regulations affecting asset management that are mutually 
attractive to both the state and the financial institutions them­
selves.

In Massachusetts, by way of example, we discovered that only 
one Massachusetts corporation, Gillette, was an eligibile invest­
ment for the $25 billion state-chartered thrift industry. Through 
a collaborative process of Massachusetts industry, the thrift 
institutions, the banking commission, and the legislature we have 
now amended those regulations so that all Massachusetts corpora­
tions above $25 million in sales are eligible for investment. We
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did this in ways which protected depositors, provided a profitable 
return to the financial institutions, and did not compromise the 
availability of the assets of these institutions for housing • 
development.

2. State Government as a Public Entrepreneur to Create a 
New Financial Intermediary Either Initially or Eventually 
Privately Owned. A second way in which the state might stimulate 
the flow of private capital to further economic development goals 
is for the government to act as a "public entrepreneur." This 
means the creation of a new financial intermediary which is either 
initially privately owned, or initially has some public capital, 
but eventually becomes wholly privately owned.

From a private market standpoint, there may well be suffi­
cient return on investment coincident with risk if only such an 
institution could be put together at a sufficiently aggregate 
scale. Such a private development finance intermediary may well 
provide risk-pooling and information and transaction cost pooling 
that is diseconomic for any single existing institution. Yet, it 
may not be worth the cost for a single private financial institu­
tion to undertake the promotion of such a new development finance 
intermediary.

In such circumstances, the government may undertake the for­
mation of the private institution as a public entrepreneur in
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order to benefit from the public externalities of increased jobs,
increased individual and corporate tax receipts,, and reduced
welfare and other social overhead costs. That is precisely our
recent experience in Massachusetts in entrepreneuring the $100 

• • . 
million Massachusetts Source Corporation, to be owned wholly by
the Massachusetts insurance industry, and the Central Development
Facility, to be wholly owned by the Massachusetts banking industry,

The key public question is; Will the institution be account­
able to produce not only its private return on investment, but the 
public return as well? The answer lies in careful legislative 
chartering of the institution to ensure that there is adequate 
reporting and legislative oversight so that its activities may be 
monitored to see that the public purposes are achieved. .

One Example; An Alaskan Central Bank for Local, Cooperative 
Banks and Credit Unions. One such institution which might con­
tribute to rural community and regional economic development in 
Alaska would be an Alaskan central bank for existing rural unit 
banks or new cooperatively owned full service deposit institu­
tions chartered by residents of small towns in the state. .
If the central bank of sr .1 a network is well designed, is able 
to borrow in international markets, and has very strong manage­
ment, yet is owned by its member local institutions, it can be a 
vehicle to supply whatever capital is demanded locally to meet
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housing, commercial and industrial development. Local sensitiv­
ity to local needs and how to meet them is coupled with sophisti­
cated management and capital access at the central state level.
Good models for such institutions exist as close as the British 
Columbia Central Credit Union, and as far away as the German D,G. 
Bank. Both institutions are models of local initiative and coop­
erative ownership coupled with centralized managerial and capital 
efficiency. They have provided the model for the recently con­
stituted Central Development Facility in Massachusetts.

Similarly, the U.S. Federal Farm Credit System provides the 
model for the creation of a network which is initially publicly 
capitalized but which over time is purchased by the users them­
selves. The Farm Credit System was initially 100 percent federally 
owned and is now 100 percent owned by individual farmers and 
ranchers working through local cooperative institutions throughout 
the United States.

In summary, I strongly urge a careful review of existing 
state regulations with regard to asset management of state- 
chartered financial institutions, and a collaborative effort with 
those institutions to dc .ermine if there are ways in which the 
state might either modify regulations or act as a public entre­
preneur to create a new privately owned financial intermediary 
which, under discreet legislative oversight, would contribute to 
the overall economic development plan of the state at cost to 
the treasury.



E. Choosing Among Kinds of Public Investment: Which is More .
.Equitable or Efficient, a Public Investment Made Through the Tax 

System, or Made Through a Grant or Subsidy Administered by the 
State Bureaucracy, or Made Through an Investment in a Development 
Bank?

Finally, before we leap into a detailed consideration of the 
Alaskan Permanent Fund as a development bank, it is important to 
realize that a public investment in economic development by the 
state of Alaska could be made in any one of three different forms, 
each of which has different consequences in terms of its relative 
efficiency and equity. They are;

(1) Tex incentives, more properly called tax expenditures, 
such as an investment tax credit, in which the legislature chooses 
to forgo tax revenues in order to try to stimulate capital invest­
ment in either a particular location or a particular scale of 
enterprise or a particular sector of economic activity;

(2) Grants and subsidies administered by bureaucrats such 
as the ten revolving loan programs now existing in Alaska, in 
which the legislature appropriates funds to the executive to be 
funneled by bureaucrats in order to try to stimulate particular 
kinds of economic activity in particular areas; and

(3) Independently chartered public development banks such 
as the proposals for the Permanent Fund, which are capitalized by
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a public investment, authorized by the legislature, and adminis­
tered by the independent board and a professional staff.

Each of these three forms of public investment has different 
consequences from an equity and efficiency standpoint in terms of 
their capability to carry out their specific public purpose.

Tax Expenditures, for instance, are subject to very limited 
governmental oversight. Once established by authorization of the 
legislature, they require neither annual appropriations by the 
legislature nor executive management. They do, however, cost the 
taxpayers as much as a similar program financed by an adminis­
tered grant through annual appropriations. Tax expenditures are 

• thus a favored form of public investment by special interest
groups and most private enterprise, especially since their appli­
cation is initiated by the tax avoider rather than by the legis­
lature or executive. Most academic analysts agree that their 
economic impact is generally questionable from an efficiency 
standpoint, in that the tax expenditure is generally too little 
and too late. Moreover, from an equity standpoint, tax expendi­
tures tend to favor rich individuals and corporations over poor 
individuals and mall businesses, especially those located in 
depressed areas.

Grants and Subsidies administered by the state bureaucracy, 
on the other hand, are often criticized because they require too
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much legislative and executive oversight, 
may be more equitable in that they are accessible to 
enterprise, lower-income persons, and poorer regions .
however, academic and entrepreneurial analysis agree on the rela­
tive inefficiency of this form of public investment, which usually 
operates with little or no sensitivity to the marketplace and a 
very high administrative cost. Given this inefficiency, even the 
equity argument is weak, because the designated public purpose is 
often not carried out.

It is my understanding that the ten existing state revolving 
funds, which would fall into this category, have recently been 
subject to just such criticism. I would suggest that, as a part 
of Alaska’s economic development planning, the revolving loan 
funds be carefully reviewed in order to determine if in fact they 
are carrying out their public purposes. I would further suggest 
that serious consideration be given to shifting their operation 
from that of a bureaucratically-administered revolving loan fund 
to development finance intermediaries which might be operated as 
subsidiaries of the Alaskan Permanent Fund.

Finally, Development IJanks, such as the Farm Credit System 
at the federal level, or state housing development finance author­
ities at the state level, tend to operate at a relatively high 
level of efficiency and market sensitivity, but may suffer from



more conservatism than public policy warrants and from insuffi­
cient executive or legislative control.

At this point I do not propose to make any absolute judgment 
about the relative equity or efficiency of any of these three 
forms. Rather, you need to recognize that each of these forms of 
public investment has its own relative costs and benefits which 
need to be carefully weighed in making specific decisions about a 
specific kind of public investment to carry out a specific public 
purpose. In different circumstances each of these forms will be
more or less efficient or equitable in contributing to a specific• •
piece of the overall economic plan of Alaska.
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III. STRUCTURING THE ALASKAN PERMANENT FUND AS ONE TOOL
IN ALASKA'S OVERALL ECONOMIC DEVELOPMENT PLAN

—

If we decide that the Alaskan Permanent Fund operating as an 
Alaskan development bank is one appropriate mechanism for dealing 
with certain aspects of Alaska's overall economic development, 
our task then is to structure the Permanent Fund so that it does 
what we want it to do.

It is worth reemphasizing that we cannot even consider this 
task until we have decided that: .
. * the economic development problem to be addressed is

not a problem in the goods market, but a problem in 
financial markets? • , .

* it is not a problem created by some existing form of
public intervention which should be undone;

* it is not a problem which is best solved by adminis~
trative regulation of the flow of private market 
financial assets? and

* if there is to be a public investment, it is not a
problem best solved by a new tax expenditure or a 
new bureaucratically-administered grant or subsidy 
program.

As noted in the beginning of this memo, development finance 
is the form of economic intervention that poses the highest risk.
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It is therefore the .last solution to be considered--only af ~er 

having considered and either used or rejected all other forms of 

public intervention . 

In designing the Permanent Fund as a development bank, there 

are four central questions we need to answer: 

* First, what shoul~ be the limited goals of the Alaskan 

Permanent Fund within the framework of Alaska's overall 

economic development plan? 

• 

Second, what shoul d be the legal struc ture of the 

Alaskan Permanen t Fund so that it is equitable and 

efficient in carrying out those goals, and yet account­

able to the executive and l egis l ature? 

Third, what board and staff management structure is 

best suited to carry out these goa ls? 

* Fourth, what capital structure i s necessary to ensure 

that the Alaskan Permanent Fund has the financial cap­

ability to achieve its purposes? 

In addressing these ques tions, I have first approached the 

problem in general; then I have compared it particularly with the 

two drafts of the Alaskan Perrnar.en t Fund available to me, .HB-298 

and llB-300. 

'fhe conunents that follow lire in tended to help clarify, or 

rai se additional questions about, a basically sound draft doct~ent. 
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·1". 
In order to be sure ·'that I understand the meaning · of. particular 

words and· phrases in · these draft bills,· and perhaps t~ be of some 
' assistance to you in making their meaning unambiguouous·, I've 

I I I I 1j 

done a rather thorough exegesis of the key provisions. !n all 

cases, I refer · to the draft of HB-300, unless I particularly note 

HB-298. 

A. What Should be the Lir .ted Goals of the~ Alaskan Permanent 

Fund Within the Framework of Alaska's Overall Econom·ic Develop-

ment Plan? 

Almost all· development bank proeosals are initially marked 

by thre~ serious problems: confusion of goals, trying to do too 

many things at 'once, and "assigning to the development bank respon­

s~bility for delivering' more. than it is capable of delivering. 

In considering any new d~velopment bank, we need first to remember . . 
that this new development finance institution, like any financial 

intermediary, , can operate only on the supply side of the economic 

r JUation . . second, international and domestic experience make it 

clear that we should be precise in defining the goals of the in-

stitution and modest in our expectation of its impact on state, 

regional, or community economic development. Final ly, if the r e 

are separate goals in terffis of the cost or avail ability of cap­

ital, these separate goals should be implemen ted (as we shall see 
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in our discussion below) through separate arms of the development 

bank which are capable. of differentiating risk, sources and uses 

of funds, and sp~cialized management capable of achieving those 

specialized ·goals. In assessing the· goals of the Alaskan Perma­

nent F~nd in light of these principles, it is most useful to look 

beyond the general purposes articulated in Section 10 to the more 

specific investment criteria in Section 40: 

Investing Only in "Income-Producing Investments~ (Section 10 

and Section 40) is the single most important investment criterion 

of the Perman~nt Fund. Permanent Fund investment strategies 

should also be organized to bring private judgment, at p~ivate 

risk, to jcint venture in most projects in order to ensure that the 
I , .. ... • ' • • 4 • • • • 

in.vestments are soundly planned, managed and overseen. · This key 

provision recalls our "First Principles," pages 7-11: public interven 

·-ti.on 'through a development finance ~ntermediary to stimul~te' economi 

development is warranted not because investment opportunities are 

unsound, but because from the standpoint of opportunity cost, the 

private market has opportunities to employ its resources at 

greater return or lowe r risk than, as a public purpose, the state 

may be able to afford. Moreover, as we noted earlier, the i ssue 

is seldom the cost of capital, but rathe r, its availability. 

Therefore the Alaskan Permanent Fund will rnrely be war ranted, as 

a development bank, in offering subs t antial balow-mark~t interest 
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rates. The costs of capital, like state and local taxation, 

represent a very small percentage of the cost of production; an4 

differential rates in the cost of capital seldom make ' the margin 

of difference in the economic viability of the enterprise. Yet 

the problem of the availability of capital for new technology 

deve lopment, or for small- and medium-sizep commercial and indus­

trial enterprise, or for community-based enterprise, is often a 

serious public policy problem. 

Should it be determined that some form of subsidy is essen­

tial f~r certain large-sca le · infrastrubture developments, or some 

community developroent or rural housing development projects, that 

subsidy should be provided by the General Fund, as our earlier 

discussion and Section 130 (4) suggest. 

The rest of our analysis of the goals of the Permanent Fund 

i s most easily done by a careful review of the three essential 

investment criteria for (1) investment-grade securities, (2) pro­

ductive private enterprise , and (3) community deve lopment . This 

analysis conveniently fits our earlier discussion of potential in­

vestments f or the Permanent Fund on pages 11 through 23. 

l. Inves tmen t-Grade Securities: 

Section 40 (1) provides that 111\t I.eas t 40 Percent of the 

Resources of the Permanent Fund Shall be Invested in Investment-
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Grade Securities." (Section 10 (1)) This is a sound provision 

for two reasons (to which we have already made reference): 

First, because development banks operate only o~ the supply 

side of the investment equation, it is not all cl~ar what the 

capability of the Alaskan economy .ts to absorb Permanent Fund 

investments either for longer-term capital investment in produc­

tive private ·enterprises or for conununity development projects . 

Therefore, all capital which cannot be reasonably absorbed under 

those two categories should be invested in investment-grade secu­

rities. It is important, however, that a sufficient percentage 

of those investments be made in sufficiently liquid securities so 

· that they will be available, when needed , for investment in pro-

ductive private enterpr.i.se~ or community development projects. 
• • 

s .econd, this 40 percent investment in investme~t-grade securities 

not only "preserves the Permanent Fu nd 's capital for future gen~ 

' erations" (Section 10 (6)), but also acts as a kind of secondary 

reserve for ·the potentially high-risk investments in productive 

private enterprises ar\d community development projects. 

2. Inves tments in Productive Priva te Enterprise 

Sect.ion 40 (2) provides that "'l'he Permanent Fund May Invest 

No t More Than 30 Percent of its Resources to Provide a Reasonable 

Propor tion of ~anger-Term Inves tment Capital for Financing the 



I) 

Es.tablishnie.nt, .Improvement, and Expansion of P1:oductive· ~rivate 
f.1 

Enterpi:i~ Which Will ' Benefit Alaskans, .. and for Which Sufficient ., .. 
" 

• ' I 

C~p~tal is Not Availnble From Other Sources on Reasonable Terms. 

These Investments May· Take the Form of Equity, Deb~, or Debt 

Guarantees." 

Each of the above underlined phrases is sufficiently impor-

tant to warrant individual conunent: 

"Not More Than 30 Percent" suggests a reasonable and realis-

tic upper limit of risk in terms of the availability of public 

development capital subject to demonstrated real demand for it ~ 

It is never possible to be rigorously preci9e in measuring the 

capital gaL for publicly-needed capital. Development banks are 

best constructed to meet a reasonable demand and then organized 

in such a way that they are demand-sensitive, so that if there is 

a demand there is capital available . If such capital is not 

available, there is of course the alternative of adjusting the 

balance in investment-grade securities. 
. . 

"A Reasonable Proportion" suggests that the Permanent Fund 

should not invest other than in collaboration with private finari­

cial intermediaries. Federal, state and l ocal as well as inter-

national experience strongly support the idea that the public de­

velopment bank investment is likely to be more sound if it is 

made on a joint venture bas is with the private market. 
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order to either reduce the risk or increase noted 
• 

earlier, the key isRues here are to develop ~hat joint venture in 
'· 

ways which do not undul~ sh:!!f,t the risk to the Permanent Fund and 

. the rewards to the private market. 

The very scale of such under~ai' ings, and the relative risks 

_ inv~lved, would require that the inves~ments be made directly by 

the Permanent Fund in a fashion not dissimilar from those large-

scale investments undertaken by the Canada Development Corpora-

tion. The Canada Development Corporation is an important model 

for the Alaskan Permanent Fund, not only for purposes of undertak-

ing such large investments but also in order to ensure that the 

ownership of such large-scale enterprises does in fact become 

Alaskan rather than foreign-owned. The Canada Development Corpor­

ation, created in 1971, has had a mixed recn~d worthy of your 

more careful consideration. 

b. The development of new technologies essential to the 

refining and production of value-added manufacturing of 

renewable or nonrenewable resources in Alaska before 

export. 

This is a second instance in which the Alaskan Permanent 

Fund may need to "supplement private investment when sufficient 

private capital is not available on reasonable terms and condi-

tions." The development of these technologies may require invest-

ments by the Permanent Fund either in Alaska or outside of Alaska. 
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private market ls 9enerally 1 q~ite capable of filling 

need. Second, the state has limited capability to influence 
' ' 

short-term cyclical changes in worldwide markets or federal fis-
11 • ' · . ' • 

cal or monetary policy {in this regard, I trust the phrase "seek 

to smooth the cyclical pattern of growth of th"? Alaskan economy" 
' I • 

(Section 10 (2)) refers to lo~g-term redress of cyclical problems 

·in the Alaskan. economy resulting fr9m overdependence on nonrenew­

able resources, and does not refer to short-term business cycles). 

Third, it is only in the longer-term capital markets that any cap­

ital gaps critical to overall state economic development arise. 

"Establishment, Improvement and Expansion": Paqes 11-21 of this 

paper, I outlined three kinds of investment opportunities where . . . . -the establishment, improvement or expansion of sound, income-

producing, productive private enterprises of benefit to· Alaskans 

may not have sufficient private capital available on reasonable 

terms or conditions. These three kinds of investments include: 

* sound investments in Alaska's renewable and n·onrenew-

able resources which diversify the Alaskan economy but 

which are too large for private enterprise to finance 

on its own at a sufficient return coincident with other 

available risk opportunities; 

* the deve l opment of new technologies essential to the 

rPf ining and production of value-added manufacturing of 
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• 

renewable or nonrenewable resources in Alaska 

export; and 

support for the retention and expansion of medium- and 

small-sized busin~ss enterprise by ensuring access 

through commercial and savings banks to adequate inter-

mediate and long-term · expansion capital. 

In each instance , there· needs to be a rigorous analysis of 

the economic and financial· soundness of the sector, the r easons 

for lack of adequate private marke~ capital availability (if it, 

in fact, exists), and the relative benefits and returns, costs 

and risks of public intervention through the Permanent Fund. 

"Productive Priv21te Enterprises" appropriately requires that 

investments only be made in financia~y sound enterprises which 

are also income-producing, job-producing , r evenue-producing, and 

contributing i~ real economic terms to the Alaskan economy. 

"Which Will Benefit Alaskans•t is a vital phrase requiring 

that the investments made in enterprises that are not only finan­

cially sound but also in which the econom~c benefit to the resi­

dents of Alaska is greater than their economic cost to the state. 

This critical issue will be discussed in detail under "Legal 

Structure and .Accountability," pages 59-67, below. 

"Not Available from Other Sources on Reas onable Terms" is 

also essential to ensure that any public investments made by the 
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Alaskan Permanent Fund are complemP.ntary to · thE7 private market­

place and supplement private capital because of the p~blic bene-

fit derived by the residents of the state. However, as we· 'have ,, 

already noted, such collaboration between public anc private cap-

. ital must be reasonable and fair on both sides. 

"Equi~ is essential to the creation of new enterprises and 

new technologies, as well as to the expansion of substantial, 

l arge-scale en~ :erprises which are necessary to the diversif ica-

tion of Alaska's renewable and nonrenewable resources. 

"Debt and Debt Guarantees" are the modes of investment .most 

necessary to collaborative support with commercial ' banks, savings 

banks and credit unions in increasing the availability of inter-
. .. -

mediate and long-term expansion capital to medium- and small-

sized enterprises. 

3. Investment in Community De~velopment 

Section 40 (3 ) provides that "The Permanent Fund May Invest 

N0t More Than 30 Percent of Its Resources in Financing a Reason-

able Proportion of the Longer-Term Investment Capital Needs for 

Community Development Projects of Municioalities and Public Cor-

E£_rute Entities and Private Dwel lings in Alaska for Which Suffi­

cient Financing is Not Avai l able from Other Sources on Reasonable 

Terms . These Investments May Take the Form of De bt or Debt 

Guaran tees ." 

' 

.... 
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. I!. . 
Again, I want to amplify the meaning and corroborate the 

'" . soundness of underlined phrases in light of regional· and commun-
• . ' I; , . 

' . :. . 
i~y economic development exper~ence in the United States, Canada ; .. 
Europe, and Third Wor ld countries . 

''Not More 'l'han 30 Percent" is an important limitation for 

two reasons, wh~ch my own work in community economic development 

has often made painfully clear : First, c ommunity development 

finance is very high-risk investment activity. Second, there is 

a seri ouz problem in finding a sufficient d eal flow of projects 

which are sound both financially and in terms of their community 

economic imr3ct. Part of this is a market problem and part is a 

management p1oblem. Low-income areas, by definition, have a more .. 
' . 

l imited capability to support economic activit y . Therefore, 

heavy emphasis should be placed on the development' of community 

pro j ects with a strong export market , which generate st~ble, 

steady jobs i n the local community by importing sales revenues 

from outside the community . Finding adequate managerial talent 

i s a far grenter con~unity economic d eve lopment 

than fin~ing adequate capital. The Permanen t Fund h as the tough 

responsibil i ty of ensuring that community development projects 

are adcqua t ely managed as well us adcq1w tely funded . It must 

help mobilize t hat nmnagcment capability as well as capital. 

"Reasonable Proportion" i s also a phrase with particular 
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-importance to· co~unity development activities.· P.i·rst of all, 

suggests that in ev.ery ~~~t~nce the Permanent Fund should be 
r\ ~-.. " 

~·· 
joint venturing either with a municipality or with a regional or 

I 

cct'munity 'development c9rpora_tion or cooperattve which 

•would put up a significant amount of the financing. I have 

·already noted .Alas'ka' s unique opportunity to co-venture with 

~egional corporations. 

I t..0 

It also suggestu joint ventures with priyate entrepreneurs. 

Some of th.e most successful communitv development efforts in the 

lower 48 today involve creative financial and managerial collab­

or~tion between community development corporations and private 

investors--the Kentucky Highlands Inve~tment Corporation, the 
. . . 

Delta Foundation, Harlem Commonwealth Council, and Bedford-

Stuyvesant Restoration Corporation. All of these models and the . . 

history of their experience deserve the careful attention of the 

legislat~re in designing the Permanent Fund's community develop­

ment investment structure. 

"Longer-'l'erm Investment Capital •t, or "patient money,'' is es-

sential for successful community development projects. The need 

for extensive managerial assistance, for developing markets over 

a long term, for infrastructure investment, all add to the cost 

and to the time frame over which community development pr.ejects 

arc likely to have a profitable payout. Often, the private market 
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is willing to put up 'the short- and intermediate-term financing 

if municipali~i~s, public conununity development corporations and 
,.',:~ ! 

the Permanent Fund provide sufficient longer-term equity and debt 

financing. · ' . 

"Community Development Projects" would (based on the ~xperi-

· ence of conununity development organizations in the United States 

and overseas) encompass at least three· major categories of activ-. . . 

ity: export industry, local commercial and housing services, and 

social overhead capital and infrastructure development. To the 

extent that the Permanent Fund participates in any of these three 

areas of activity, it must meet its essential goal of investing 

only in income-producing pr~jects. 

' In the case of social overhead capital and infrastructure 

development, a subsidy will be necessary either from the General 

Fund or from a local municipalit y or public community development 

corporation. 

Similarly, conunercial and housing services essential to 

local t'•f"\mm11n; .,....,, '10,r.o , nnmo n ... , ,,; ... 1 l .. _,,..en be sorn .. ~·.·.•h •• ;:!t p .. ro .... ~ ................. • ou~ in --··-··-··--..z --·---r···-··- ··- - - - - - - - -
ter~s of the capability of deve loping a substantial cash flow, 

given the relat ively low income of the local service area . In 

order to put together a sound overall package, it may be neces-

sary for Permanent Fund investments to be paired with subsidized 
. . 

gr3nts from the General Fund or from local municipalities. 
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I • 

in which the case of exp~rt industry, 
.:: ., I 

, ! 
' ·are employed in enterpr:j.ses which sell to a "foreign," market .• 

side the local ~rea, is the likelihood of a strong, 

producing ihvestment·most assured. 
I • 

"Municipalities" are essential co-venturers with the Penna-
' 

nent Fund where social overhead capital and infrastructure invest-

ments are required. 

"Public Corporate Entities" I take to include regional and 

local development corporations and cooperatives. 

"Private Dwellings" has ' a strange ring. The implication 

·seems to be that individual local businesses are ' excluded from 

direct financing by the Permanent Fund for community development 
• 

. projects but local individual homeowners are not. Based on ex-

perience in ·the lower 48, serious consideration ought to be given 
• 

to financing local housing development through a community devel-

opment intermediary as well. 

"Debt or Debt Guarantees": This is a serious flaw in the 

design of the Permanent Fund. The Permanent Fund should be f~ee · 

to make equity investments in community development, as well as 

in productive private enterprises. 'l'he exp"~rienc~ of the most 

successful community deve lopment organiz iltions in the United 

.States confirms this judgment. The essential financial ingredi~ 

ent of successful CDCs is their ability to m~~e equity investments 

)' 

... 
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in enterprises in order to have 
"".f. 

adequate control and in order to 

ensure that they are soundly and patiently financed. 
I • 

Alaska iE. in a somewhat exc:eptional position, with many 

' stantially funded regional community development corporations 

which can take much of the equity position for conununity develop-

ment projects on a joint venture basis with the Permanent Fund, 

Nevertheless, such pioneering state community development banks 

as the Massachusetts Community Development Finance Corporation, 

with their capaci~y for making equity investments in conununity 

development as well as for handling debt ard debt gua rantees , 

d~serve careful consideration by the Alaskan ~ennanent Fund. ·This 

power need not be used frequently, but it is essential that it is 

available to the Permanent Fund. 

B. What Should be the Legal Structure of the Alaskan Permanent 

Fund So That It is Most Equitable ~ ,d Efficient in Carrying Out 

Its Goals, and Yet Accountable to the Executi ve and Legislat~re 

for Achieving Its Public Purposes? 

We have already noted that the great virtue of development 

banks is their abil ~ty to operate at a relatively high l evel of 

efficiency and market sensi ti vi ty. ~J~h is strength, however, is 

counterbalanced by the tendency of development banks to operate 

more conservatively than public policy may warrant and (sometimes) 
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to be designed with insufficient executive or. legislative bver­

sight. Care at this early stage in the design of the Alaskan 

Permanent Fund can help to ensure that the strengths of the Fund 

as a ·development bank are maintained while i~s ve~knesses are 

minimized. I cannot emphasize too strongly the importance of 

integrating the Permanent Fund into an over~ll economic develop­

ment plan. It is but one of many tools for achieving--and sus­

taining--a sound economy in Alaska. 

S~ction 20 properly .structures the Permanent Fund as "a pub­

lic cor~oration of the state and an instrumentality of the state 

within tbe Department of Hevenue that has « legal existence inde­

pendent of and separate from the state • ••. " Section 90 

"exempts" the Permanent Fund "from the provisions of the Execu­

tive ·Budget Act," Witho~t knowing the particulars of the Execu­

tive Budget Act, I presume that· this provision frees the Alaskan 

Permanent Fund board and staff to make decisions with regard to 

invest i ng principal and whatever portion of income is necessary 

either for administrative overhead or for res;rves without annual 

executive or l egi s l ative approval. Finally, Section 100 places 

"the president, officers, and staff of the Permant?nt Fund in the 

exempt service." 

It is absolutely essential that the Permanent Fund, if it i s 

to be efficient in carrying out its public purposes, be fr e e to 
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{ ' 
hire th~ highest ·caliber · professional staff at competetive world-

·, 

wide market. rates--free of the constraints of Civil Service an~ 

of either political or bureaucratic manipulatio~. Similarly, the 
. . . 

policy board of the Permanent Fµnd must be able to r 'eward it~ 

president and staff for successful performance according to mar-
' 

ket standards, and fire that president and staff at wi~l. Plac­

ing the personnel in the exempt service is essential to sound 

operations. Similarly, placing the Permanent Fund "in but not 

of" the Department of Revenue and making it exempt from annual 

approval of its investment decisions is also essential to its 

·efficiency, PROVIDED THAT there are careful controls built jnto 

the statute of the Permanent Fund which ensure complt'!te ann'ual 

reporting and review of the investment activities of the Perma­

nent Fund by both the legislature and the executive. This annual 

reporting and review must include both the financial soundness of 

its investments and their economic impact, and provisidns must be 

defined which ensure that the investment planning of the Perma-

nent Fund is consistent both procedurally and substantively with 

the overall economic development planning o! the state. 

In this regard , I prefer the language of Section 60 (10) in 

HB-300 over the comparable l~nguage in. HB-298. The policy board 

should be required by statute to "present a complete report of 

investment programs , plans, performance and policies to a joint 
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meeting of the Senate and House Finance Conunittees of the legis­

lature within 30 days after the beginning of each session.- It 

should not read merely "prep~red to present." 

The independent professional judgment that is essential to 

making tough investment decisions and the resulting market sensi­

tivity of a well-structured public development bank such as the 

Alaskan Permanent Fund is, as I have noted, a conservatizing 

influence over tine. It requires a more sophisticated form of 

accountability than simple financial accountability. Some form 

of dual accounting is called for. First, there must be simple 

accounting, according to conventional financial standards, of the 

ability of the Alaskan Permanent Fund to make prudent investments 

and receive an appropriate return on that investment. Because 

the Alaskan Permanent Fund is capitalized by a dedi cated invest~ 

ment of public revenues, this public investment requires, however, 

an additional public measure of return on investment in terms of 

the external bene fits to the economy as well as the internal rate 

of return to the development bank itself. Some of these external 

benefits can be measured ns the fi sca l return to the state in 

both reduced social overhead costs a nd increased ~ax r evenues. 

There are serious technical problems in properly ~ssig11in9 both 

costs and benefits, but this is an area in which considerable 

pioneering is essential if we arc to determine whether or not our 
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projections for the Fund's economic impact and financial sound-

ness have in fact been met. 

I suggest, therefore, that Section 150 be amended to provide 

for an annua~ report which nccounts for economic impact as ~ell 

as the financial soundness of investments made by the Permanent 

Fund . This economic impact accounting should incorporate ope.ra­

tional principle number 8, which requires that "the Permanent 

Fund sha ll analyze t he economic and other effects of an invest-

~ent decision, by including the effects on employment, income 

dis t ribution, environment, ~ealth, social and othe r factors. 

The Inter-American Development Bank and the World Bank have 

developed techniques of cost-benefit analysis which have some 

limited applicability to Alaska and which are summarized in most . . 
useful detail in "The Appraisal of Development Projects: A Prac~ 

tical Guide to Proj ect Analysi s with Cas e Studies and Solutions," 

by Roemer and Ster n. It should be recognized, however, that be-

caus e the Al askan economy is part of the wide open and fluid 

Ame r i can economy , it wi l l be much more difficult to isolate the 

co~t~ a nd benefits of ~ermancnt Fund investments. For better or 

worse , unl i ke Zair e or India , Alaska does not have its own cur-

r c ncy or t a r i f f l aws . 

More appropriate to your purpo ses a r e some o f the t echniques 

now being pi oneer ed in MaDst1chusctts with the Community Development 
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F.lnance Corporation,· in which all investment decisions 
' r 

auditing of those investment decisions are made on a two-track 

line of analysis: th~ first track includes traditional projec-

tions and accounting for financial soundness: ihe second track 

includes projections for economic soundness. In this system, the 

staff must report t~ the investment board its projections of pri­

mary and secondary employment and fiscal benefits at the same 

time that it reports its projections for financial viability. 

The investment review board must then specifically find that the 

project meets standards of both economic and financial soundness. 

The monthly, quarterly and annual reporting of any enterprise 

financed must also note whether both sets of projections have or 

have not been met. In turn, the annual reporting of the Community 

Development Finance Corporation to the executive, legislature and 

public must account for the performance of its investments on 

both tracks. 

I want to reemphasize that the techniques for economic impact 

accounting have not been well developed, but that is all the more 

reason for us to make Gl commitment to improve the sophistication 

of those techniques given the awesome financial responsi bility in 

under taking such projects as the A!askan Permanent Fund. I would 

be happy to share with you in more detail some of the standards 

and procedures which arc now being developed. 

Two other forms of public acccuntability deserve further 
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consideration by . the Aiaskan Permanent Fund committee--provisions 

in keepinq with the movement toward both "sunshine" and "sunset" 
I 

laws. 

Sunshine Provisions: Section 190, which provides for public 

access to. information, does not yet properly articulate, in 

either draft, the appropriate boundar.ies for "sunshine" on the 

one hand, and for confidentiality and discretion on the other. 

Two matters require the utmost confidentiality: the financial 

records of an individual private enterprise, and the personnel 

actions of the Permanent Fund itself. Those matters should be 

dealt with in executive session and in full conf~dentiality 

regarding individual re?ords. All other policy actions of the 

investment board should be taken in public meetings of which a 

public r:cord is available. The results of individual financial 

. reviews and. personnel actions must· be available in ~:umm~ry form 

to the public--including the basic terms of any financial arrange-

ments that are concluded. 

Sunset Provisions: Whi le these are, in principle, a good 

me~ns of holding public development banks accountable for their 

actions, they present certain practical problems, in that devel-

opment banks by their very nature are investing assets and creat-

ing liabilities which will not ma ture until perhaps twenty or 

thirt y years into the future. This is not an insurmountable 
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pro~lem: the sun of· the Federal Reconstruction Finance- Corpora~ 

tion (RFC) set in 1958, at which time its assets and liabilities 

were assumed by the Small Business Administration. Nevertheless, 

I suggest not a predetermined ''sunset" date for terminating the .. 

J\l•askan Permanent Fund, but rather what I would call a "high 

noon" provision. 

The "High Noon" Provision: After the Permanent Fund has had 

.a .chance to get off to a good, ~trong start--say, after an inter-

val of ten years--at .its high noon of financial and economic 

activity, I suggest that it be subject to a fundamental review by 

a joint executive and legislative commission in order to deter-

mine whether or not its performance equalled its promise. The 

establishment of such a commission should, at the end of nine and 

a half years of activity, be required by statute now. The com­

mission should be required to report to the executive and legis­

lature on the tenth year anniversary of the Permanent Fund. 

Included in the commission's findings would be recommendations 

for the continuation of the Permanent Fund, subject to vari(ius 

modifications, or its termination. 

Accountability to Local Communities: This is a sensitive 

issue, handled differently by different states , depending on the 

hic tory and custom of different jurisdictions. Massachus etts , 

for instance, has a three-hundred-year his tory of strong l oca l 
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home rule which requires v~rtually all state actions to be 

locally approved. Connecticut has precisely the opposite tradi-

tion. . . 
The language of the Permanent Fund bills seems to make three 

implicit distinctions: 

Because the Permanent Fund can only finance a "reasonable 

proportion" of communit~ development projects , there seems to be 

an implicat~on that there must be a municipal or regional or 

local develop~ent corporation sponsor. 

Section 130 (8) specifies that the Permanent Fund generally 

"shall be sensitive to the views of affect.en local coni.munitieo • • • 

and specifically "shall include an analysis of those views in 

proposals for large investments." The implication is that invest-

ments in medium and small "productive private enterprises" need 

not bear such an analysis. The key questions are: What is 

"large"? And, do these phrases reflect Alaskan state-local custom? 

C. What Board and Staff Management Structure is Most Efficient 

for Car~ying Out These Goals? 

Generally speaking, I f ind the structure and responsibil-

ities of the Perman~n t Fund policy board, the investment commit-

tee a nd the pres ident to re f lec t approprin tc i n t e r national, 

national and state development banking experience. 
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above section on legal organization .. and accountabil-

ity, I have already noted the critical importance of e~tablishing 

the managerial independence of both the boards and staff of the 
' 

Permanent Fund so that they are able to produce according to 
-

market standards and to be independent from daily political or 

bureaucratic interference. 

Structure of the Perman "n\. Fund policy board (Section 50): 

The structure of the Permanent Fund policy board is <Jl'Od. It is 

small enough to be effective and yet large enough to represent a 

balance of interests. The two/seven balance between members of 

the executive · and public members is good ~ The public mem.b e rs sho1.\ld be .. -...... , ... .. --·- -··. -· ··- --- ·-·.....4.--·-·--· - ··-- ----· -------·- - ---·--·-·-.. ·· · ··-· . 
"confirmed by the l~gislature in joint sess.i.on, '' in the manner · of advice 

. 
and consent for major executive positions in the federal government. 

If the Alaskan governor serves a four-year term, the conse-

quence of staggered four-year terms for the seven public members 

is to give an .incumbent governor assured control of the board 

during the third year of his or her term, subject of course to 

legislative confirmation. This nrrangement has both advantages 

and drawbacks. If the Permanent Fund is to be an integral part 

of an overall development plan for the Alaskan economy there must 

be some mechanism by which the president and the policy board are 

a par.t of that planning process and operate within an ove rall 

development plan. On the other hand, the efficiency of the 



Pei;rnanent Fund requires some independence from the 

b~lance, the provisions in HB-300· seem .appropriate given the 
' . ' 

stipulation of confirmation by· the legislature, and removal 

"for cause". 

Given the small size of the policy board, the requirement of 

a two-thirds quorum is particularly important to ensure an active 

and vital policy group in which a substantial number of the mem-

hers are consistently present. 

I would suggest that you consider some mix of users among 

the seven public members of the policy board. One -user might be 

a representative of a municipality, another might be a representa-

tive of a regional or local development corporation, another 

might represent a major primary sector of industrial activity, 

and one might represent a distrib.utory sector, especially in the 

community or regional development area. The financial community 

is appropriately represented on the investment committee, but 

users might well be similarly represented on the policy board. 

I also s uggest that you reconsider the soundness of havinef 

the pr~sident serve as the chairman of the policy board. The 

president has sufficient power as t he chief executive officer. 

It is more common development banking practice for the chairman 

to be a widely-respec ted public member , either appointed from 

amon~ the publi c members to serve as chairman at the pleasure of 
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governor or to be chosen by the policy board itself. 

the chairman serve at the pleasure of the governor, ·drawn from 

the public members, is one method for helping to integrate the 

Permanent Fund's planning into state development planning. In 

any event, for . the protection of both the president and the insti-

tution, I suggest a separation of the chairman's and the presi-

dent's ' functions. 

Also, in my judgment, all meetings of the policy board 

should be public, particularly in light of the fact that the 

policy board does not itself make specific investment decisions. 

Only the personnel actions of the policy board wi th regard to the 

president should be held in executive session, and then publ~cly 
'. 

announced. 

The provision in HB-300 to pay policy board members $250 per 

meeting day, as well as per diem and travel expenses, is a good 

one. The policy board fu~ction is enormously important, in which 

the members carry great responsibility. It is common practice to 

pay private board memb~r.s a fee for performing that function; the 

same should be true of a public development bank such as the 

J\lnskiln Permanent Fund. 

The Duties of the Policy Board (Section 60) are well drawn. 

'l'hc distinction between your policy board a nd investment commit-

tee is remarkably similar to the distinction between the policy 

... 
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board of the Mas sachusetts Industrial Development Authority and 

its subsidiary investment review boards. 

It may be wise to point out in pr~cise language that the 

policy board .cannot impose an investment decision upon, or over­

ride an inve~tment 1decision of, 'the investment committee. It can 

only determine, on a periodic post-audit basis, that investment 

decisions made by the investment committee were within the over-

all annual operating and f inancial plan ap~roved by the policy . 
board. 

The Structure and Duties of the Permanent Fund Inves t ment 

Committee (Sections 70 and 80) are a l so quite sound. Here I 

think i t is not only appropriate but essential that the president 

of the Permanent Fund serve as chairman of the investment commit-

• t ee. I would suggest, however , that at least one of the members 

of the Permanent Fur.d investment committee have urecogized compe~ 

tence and wide experience in" community economic development. 

The Struc ture and Duties of the Permanent Fund President 

(Section 90) are a l so generally well articulated, although there 

are a few matters here which call for zomc clu.rificat.ion. t'or 

example , l wonder if I am the only one confJsed by the apparent 

contradict ion between a Permanent Fund president to serve for "a 

term of five years," while at the same time serving "at the 

pleasure of the policy board." In my judgment, the Permanent 



The Alaskan Permanent 

·· Funp ·can only be effective if in fact the pres~d~nt is 
• l 

employment at the "pleasure of the policy board." 

Similarly, the provision in Section 170 which states that 

"members · of the . policy board are prohibited from all attempts to 

in·fluence the investment committee, president, officers and staf·f 

in the discharge of their ordinary operating duties. The presi­

'dent, officers and staff of the Permanent Fund, in the discharge 

·of their ·offices, owe their duty entirely to the Permanent Fund 

and no other aut hority," seems to me to confuse the respective 

responsibilities of the policy board, investment committee and 

pres ident, rather than clarify them. 

Finally, I am pleased that . t~is generally good draft recog-

nizes the importance of empowering the president of the Permanent 

Fund with the sole responsibility for "the organization, appoint- . 

ment, dismissal, and remuneration" of all other staff. The 

policy board wants to be able to hire and fire a president who is 

then held wholly accountable for all of the other operations of 

the Permanent Fund. 

The Provisions for Technical Assistanc~ in Section 160 nre· 

another area in which I would suggest some reconsideration by the 

Permanent Fund committee. 'l'his provision, however wcj_ l int~nded, 

runs counter to my own experience in designing development banks. 

.In fact, in all recent development bank . l egislation I have 

l 

• 

'· 
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drafted, we have specifically prohibited the development bank 

from "providing financing for pre-investment activities including 

feasibility studies." The reasoning behind this prohibition is 

simple: we · want to hold separate the developer function from the 

banker function. If the development bank invests in its own pre-

investment feasibility studies or technical as~istance there is a 

tendency on the part of the development banker to become prema-

turely "married". to what may turn out to be an unsound idea. 

On the other hand, this kind of technical assistance is 

essential--particularly for many regional and local community 

development projects. Therefore an alternative solution has been 

to create a separate technical assistance agency which is specif-

ically in the business of using "soft" tax dollars rather than 
• 

"hard" investment dollars to make these pre-investment studies 

and then .to bring the developed proposal to the development bank 

for an arm's-length banker review. Section 160 deserves further 

thought and review in light of this experience. 

Intervention in the Case of Default: The apparent contra- · 

dictions between Section 130 (2) (3) and Section 130 (b) need to 

be resolved so the management of the Permanent Fund has full 

power to protect its . investments, including the exercise of vot­

ing rights. 
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~1>. What Capital Structure is Necessary to Ensure that the 

·Alaskan Permanent Fund Has the Financial Capability to Achieve 

These Purposes? · · · 

The capital structure of a development bank is intimately' 

tietl to the goals of the institution. Different kinds of manage-

·ment and different kinds of capital are both required in order to 

carry out the different purposes . Both international and domestic 

development finance experienc e makes it empha tically. clear that 

for the very reason we don't want venture capitalists to make 

unsecured inventory loans and for the ver y reason we don't ask 

commercial banke rs to make thirty-year , fixed-asset land, plant 

and equipment loans, we need to keep the risks, managements, and 

funds of the development bank separate to carry out separate 

tasks. Thus, the World Bank Group, for instance, separates the 

International Finance Corporation (an equity investing vehicle) 

from the World Bank itself (a market-rate debt vehicle) from the 

Inte rnational Development Authori ty (a subsidized, be low-ma rket 

granting and lending vehicle). In Massachusetts, the Technology 

DP.velopment Corporation and the Community Developmen t Finance 

Corpora t ion , which are both high-risk equity and venture capital 

ve hicles, arc capitalized, managed, and insulated from each other 

and from the operations and risks of the long-term secured lend­

ers s uch a s the Industrial Finance Agency. In public deve lopment 
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finance as in private finance; the terms, the c~st, and . . . 
acter of the sources of funds must 

It is for this reason that I suggest that operational pri~-

ciple number ,9 which empowers the Permanent Fund to "make invest-, . 

ments in financial intermediaries • "might be more precise~y 

defined to isolate several compatible but operationally distinct 

tasks on a functional basis. Specifically, I suggest ~hat the 

business plan of the Permanent Fund consider the possibility ,of 
• 

establishing separate subsidiary fi~ancial i~ter~ediaries ' to 

carry out several P.ossible specific functions of the Permanent 

Fund, incl,uding: 

a technology development corporation to · invest in technolo-
. 

gies which would reduce the cost of value-added and refined 

production of both renewable and nonrenewable resources in 

Alaska; 

an intermediate and long-term financing agencr to collabor­

ate wi t:h commercial banks and savings banks in providing 

debt and debt guarantees in support of greater intermediate 

and long-te rm capital for medium and small.-sized enterprise; 

a c~mmunity development finance corporati~ to co-venture 

with regiona l and local community development corporations 

and municipa li~ics in providing equ it~ as well as debt and 

debt gm1ranter.!:I to finance income-producing community 



development projects partic.ularly in lower-income: arid 

areas of Alaska; and 

a central development bank for locally-owned cooperative. 

' banks which would be initially capitalized by the Permanent 

Fund but eventually repurchased by local cooperatively-owned 

user banks in order to support rural and community develop­

ment' in .outlying are~s of Alaska. 

''Each one of these four ar.eas of activity would have its own 

investment revi ew ~oard appointed by the policy board (much like 

·the investment comrnit;.tee) with persons of ."recognized competence . : ' . . 
and wide experience~ in the specific investment area. Their 

chief executive officers would be directly appointed and directly 

responsible to the president of the Permanent Fund, but the day 

to day de.cision-making would 'be the province of the investment 

review board and the staff of the subsidiary institutions. Th~ 

policy board, the investment committee, and the president would 

retain the same direct power over these subsidiaries that any 

. Private co~poration holds over its ~ubsidiaries. As the Central 

Dank gradually became owned by its users, this authority in time 

would pass from the Permanent Fund to the users. 

'l'Wo major areas of activity would be directly retaine d by 

the Permanent Fund: 

First, those productive private investments which are of 
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such a large scale and such a relatively high risk as to be beyond 

the capability of the private market acting alone; 

Second, large-scale infrastructure investments deemed crit-

ical to the overall . de~elopment of the Alaskan economy. Any sub-, 

sidies necessary to finance the infrastructure, however, would be 

borne by t~e Alaskan .General Fund rathe r than the Permanent Fund. 

Operational principle number 4, Section 130, implicitly suggests 

that any subsidies would be made by special appropriation of the 

legisla ture.· I think that additional consideration might be 

given to the retention of i~come on investments by the Permanent 

Fund for a third purpose beyond overhead and reserves~-that pur-

pose being the explicit provision of subsidies for specific kinds 
~ 

of s ocial overhead capital investment, community development, and . 

infrastructure development. A specific prior authorization by 

the legislature should be r equired before th~ income of the Per~ 

manent Fund could be released to those purposes by the policy 

board. 

Section 130 (8) could also be used to create subsidiary 

financial intermediaries on a geographic basis to encourage some 

more sensitivity to the needs of l esser-developed r egions in 

J\las ka . In our highly complex political economy , it is not nee-

essa ry that capital mobilization and decision-making take place 

nt the same level. This has been amply demons t rated in the 
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operations of the Federal Home Loan Bank System and the Farm 

Credit System at the federal level. Similarly, there ·are increas­

ing numbers of development finance 'intermediaries at the state 

and local level which operate on a decentralized basis so that 

decision-making is more sensitive to local conditions. Local 

investment decision-makers will be better able to assess the 

risk, service the risk, monitor the risk, · and deal with problems 

of default than a more distant investor. International, national 

and private market financial experience supports this c~ncept. 

Finally, my limited exposure through memoranda to the exist-

• ing thirteen revolving loan funds now operated by th~ Alaskan 

state government sugge~ts that they might be more efficiently 

managed as subsidiary development finance inte rmediaries under 

the overall policy guidance of the Permanent Fund. This is 

·another matter that c alls for further re\· iew. 

The Provision for Reserves in Secticn 120 is a good start 

which does not go far enough. The legislature should consider 

establishing specific differential reserves for tlif ferent kinds 

of equity, debt or debt guurantee activity. For instance , 

r eserves for community development equity investments by the 

Mllssachusetts Community Development Finance Corporation are pro­

jected to be 100 percent. Similarly, no state has established 

lon;-term industrial debt guarantee programs without limiting the 

·. 
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state's exposure through a ceiling on reserves in ratio to total 

guarantees outstanding. 

The Provision for Borrowing Powers in Section 40 is a very 

important provision in terms of the future growth and development 

of t ~ Permanent Fund. The dedicated oil revenu?.s in:ttially cap­

italizing the Permanent Fu·.1d' s equity base at $2 or $4 billion 

should be compared to the capital base of the World Bank or the 

Canada Development Corpora tion . If the Permanent Fund is soundly 

managed, the opportunity to leverage additional equity or debt in 

worldwide money and capital markets on top of that equity base is 

substantial, as has been the experience of the CDC (in equ; ty 

markets) and th~ World Bank (in international bond markets). 
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TO: Gregg K. Erickson 
Director, Research Svs. 
Legislative Affairs 

FROM: Clark Gruening 
Chairman 
House Special Committee on 
The Alaska Permanent Fund 

REP. Russ MEEKINS 
RV'. BILL MILES 
f\£F-. LEO ScHAEFHR 
RV'. R ICK URION 

September 15, 1977 

This memorandum is to confirm that the following terms of the 
contract with Belden Daniels have been completed. 

Clause I (A~: On September 14, 1977 a 196 page report was 
delivered w ich provided: 

1. A series of technical reports on purposes, legal and 
capital situati~ns, and management structures of: 

a. Canada Development Corporat ion 
b. Connecticut Development Authority 
c. Massachusetts County Development Finance Corporation 
d. British Columbia Central Credit Union 
e. Deutsche Genossenschaftsbank of Germany 
f. And two other relevant institutions: British 

National Enterprise Board, Eu~opean Investment Bank. 

2. Report on possible method£ for regionalizing the Permanent 
Fund. 

3 . Report on options for ensuring public accountability. 

Compensation 

Clause I ~Il) : Travel to Anchorage (6 days @SO/day) 
and Kotze ue (1 day @ 67/day) 

Total Per Diem 36 7.00 

Cooch class air travel- - Bos ton -Anchorage- Bo~: ton 

Six days compensation @ 300 

Total Air 555.04 

1,800 .vO 
Toto.l 

$7,000.00 

2,722.04 



Clause I (C): Other Tasks: 

Consultation to John Williams of the Legislative Affairs 
Agency on the role of the Permanent Fund and the Renewable 
Resources Fund in Fisheries Development, August 22 - 23, 1977. 

14 hours @ SO/hour 700.00 

TOTALS $10,422.04 

" 
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'!BIS IS WHAT YOU SHOOLD ASK BELDEN TO DOr 

1). Help people in Alaska to ask the right questions, by defining the 
planning process. In this area, Belden should not be asked to draw con­
clusions regarding specific investment priorities, or qoals, but he will be 
valuable as a consultant who can define the method by which one comes up 
with priorities and goals. Process issues. 

2). Discuss the mechanisms by which the state can finance conaunity economic 
developnent, in mtaller, depressed ccmmunities and villaqes. Agai¥1, Daniela 
should not be asked to propose specific projects, but rather the mechanisms 
which camnonly are used for f.successful cc:mnunity economic developnent, such 
as a caaaunity developnent finance corporation (CDFC). This is a special 
area of expertise for Daniels, which has not been discussed by any ofhtbe 
other consultants. 

3). Drawing upon Daniels experience in developnent banking, you should ask 
him to comment on the structure for a developnent fund. Specifically, how 
purposes of a d~velopnent program should be set out, the necessary legal 
statutes of the fund, the proper capital structure, management structure, 
and the methods of insuring accountability to the legislature, the adminis­
tration, and the public. In this last area, you have already had SOM imput 
from Price Waterhouse and White, Wield, but Belden is certainly as qualified 
(more qualified) as either fim to coaanent on these areas, plus, it iti a 
good idea to sae ho~ his obser•ations would differ from those of the other 
consultants. 

He should bf. able to canment on all these items for the amount of money you 
have set as~.de for his contract. It will be important to coordinate 80lll8 

travel with B~~den, so that he can meet with members of the legislative 
committee, th'! a<binistration, and in general, spend some time in Alaska. 

.. 
I 



Belden Daniels 
4 Sentry Hill PLACE 
Boston 02114 
617-523-4885 

From turnpike, take Cambridge-Allston exit. Come down to right 
on Storrow Drive -- past Back Bay. Go under underpass (Arlington 
Street) . Reach 11 Y11 

-- take lef,t side of Y at foot of Beacon Hill. 
First turnoff to right is Revere Street. (If reach Charles Street 
Circle, have gone too far) . Go one block on Revere, cross Charles 
Street. Cross West Cedar-- to ~8 Revere. Double park. Opposite 
#78 on left hand side is wrougHt iron gate and alley --- that's 
Sentry Hill Place. The last on end is #4. 

I 

Meet h i m a t 11 : 3 0 ~ a. m. At 1 2 : 4 5 , w i 11 w a 1 k up to state house and 
••t~ meet w/ counterpart- the chairman and staff of the Commerce 
and labor Committee, to get a sense of Belden's ability in 
Massachusetts Community Economic Development. Then luncheon at 
the Harvard Faculty Club - a small #of people - banker, attorney, 
staff from committee, Terry - to discuss issues - the conception 
and proces5 of meeti~ g conflicting 1nter~s t s . 

Then Barry Stein at 3:00 (maybe change to 3:3 0?) 
At 6 Channing Place, off Brattle Street, less than one mile 
from Har1ard Square. 617-868-5264 



/ ? / 
c.._r~ ,~ 

-------
} 

I 
/ 



. . 
OOUNllSL iron OOJiOnlNlTY DSV&LOl•.a.mNT 

' BENTin.· BILL PLACE 

BOSTON, b>IASSACHUSETTS 0211.& 

817·1113· •885 

RESUME 

Belden Daniels is a lawyer, former international banker, and a lecturer 
on development fin< ice at Harvard who specializes ·in financing urban 
and regional economic development and designing development banks to 
support that development. 

He has financed industrial development first in underdeveloped countries 
of Asia, and now in underdeveloped urban and rural areas in this country. 

From 1960 to 1965 he helped to organize and finance joint ventures be­
tween Asian and American businesses in India, Pakistan, Japan and South­
east Asia as an international banker working with national and interna­
tional development banks . 

Since 1965, he has helped to organize and finance community development 
corporations and their enter prises in Nassau County, New York; Boston, 
Ma5sachusetts ; Eastern Kentucky; Racine, Wisconsin; Trenton, New Jersey; 
the San Joaquin Valley, Shasta County and Richmond, California; as well 
as ' in Denver, Hartford, New York, New Orleans, Louisville, Philadelphia, 
St. Louis, East St. Louis, Minneapolis, Tucson, and Washington, D.C. 

Since 1972, he has been a principal participant in drafting legislation 
to create new development banks and development finance institution~ at 
the federal level and in Massachusetts, California, New York, Delaware , 
and Alaska. In 1976 and 1977, he was Executive Director of the Massa­
chusetts •rask Fo:·ce on Capital Formation for Economic DeveJ.opmen t, a 
broad-based effort of 40 leaders from finance, industry, labor, and 
government. Two of the major development finance mechanisms proposed 
have been authorized and funded: the Massachusetts Community Develop­
ment Finance Corpora tion and the Massachuse tts Industrial Mortgage 
Insurance Agency which will form part of a compre hensive Massachusetts 
Industrial and Community Development J\uthority. Belden Daniels l s now 
assisting the Alaskan legisla tu~e tu establisl1 the hlaskan Pe rmanent 
Fund, a $4 billion state development bank financed by oil revenues . 

lie has also authored many monographs and analyses of de velopme nt fin a nce , 
includ i ng ''De velopmen t Incentives to Induce Efficiencies in Capi tal Mar­
kets," co- authored wi th Professor Martin Katzman, for the New England 
Regiona l Commission. The German Morshall Fund has recently invited him 
to undertake a similur study comparing European a nd North American 
developrr1mt finance efforts . 



Summary of Develop~:nt Finance Work 

A. Urban and Community ~eve~opment· ~i~ance 

In addition to.,pack_aging P.rivate q.nd public capital for community 
development corporat~ons, Belden Daniels has also been engaged in plan­
ning new community qevelopm~nt ~inance institutions, conducted research 
on the operating experience o! urban business ventures, written major 
monographs of this researqh, and taught adv~nced Harvard graduate stu­
dents the technica~ sk.i~ls of market and financial feasibility analysis 
for business enterpr~ses sponsored by community development corporations 
or operating in depressed urban and rural . areas. Some of the work which 
he has authored inctudes~ 

The Community Development Finance Corporation, enacted by the 
Massachusetts Legislature, December 1975, funding authorized, 
October 1976. 

There is no Equity: The Case for a Community Development Banking 
System to Capitalize Underdeveloped America (book, manuscript 1975). 

CEDC, of Nassau County: An Economic Development Philosophy and 
Strategy (CCED, Cambridge, Massachusetts, Sp~ing 1975), 48 pp. 

Building a Capital Dase for Community Economic Development 
(Marshall Kaplan, Gans and Kahn: San Francisco, California, 
February 1973), 20 pp. 

Community Economic Development Corporation Manual, Editor (Office 
of Economic Opportunity, Washington, D.C., July 1969), 300 pp. 

Technical Market and Financial Feasibility Studies of Business 
En t.erprises prepared under Belden Oaniels' direction by advanced 
graduate students at Harvard for Massachusetts community develop­
ment corporation clients include: 

A $20 Million Structural Grade Particle Board Manufacturing 
Plant in Franklin County, for the Franklin 'l'raining Corporation. 

A Commercia l l"ishlng Boat Construction Facility in the Boston 
Marine Industrial Park, for t he Boston Economic Development 
Industrial Corporation nnd for the Massachusettc L~nd Dank. 

Alternative Operating Costs at Differen t Sites in Massachusetts 
for the Creation of a New 1,000 Employee , 400,000 Square Foot 
Production Facility for a rapidly growing high technology 
company now located in the inner city. 

A Propoccd Community Owned Savings Bank , Cooperative Bank or 
Credit Union in the Dud l ey Square area of Roxbury, for the 
3outhwest Corridor Coalition , Inc. 



Market Analysis and Alternative Uses of 17,000 Square Feet 'of 
Commercial Space in the John Eliot Square Development in High­
land Park, for the Roxbury Action Program. 

A $12 Million Industrial Park in the Southwest Corridor, for 
the Community Development Corporation of Boston, Inc. 

A Twenty-nine Acre Industrial Park in East Boston, for the 
East Boston Community Development Corporation. 

A $20 Million, 400 Unit mixed conunercial, housing and recrea­
tion project on the E~st Boston wa~erfront, for the East 
Boston CDC. 

A Refinancing Strategy for Methunion Manor, a 150 Unit, 
Federally Subsidized Housing Project in Default in the South 
End, for the Black Housing Task Force. 

A $15 Million, Fifteen Acre , new 480 Unit Housing and Commer­
cial Development (Phase III), for the Lower Roxbury Community 
Development Corporation . 

The Re-Financ ing and Renovation of the 228 Unit Warren Gardens 
Development in Roxbury, for the Greater Roxbury Development 
Corporation. 

The Preservation and Development of Existing but Abandoned 
Single Family Housing Stock in Jamacia Plain , for Urban Edge, Inc. 

B. State Developme nt Finance 

Consult.ant to the Alaskan State Legislature Joint Committee on the 
Alaskan Permanent Fund , 1977-

Executive Director, Commonwealth of Massachusetts Task Force on Cap­
ital Formation for Economic Development, Secretariat for Economic 
Affairs, Department of Commerce and Development, Boston, Massachu­
setts, 1976-1977. 

The Task Force proposed the creation of a comprehensive Massachu­
setts Industrial Developme nt Authority (MIDA ) which would oversee 
three publicly owned and operated development banko: 

* A Technology Development Corporation to co-venture with the 
venture capital communi ty, high technology industry and 
Massachusetts unive rsities i n the creation of new technol­
ogies and industries (bill before the l egisla ture); 

J\ Mass;1chuse Lt s Industria l Finance l\gency to work wi th com­
mercia l b;mks and t he thrift industry in financing the ex ­
pans ion withi n Massachuse tts of small a nd medium-sized in­
dustries (passed and fu nded ; now being expanded by l egis ­
lative nrncndme nt); 



* The Community Development Finance Corporation to finance 
the creation, expansion, and retention of industry in de­
pressed areas of the state through local community develop­
ment corporations (passed and funded). 

In addition, two . new publicly chartered but privately capitalized 
development banks are before the legislature: 

* A $100 million Massachusetts Source Corporation to be owned 
and operated by the Massachusetts life insurance industry to 
finance the intermedi.ate term lending needs of rapidly ex­
panding high technology companies in the . $25-$100 million 
sales range. 

* A Central Development Facility to be owned and operated by 
state chartered commercial banks, savings and cooperative 
banks and credit unions to finance long term industrial cap­
ital investment for Massachusetts industry. 

Summary Report of the Task Force on Capital Formation for Economic 
Development (Massachusetts Secretary for Economic Affairs, Boston, 
Massachusetts, January 24, 1977), 26 pp. 

Massachusetts Capital Markets Coordinator, New England Regional 
Commission Capital Markets Coordinating Group, 1976-1977. 

Consultant, California ftate Banking Comnlission, to assist in creat­
ing development fin ance institutions to stimulate California economic 
development, San Francisco, California, 1975. 

Consultant to New York Assembly Speaker Stanley Steingut to critique 
a proposal for a New York State Public Bank, Albany, New York, 1975. 

Consultant to Delaware Governor Peterson to prepare a plan for a 
State Development Bank, Wilmington, Delaware, 1972. 

C. Regional Development Finance 

Developmen t Incentives to I nduce Efficiencies in Capital Markets, 
with Martin Katzm~n (New England Regional Commission, Boston, 
Massachusetts, September 1975), 190 pp. 

Member, Steering Committee for a New England Capita l Corporation 
proposed by the six New England Governors and the New England 
Regional Con~ission, 1976-1977. 

D. Federal Developme nt Finance 

A Proposal for a Nationnl Community Development Finance System, pre­
pared for the Office of E~onomic Development of the Community Ser­
vices Administration, Washington, o.c., September 1973, 161 pp. 



Page 5 

.A Pilot National Development Finance System, with Christopher 
Bergstrom, Preston Brine and Donald Worth (CCED, Cambridge, 
Massachusetts, September 1975) . 

Counsel to Senators Kennedy, Javits, Humphrey and Stevenson, and 
Congressman Harrington on various national development bank proposals. 

E. Int~rnational Development Finance 

An Analysis of 35 Multinational, Federal, State and Local Devel­
opment Finance Institutions·, with Christopher Bergstrom, Preston 
Brine and Rudolph Yaksick (Center for Community Economic Develop­
ment, Cambridge, Massachusetts, May 1975). 

Consultant to the German Marshall Fund to analyze and compare devel­
opment finance institutions in Germany, France, Ireland and the 
United Kingdom with those in the United States: 1976-

Employment 

Harvard University, Department of City 
and Regional Planning, Lecturer on 
Developmen t Finance 

Counsel for Community Development, Inc. 
President 

OSTI (Organization for Social and Tech­
nical Innovation), Senior Partner 

Commonwealth of Massachusetts: 
Coordinator of Anti-Poverty Pro­
grams; Program Director, State 
Anti-Poverty Programs 

First National Bank of Boston 
International Division , Interna­
tional Officer for Asia 

Education 

Harvard University 

Cambridge, Massachusetts 
1974-

Boston, Massachusetts 
1971-

Cambridge, Massachusetts 
1967-1971 

Boston, Massachusetts 
1964-1967 

Boston, Massach~setts 
19 60-196 4 

Loeb l"el!ow in Advanced Environmental Design 1973-197'1 

University of Calcutta 
Legal and Financial Organization of Joint 
Ventures between U.S. and Indian Companies 

Harvard Law School 
International Corporate Law, LLD, 1959 

1959-19 60 

1956-1959 



Dartmouth College . ' . 
International Economics, BA, 1956 1952-1956 

Honors: Penfield Traveling Scholarship to Asia from the University of 
Pennsylvania, 1959-60; Fulbright Grant to India, 1959-60; Charles Howe 
Woodbury Law Fellowship, 1956; , Member, Phi Beta Kappa, 1956; Member, 
Massachusetts Bar. • 

\ f 
Publications and Manuscripts 

In addition to those listed above, Editor of The Neighborhood Corpora­
tion Manual; OEO, July 1969; Cooperation and Conflict - Readings in 
American Federalism, Elazar, Carroll, Levine & St. Angelo, eds. 
{Ithasca, Ill.: F . E. Peacock, 1965); "Power, Politics and Poverty'," 
Boston Forum, May 1966; Editor, Boston Forum, 1963-64; "The Study Group 
As A Learning Tool: Notes on Experiments in the Open Classroom," 
National Association of Independent Schools Bulletin, Winter 1973. 

Personal 

Born July 3, 1934 
Married Pamela Koehler July 11, 1959 
Sons Andrew and Jonathan born 1963, 1965. 

Other Serious Interests: Parenting, Householding, Cooking, Backpacking, 
RunnLng . and Dancing. 

r 



COUNSEL :l'OR CO>Drt::SITr D~7.L0l')IEST 

4. SENTRY BILL.PLACE 

BOSTON. MASSACHUSETTS 02114 

01'1-:Sll3-•885 

RESUME 

Lawyer, Banker, Specialist in Financing Community Economic Development, 
Lecturer on Development Finance. 

Belden Daniels has specialized in Financing '. industrial development 
first in underdeveloped countries of Asia, and now in underdeveloped 
urban" and rural neighborhoods in this country. · 

From 1960 to 1965 he helped to organize and finance joint ventures between 
Asian and American businesses in India, Pakistan, Japan and Southeast 
Asi<l as an international banker working with national and international 
develooment banks. 

l 
since 19,65, : he has helped to organize and finance community development 
corporations and their enterprises in Nassau County, New York; Boston, 
Massachusetts; Eastern Kentucky;Racine, Wisconsin; Trenton, New Jersey; 
the San Joaquin Valley, Shasta County and Richmond, California; as well 
as in Denver, Hartford, New York, New Orleans, Louisville, Philadelphia, 
St. Louis, East St.Louis, Minneapolis, Tucson, and Washington, D.C. 

Since 1972, he has been a principal participant in drafting legislation 
to create new development banks and development finance ·institutions at 
the federal level and in Massachusetts, California, New York and Delaware. 

Summary of Development Finance Work 

A. Community Development Finance 

In addition to packaging private and public capital for the community 
development corporations noted above, Belden Daniels has also been 
engaged in planning new community development finance institutions, conduct­
ing research on the operating experience of CDC financed business 
ventures, writing major monographs of this research, and teaching advanced 
Harvard graduate students the technical skills of market and financial 
feasibility analysis for business enterprises sponsored by community 
development corporations. Some of the work which he has authored includes: 

The Community Development Finance Corporation, enacted by the 
Massachusetts Legislature, December 1975, funding authorized, 
October 1976. 

There is no Equity: The Case for a Community Deve lopment 
Bankin S stem to Ca italize Underdevelo ed America (book, manu­
scr.ipt 1975 . 

CEDC, of N~s :..: .u Count : An Economic De ve lopme nt Ph i los ophy and 
Strateg_y CCED, Cambri ge, Massa chuse tts, Sp.ring 1975) 48 pp. 



Building a Capital Base .for Community Economic Development 
(Marshall Kaplan, Gans and Kahn: San Francisco, California, 
February 1973) 20 pp. 

Community Economic Development Corporation Manual, Editor 
(Office of Economic Opportunity, Washington, o.c., July 1969) 
300 pp. 

Technical Market and Financ1al Feasibility Studies of Business Enter­
prise s prepared under Belden Daniels' direction by advanced graduate 
students at Harvard for Massachusetts community development corporation 
clients include: 

A $20 Million Structural Grade Particle Board Manufacturing 
Plant in Franklin County, for the Franklin Training Corporation. 

A Commercial Fishing Boat Construction Facility in the Boston 
Marine Industrial Park, for the Boston Economic Develop!:ii::&&t 
Industrial Corporation and for the Massachusetts Land Bank. 

Alternative Operating Costs at Different Sites in Massachusetts 
for the Creation of a New 1,000 employee,400,000 Square Foot 
Production Facility for a rapidly growing high technology company 
now lo~ated in the inner city. 

A Proposed Community Owned Savings Bank, Cooperative Bank or 
Credit Union in the Dudley Square area of Roxbury , for the 
Southwest corridor Coalition, Inc. 

Market Analysis and Alternative Uses of 17,000 Square Feet of 
Commercial Space in the John Eliot Square Development in Highland 
Park, for the Roxbury Action Program. 

A $12 Million Industrial Park in the Southwest Corridor, for the 
Community Development Corporation of Boston, Inc. 

A Twenty-nine Acre Industrial Park in East Boston, for the 
East Boston Community Development Corporation. 

A $20 Million, 400 Unit mixed commercial, housing and recreation 
project on the East Boston waterfront, for the East Boston CDC. 

A Ref lnAncing Strategy for Methunion M~ncr, ~ 150 Unit, Fed~rdlly 
Subsidized Housing Project in Default in the South End, for the 
Black Housing Task Force. (This study became the model used by 
the Regional HUD Office in trying to deal with all defaulted 
subsidized housing in Boston). 

A $15 Million, Fifteen Acre, new 480 Unit Housing and Commercia l 
Development (Phaoc !II), for the Lower Roxbury Community Develo~ment 
Corporation. 



Belden Daniels 

The Re-Financing and Renovation of the 228 Unit Warren Gardens Develop­
ment in Roxbury, for the Greater Roxbury Development Corporation. 

The Preservation and Development of Existing but Abandoned Single 
Family Housing Stock in Jamaica Plain, for Urban Edge, Inc. 

In addition, . a number of out of state market and fiuancial 
feasibility studies were undertaken with nationally successful 
CDCs in order to determine what new enterprise development, expansion 
and acquisition strategies might be adapted by CDFC in Massachusetts. 

B. State Development Finance 

Executive Director, Commonwealth of Massachusetts Task Force on 
Capital Formation for Economic Development, Secretariat for 
Economic Affairs, Department of Commerce and Development, Boston, 
Massachusetts, 1976-

Massachusetts Capital Markets Coordinator, New England Regional 
Commission Capital Markets Coordinati ng Group, 1976-

Consultant, California State Banking Commission, to ass ist in 
creating development finance institutions to stimulate California 
economic de velopment, San Francisco, California, 1975. 

Consultant to New York Assembly Speaker Stanley Steingut to critique 
a proposal for a New York State Public Bank, Albany, New York, 1975. 

Cons - ltant to Delaware Governor Peterson to prepare a plan for a 
State Development Bank. Wilmington, Delaware, 1972. 

C. Regional Development Finance 

Development Incentives to Induce Efficiences in Capital Markets, 
with Martin Katzman (New England Reqlonal Commission, Boston, 
Massachusetts, September 1975) 190 pp. 

Member, Steering Committee for a New England Capital Corporation 
be i ng developed for the six New England Governors by the New 
England Regional Commission. 

D. Fodor~l Development Finance 

A Pro os~l for a National Communit Dcvelo me nt Fi na nce S s tem, 
prepa red for the Off c e of Econom c Development of the Community 
Se rvices Admini s tration, Washing ton , D. C., Septen1be r 1973 , 161 pp. 



Belden Daniels 

A Pilot National Development Finance System, with Christopher 
Bergstrom, Preston Brine and Donald Worth (CCED, Cambridqe, 
Massachusetts, September 1975). -

Counsel to Senators Kennedy, Javits, Humphrey and Stevenson, and 
Congressman Harrington on various national development bank proposals. 

E. International Development Finance 

An Analysis of 35 Multinational, Federal, State and Local Develop­
ment Finance Institutions, . with Christopher Bergstrorn, Preston Brine 
and Rudolph Yaksick (Center for Community Economic Development,~ 
Cambridge, Massachusetts May 1975). 

Consultant to the German Marshall Fund to analyze and compare 
development finance institutions in Germany, France, Ireland and 
the United Kingdom with those i n the United States: 1976-

Employment 

Commonwealth of Massachusetts Task Force 
on Capital Formation for Economic 
Development, Executive Director 

Ha rvard University, Depa rtment of Ci t y 
and Regional Planning, Lecturer 
on Development Finance 

Counsel for Community Development, Inc. 
President 

Center for Community Economic Development 
Financial Consultant 

OST! (Organization for Social and TPch­
nical Innovation), Senior Partner 

Commonwealth of Massachusetts : 
Coordinator of Anti-Poverty 
Programs ; Program Director, 
State Anti-Poverty Programs 

First National Bank of Boston 
International Division, Inter ­
national Officer for Asi a 

Boston, Massachusetts 
1976-

Cawbr i dge , Massachusetts 
1974-

Boston, Massachusetts 
1971-

Cambridge, Massachusetts 
1972-1975 

Cambridge, Massachusetts 
1967-1971 

Boston, Massachusetts 
1964-1967 

Boston, Massachuse tts 
1960-1964 



Educ-"l.tion 

Harvard Unive~sity 
Loeb Fellow in Advanced Environmental Design 

University of Calcutta 
Legal and Financial Organization of Joint 
Ventures between U.S. and Indian Companies 

Harvard Law School 
International Corporate Law, LLB, 1959 

Dartmouth College 
International Economics, BA, 1956 

1959-1960 

• 
1956-1959 

1952-1956 

Honors: Penfield Traveling Scholarship to Asia from the University 
of Pennsylvania, 1959-60; Fulbright Grant to India, 1959-60; Charles 
Howe Woodbury Law Fellowship, 1956; Member, Phi Beta Kappa, 1956; 
Member, Massachusetts Bar. 

Publications and Manuscripts 

In addition to those listed above, Editor of The Neighborhood 
Corporation Manual; OEO, July 1969; Cooperation and Conflict -
Readings in American Federalism, Elazar, Carroll, Levine & St. Angelo, 
eds., (Ithasca, Ill.: F.E. Peacock, 1965); "Power, Politics and 
Poverty," Boston Forum, May 1966; Editor, Boston Forum, 1964-64; 
"The Study Group As A Learning Tool: Notes on Experiments in the 
Open Classroom," National Association of Independent Schools Bulletin, 
Winter 1973. 

Personal 

Born July 3, 1934 
Married Pamela Koehler July 11, 1959 . 
Sons Andrew and Jonathan born 1963, 1965. 

Other Serious Interests : Pare nting, Householding, Cooki ng, 
Backpacking and Dancing. 



CONTRACT BETWEEN 
~TA"\Pr ft.- •• •-•• • 
~ 1n1 c. vr l\Ll\~IV\ 

LEGISLATIVE AFFAIRS AGENCY 

AND 

BELDEN DANIELS 

The parties of this agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf of the Alaska State Legislature, hereinafter referred to as the 
"Agency"~ and BEL:DEN DANIELS, hereinafter referred to as the "Contractor". 

THE PURPOSE OF THIS AGREEMENT is to provide the Alaska State legislature 
with specialized counsel and consulting services with respect to the 
fonnation of the Alaska Permanent Fund. 

IT IS THEREFORE MUTUALLY AGREED THAT: 

CLAUSE I . STATEMENT OF WORK 

A. 'The .Contractor wil 1 conduct a study and produce a report on 
the following topics and questions: 

1. Suggested methods for management of the Alaska Permanent 
Fund which will assist community and rural economic . 
development, regionalization of Permanent Fund capital . 
investments, and stable regional economies in Alaska . 

. . 
2. What refinements could be made in the Alaska Permanent 

fund (current proposals HB 298, HB 300, HB 4. SB 357) 
in order to insure that its purposes and policies can . 
in fart be carried out through its l egal structure, capital 
structure and its management organization and mechanisms 
for accountabi 1 fty? 

3. What problems have occurred during the initiation of 
similar funds in other parts of the country and world? 
What could Alaska do to be prepared for or to avoid 
these problems? 

4. Suggested methods for management of the Alaska Permanent 
fund which could stimulate development in small communities 
•1ithout major di stortions in the state or loca l economy 
(including changes in per capita income and population 
growth) . 

.. , 

.· 



B. The Contractor will be available to provide up to two days 
of testimony or br iefings on the report at a place in Alaska 
to be designated by the Project Director. 

r.' Afl~F=' TT D~Dtnn nr: ocnr:nnu11a1rr• - _r._ - - - - • - • ...,, •• vw Vt I ... ,,, Vl\1'"'11'-C. 

. . 
=t ' • .,., 
· ·H A. A draft o~ the report required under Clause J (A) shall be ~ j 

delivered to the .Project Director lay 30 June 1977; the finished ::.: . 
report shall be delivered to the Project Director in camera- ~··, 
ready ~orm prior to 14 July 1977. :. 

8. The Contractor shall be available to provide the testimony 
required under Clause I (B) on the 14th and 15th of July. 
1977, or such later date in July as may be specified by the 
Project Director. 

C. Unless extended by written agreement, this contract expires 
on 31 July 1977. 

CLAUSE Ill. - PROJECT DIRECTOR 

·The Project Director shall be Gregg K. Erickson, Director of Research, , 
Legislative Affairs Agency. or his designee. 

CLAUSE IV. - COMPENSATION ANO METHOD OF PAYHENT 

A. Contractor's compensation for the work specified in Clause I (A) 
shall be $5000. · 

B. Contractor's compensation for the work specified in Clause I .(B) 
.. · shall be computed at the rate of $300 per day, including 

.time. sp~nt in travel to and from Alaska, but in nu case shall 
total compensation for Clause I (B) work (testimony and · 

. relate~ travel time) exceed $1200. · 

C. The Contractor shan be reimbursed for the expenses of travel 
provided that: (1) the travel is approved in advance by 
the Project Director, (2) the costs of air travel shall 
be retmbut·scd at coach class rates, (3) food and lodging 
shall be reimbursed on the basis of per diem at the rate 

· authorized for state employees, and (4) total reimbursement 
shall not exceed $800. 

D. Total compensation under this contract, inclusive of expenses. 
shall not exceed $7000. 

CLAUSE V. - REPORTS 

The Contractor shall keep the Project Director informed as to the 
progress of the work performed under this agreement and shall provide 
progress reports as specified by him. 



CLAUSE VI . - All WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and conditions agreed upon 
by the pcarl:"ies. Ho other ll11u~rstandings, orcsi or· otherwi se, regaruiug 
the subject matter of this agreement shall be deemed to exist or to 
bind eith~r of the parties of this agreement. 

·1N WITNESS WHEREOF, the parties have executed this agreement on the 
dates noted next to their signatures. 

CONTRACTOR 

• 11:LDFN DAtHELS Dat e 
4 Sentry Hill Place 
Boston, Massachusetts 02114 

Approved ~~ · to form. 

~ . f\GENCtf ~ COUNSEL 

. . . 

. . 
• 



-CONTRACT BETWEEN 

STATE ·OF ALASKA . 

AND 

BELDEN DANIELS 

The parties of this agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf of the Alaska State Legislature's Conmittee on the Alaska P.erma­
nent Fund (House ), hereinafter referred to as the "Agency", and BELDEN 
DANIELS, hereinafter referred to as the "Contractor". 

THE PURPOSE OF THIS AGREEMENT is to provide the Alaska State Legislature 
with specialized counsel and consulting services with respect to the 
formation of the Alaska Permanent Fund . 

IT IS THEREFORE MUTUALLY AGREED THAT: 

CLAUSE I. - . STATEMENT OF WORK 

(A) The Contractor will : 

(1) Prepare a series of technical reports on purposes, legal 
and capital structures, and management structure (in­
cluding the i ssue of accountabil ity ) of the follow 1ing 
institutions: a) Canada Development Corp . , b) Connnc­
ticut Development Authority, c) Community Development 
Finance Corp. (Mass.), d) British Columbia Central Credit 
Union, e) D. G. Bank (Germany), and f) any other relevant 
institutions . 

(2) Report on possible methods for reg ionalizing the Perma­
nent Fund . 

( 3) Present options for insuring pub 1 i c accountability for 
the Permanent Fund, detailing tradeoffs involved andl 
citing specific cases in point . 

(4) Be availnble for consultation with committee members and 
other involved Alaskans prior to specified conmittee 
meetings, at timts and places as determined by the Pro­
ject Director . 

(0) The Contrac tor will be available to attend committee meetings, 
as specified by the Project Director and to provide testimony 
or briefings on the reports required under Clause l(A). 



(C) The Contractor will perfonn other tasl<s as may be defined by 
the Project Director. 

CLAUSE II. - PERIOD OF PERFORMANCE 

(A) Final reports rPquired under Clause I(A) above sh~ll be deli­
vered to the Project Di rector by 16 St?ptember 1977. 

(B) The Contractor shall be available to 1>rovide the testimony or 
briefings required under Clause I(B) i n September, November 
and December, on dates specified by the Project Director. 

(C) Unless extended by written agreement, this contract expires 'on 
December 31, 1977. ' 

CLAUSE III. - PROJECT DIRECTOR 

The Project Director shall be Gregg K. Erickson, Director of Research, 
Legislative Affairs Agency, or his designee. 

CLAUSE IV. - COMPENSATION AND METHOD OF PAYMENT 

(A) Contractor's compensation for the work specified in Clause I(A) 
shall be $7000. 

(B) It is contemplated that the work specified in Clause I(B) 
shall require three trips to Alaska, not to exceed six days 
per trip, for which compensation shall be paid at the rate of 
$300 per day, including time spent in travel to and from 
Alaska. The Contractor shall be reimbursed for the expenses 
of travel provided that: (1) the travel is approved in ad­
vance by the Project Director, (2) the costs of air travel 
shall be reimbursed at coach class ratus, and (3) food and 
lodging shall be reimbursed on the basis of state per diem 
rates. Total compensation for the work specified in Clause 
I(B) and related travel expenses shall not exceed $9000 . 

(C) The Contractor shall be compensated at the rate of $50 per 
hour for consulting services provided under Clause I(C), but 
in no case shall total compensation for these services exceed 
$3500. 

(D) Total compensation under this contract, inclusive of expenses, 
shall not exceed $19,500. 

(E) Billings for all work and requests for reimbursement of 
expenses shal l be submitted to the Project Director . 

CLAUSE V. - RECORDS, DOCUMENTS, AUDIT 

(A) The Contractor shall maintain accurate records of the time 
worked, and such other records as may be required by the 
Project Director . The records of time worked are subject to 
inspection by the Agency or tt1e Project Director at all reason-­
able times. 



CLAUSE III. - PROJECT DIRECTOR 

The Project Director shall be The Honorable Clark Gruening, 
the Commi.ttee on .the Alaska Permanent Fund (House}. 

I 

CLAUSE IV. - COMPENSATION ANO METHOD OF PAYMENT 

(A) Contractor's compensation for the work specified in Clause I(A) 
sha 11 be $7000, except that this amount sha 11 be reduced 

{B) . 

(C) 

by 10% ·if the work specified in Clause I(A) is not delivered 
by the date specified in Clause II(A) (16 September 1977), 
and by il further 1% of the contract price for each day of 
further delay. 

It is contemplated that the work specified in Clause I(B) 
shall require three trips to Alaska, not to ~xceed six days 
per trip, for which compensation shall be paid at the r~te of 
$300 per day, including time spent in travel to and from 
Alaska. The Contractor shall be reimbursed for the expenses 
of travel provided that: {l) the travel is approved in ad­
vance by the Project Director, (2) the costs of air travel 
shall be reimbursed at coach class rates, and (3) food and 
lodging shall be reimbursed on the basis of state per diem 
rates. Total compensation for the work specified in Clause 
I(B) and related travel expenses shall not exceed $9000. 

The Contractor shall be compensated at the rate of $50 per 
hour for consulting services provided under Clause I(C), but 
in no case shall total compensation for these services exceed 
$3500. . 

(0) Total compensation under this contract, inclusive of expenses, 
shall not exceed $19,500. 

(E) Billings for all work and requests for l'eimbursernent of 
expenses shall be submitted to the Project Director. 

CLAUSE V. - RECORDS, DOCUMENTS. AUDIT 

(A) The Contractor shall mairitain accurate records of the time 
worked, a.nd such other records as may be required by the 
Project Director. The records of time worked are subjec t to 
inspection by the Agency or the Project Director at all 1·eason-
able times. · 



(B) All docuine·nts, reports and· ·writ,.ings generated as :a consequence 
of work done under this.contract shall become the property of 

, the State of Alaska, and 'on completion cf the work· or at the 
termination of this contract shall be delivered to the Pr,oject 
Director. 

CLAUSE VI. - REPORTS 

The Contractor shall keep the Project Director informed as to the pro­
gress of the work performed under this agreement and shall provide 
progress reports as specified by him. 

CLAUSE VII. - ALL WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and conditions agreed upo'n by the 
parties. No other understandings, oral or otherwise, regarding the 
subject matter of this agreement shall be deemed to exist or to bind 
either' of the parties of this agreement. 

IN WITNESS WHEREOF, the parties have executed this agreement 
on the dates noted. 

CONTRACTOR 

BELDEN DANIELS Date 
4 Sentry Hill Place 
Boston, Massachusetts 02114 

as to form. 



Dr. Belden Daniels 
4 Sentry Hill Place 
Boston, Massachusetts 

Dear Dr. Daniels: 

ACADIAN FINANCIAL RESEARCH, 
303 Marsh Street · 
Belmont, Massachusetts 
November 13; 1977 

As you requested, I have reviewed the Committee Draft of the proposed 
bill for the State of Alaska Legislature. Given my inherent time constraint, 
you should consider these comments as preliminary in nature and conceptual in 
focus. Furthermore, they address only investment related issues germane to 
the Permanent Fund. 

Important general goals to seek in this legislation include the following: 

1. An investment mandate which allows the fund's managers 
(internal and/or external) enough autonomy to seek appro­
priate investment objectives without unnecessary or counter­
productive restrictions . This mandate should avoid "legal 
list" as well as many other more subtle forms of investment 
constraints. 

2. Flexibility to hire the most competent outside professional 
capabilities available including money managers, consultants, 
and other necessary sources of specialized support services. 

3. Autonomy to hire internal staff of high caliber without 
excessive constraints on selection procedures, compensation 
levels, tenure, etc. 

4 . Enough continuity and longevity among Trustees to ensure 
that the "learning curve" will be allowed to operate properly. 



Dr. Belden Daniels 
November 13, 1977 
Page 2 .. . ·.::. 

Specific points in the proposed legislation which, in my view, 
careful review and possible revision include the following: 

1. Section 24.20.660 STAFF. Should explicit recognition 
of the need for outsid~ investment managers, consultants, 
etc. be included in this section or elsewhere? 

2. Section 37.13.010 FINDINGS. Sections (~) and (4) are 
not well stated or particularly meaningful. Perhaps they 
should be combined into one succinct statement of the 
fund'& goal or this goal should be delegated to the Board 
of Trustees. 

3. Section 37 .13.110 EMPLOYMENT OF PERSONNEL. What are the 
practical restrictions of operating with ''exempt service 
under AS 39. 25"? Does this place a severe limitation on 
the recruitment of quali fied personnel? If so, can this 
restriction be eliminated? 

4. Section 37 .13.130 POWERS AND DUTIES. Part (a) 
The board should be required to exercise the judgment and 
care of a "prudent expert" rather than "a pen;on of ordinary 
prudence". Moreover, management of a ssets of this magnitude 
is quite different than the management of an individual's 
own affairs and this should be explicitly recognized. 

5. Section 37.13.130 Part(e) 
What is the operational interpretation of ' 'income-producing 
investments"? This provision could exclude major classes 
of attractive investments. 

Part (f) 
As written, this section would be inimic~l to achieving 
appropriate inves tment objectives. It should have major 
nl tcra tions or be deleted entirely if pr litically f ensible. 

I hope your trip to Alaskn goes well and I look f orword to a call from 
you within the next week. 

Gl.B/amc 

Very truly yours, 

~ 'I ~~-"T'<-
Cnry L. Bergstrom 
President 



JUNl4U AL.AMA 

INTERIM RESOURCES COMMITTEE 

Rep . Alvin Osterback 
Chairman 

Pouch V, State Capitol 
Juneau, Alaska 99811 

.• 

'ID: 

FR: 

RE: 

October 6, 1B77 

Representative Clark Gruening, Chainrian ,. 
House Pennanent Fund Cannittee r-0 i.A . 

Representative Alvin Osterback , ~ _/ 
Interim Camri.ttee on Resource Matters 

Meeting with Dr. Belden Daniels 

(907) 465-3715 

Attached is a rrenn I sent to the staff and consultants Mio are doing work 
on the bottanfish project with the Interim Resources Cannittee. 

My office talked with Mike {X)og: •• about the possibility of arranging 
sane tine with Dr. Daniels ~hen he is in Juneau with the Penmnent Fund 
on October 20. Mike said he would check with you and call Diann Nelson. 

It would be very helpful to me if Dr . Daniels could be spared for a day 
or so to work with our research terun. I will be accorrpanying the State's 
Trade Mission on Fisheries to .Denrrnrk, and am leaving Anchorage ta1Dr.row 
nnrning - so , if at your earlies t convenience you could let Diann Nelson 
know if we will be able to use Dr. Daniel's expertise on October 22, it 
would be renlly appreciated. 

Attacment 



INTERIM RESOURCES COMMITTEE 

Alvin Osterback 
Chairman 

October 6, 1977 

Pouch V, State Capitol 
Juneau, Alaska 99811 

(907) 465-3715 

TO: 

FR: 

RE : 

Kathy Hathaway 
Jotm Williams 
Dr. George Rogers 
Jim Baldwin · 

Ken va>isar f'tO ~ 
Alvin Csterback, ai~ -
Interim Coomittee ·on Resource Matters 

Meeting with Dr. Belden Daniels 

Earlier in the Interim, Rep. Gruening agreed to loan this Carmittee sare time 
with Dr. Belden Daniels in assisting us with the various areas of research 
\\bich were being done on the bottomf ish project. · Dr. Daniels will be in 
Juneau on October 20 wi th the Pennanent Fund Ccmnittee. We are hoping that · · 
Rep. Gruening will be able to allow us a day of Dr. Daniels time on Oct. ~2 · 
to help us tie together the research which has been done. · 

If it is possible foi: you to have yout' research available at that time for · 
Dr. Daniels to go over, it 'WOUld be deeply appreci:ated. If that is not pas-· . 
sible, a rough draft of what has been done "WOuld be helpful, or possibly a 
verbal recitation of your ideas. 

'lbe staff will notify you of a definite time and place for the meeting if we 

·. 

are able to set it up. '!bank you for your assistance. .. 



TO: 

FROM: 

MEMORANDUM 

Representative Alvin Osterback 
Chairman 
Interim Committee on Resource Matters 

Mike Doogan lJZ /}-
Administrative Assistant 
House Special Committee on 
The Permanent Pund 

SUBJECT: Meeting with Dr. Belden Daniels 

10/12/77 

I spoke with Dr. Daniels last week ahout ~ · our request to meet 
with him and as ked him to take the matter up with the 
Chairman who is currently on the nast Coast. 

Dr. Daniels called to say that he had done so and asked me 
to notify you that he will be arriving in Juneau around noon 
October 20. It is his in tention to contact your offi ce and 
try to work out an arrangement that fulfills your requirements . 

1 spoke by telephone with Kathy ll a thaway of your office on this 
date and relayed the above information. I trust th is arrangement 
wi ll fulfill your reques t in your memo to the Chairman of 
Octob er 6 . 

MD : LJ\D 

cc: Rep. Clark Gruening 
Dr. Oelden DonJcls 
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Belden Dani•li 
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Council for Community Developaent 
Pour Sentry Hill Place 
Boston, MA 02114 

Dear Belden: 

.. 
.. 
• 

. . 

,·1· 

•. 

- ., . 
•I • 

" 

... 
I • I •• .. 

Yo~r final payment under your con-tract with the co .. ittee 
will not be $2,115.15. 

Why, you askT 

liecau .. , Leai1lative Affair• tell• ... there 11 not 
that auch 110ney left ia t\e contract. I .. infonaed 
that after subtractinf the cost of your trips to 'otze· 
bue and Fairbank•, or ainally paid with coaalttee TR'•, 
th• balance 11 $1,ISl.71. _ 

So, your final payment vlll be $1,838.71, brlnalna your 
total payment under the contract to 119,500, the 
contract •Ulaua. 

A1 a precautl0a, I have reque•~•d a brttkout on chara•• 
aaalnst your coatrac~ fro• Leal.•l•tiva Affairs to b• 
sure th•t their chara•• a1ain1t th• contract are 
ac-:urate. 

I tna1t th~& 11 1att..fact,ry fro• your and. ~ If lt is 
not, I 1u11•1t that you puraue th• aatt•r with the 
Chairaan, since any additional payaents can be aade 
only after an ....... nt. to the contract. 

In closlna I .. k• a final · plea for Paa• SI of YOtlr 
fir1t report if lt bas ~ot already ~n ... t. Tbe 
printer in JLlfteaaa 11 up to bl• ear•: in ,.imc;o, ap.leted 

- *-· 
.,, ' 

~ · ·. 

. . ,. 
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I "•I 
.. ~\ r . ~. 
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. 
-leld•n oaniels 

. . . . , 
. ~2- \ 

. .. 

. . 
copies of tha~ repo~•· awaitiaa the arrival of Paa••~· ·· 
If it hat not been-~ent, please send an ori1inal · · 
Paa•"· Sl to. •• .. ,t- _th• Anc'-on1• 'office,· •r '-9 (926 .. ~ 

·Weit ltitr;" Anchor.•&•. Al ~~i\l~l 11\d care of ·Ms. Cindy 
Bryson, ~ivlsioa '?.f Aclainistral.i.v• Settle:••, 1A1i1la· 
tive Affairs Acency, Pouch Y, Juneau, Al 9~111. Just 
to b• 1uro. . 

Sincerely, 

MD :LAD 

.. .· 

t · · ' ·, • J • 
• I 

i 
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FUNCTIONS, REGIONALIZATION AllD ACCOUNTABILITY 

September 14, 1977 

INTRODUCTION: Some Models and Options 

My first report of July 11, 1977 raised many questions 

concerning the purposes, functions, sources and uses of funds, 

management and accountability of the proposed Alaska Permanent 

Fund, based on the accumulated experience of several hundred 

development banks over the last one hundred years. 

This second report takes the next step, and provides a 

beginning look at a number of development banks whose experience 

and functions seem particularly relevant to potential public 

purposes of the Permanent Fund. In selecting development banks to 

analyze in detail, I have been guided by two factors: first, 

institutions which would compliment reports already prepared for 

the State Investment Advisory Committee by Price Waterhouse and 

White, Weld; second, institutions whose purposes and functions seem 

particularly relevant to key potential Fund goals. 

Each of these institutions have been analyzed and compared in 

terms of: I. Pu poses; II. Sour ces of Funds/Capitalization; 

III. Uses of Funds / Operations ; rv. Management; V. Accountabili ty; 

VI. Evaluation; and VII . Relevance to the Alaska Permanent Fund. 

In addi tion to this look at functional models for the Fund, 

two key structura l issues are outlined in some detail, based on 

domestic and international experience: regionalization ; and 

ac~ountability to the taxpayers, legislature, and executive. In 

both instances, n conceptual approach is developed out of a range of 

1 



SOME MODELS AND OPTIONS 
Discussion Draft 

domestic and international experiences. This 

conceptual framework will probably raise more 
I 
I 

further consideration. 

Again I would like to note that as 

competent to suggest detailed operating experience which may be 

relevant to the Permanent Fund's purposes, but not competent to 
. 

suggest what those purposes should be. There is an old Asian proverti 

which says that after one trip to India foreigners write a book, 

after twq they talk in quiet whispers, after three, they say nothing 

at all . This is my second trip to Alaska· 

It is with special gratitude that I thank my research associate, 

Mitchelf Rosenbe rg, for his extraordinary care in helping to prepare 

this report. One of the pleasures of teach i ng and working is witness ­

ing younger colleagues and friends grow in competence to encompass 

their vision . I wis h Mitchell well in his year in Germany. 

My sense is that this second report, like the first, will raise 

more questions than it answers. For this reason, I have noted it 

a "discussion draft", and look forward to responding to the further 

issues it raises. 



FUNCTIONS 

A. ALASKJ\ OWNERSHIP OF LARGE SCALE ALJ\SKA ENTER?RISE 

I. CANADA DEVELOPMENT CORPORATION 
Di$cussion Draft 

I. PURPOSES 

September 
Page 3 

The CDC is an investment bank operating in the private sec-

tor of the Canadian economy. Created in 1971 by an act of Par-

liament, its initial capitalization was provided by the Canadian 

treasury in the form of a purc?ase of over $250 million in common 

stock. Such an institution had been proposed by government offi-

cials as early as 1958 in response to concern over the high level 

of foreign o~nership and control of Canadian business. This con­

dition, they felt, discouraged the development o~ riative entre­

preneurial talent necessary for ' economic growth and job creation. 

The pr oposed use of financial mechanisms to achieve s uch goals 

met with strong opposition from the Canadian business sector and 

allied politic ians. When the CDC bill was passed after 15 years 

of debate, none of these social objectives were included in the 

institution's statutory agenda. 

Legislative Goals 

The three main objectives of the CDC sun11arizc d in the act 

are: 

1) to help develop and muintain !>trong, Canadian-controlled 

and managed corporations in the private sector of the economy: 

2) to widen the investment opportun~ties open to 

Canadians; and 



3) to operate 
l 
and private. 

The investment policies by which these goals 

achieved were left purposefully broad in th~ act in order 1~o 

.accommodate conflicting views of the proper r 0J.e for the .institu-

tion in passing the legislation and to provide maximum managerial 

discretion. This is similar in concept and language to the draft 

of the Pe r manent Fund deve loped by the Inves tment Advisory Com-

mi ttee. However 1 the "Objects'' section of the act, various docu-

ments of the debate pr ior to its passage, and statements of com-

pany officials provide a clear picture of the CDC's investment · 

criteri a and their rationale. 

Management Interpre tation of Goals 

CDC management inteirprets its role as a provider of the 

equity capital necessary to mobilize Canada's material, human and 

capital resources to bring domestic industry up to internationally 

compe t. jtive s cale in the long run. The management~s investment 

policies following from th i s vi ew are: 

1) emphasis on large , longer-range de ve lopment projects, 

p~rticularly those i nvolving upg rading of r esources , n high tech-

no logicnl base or good pote ntia l f or bu i l di ng a Canadian-contr olled 

pre s ence i n i n t e r national marke t s . 



CANADA DEVELOPMENT CORPORl\TION 
Discussion Draft 

I 

Sept:ember 14, 1977 
Page: 5 

2) Profit potentials must be commensurate with perceived 

risk. This is the one criterion mandated in
1 

the act, similar to 

the current draft of the Permanent Fund. As a rule of thumb, the 

Board proposed targeting investment to sectors in which predicted 

growt h exceed twice that of GNP. Acknowledging the long-term 

nature of their mode of investment, the directors declare, "CDC 

is prepared to be patient, recognizing that some of its opportun~ 

ities will exist because o thers are unwilling or unable to wait · 

through the years of earnings buildup." 

3) CDC in a manner again similar to the current Permanent 

Fund draft, does not seek to duplicnte or preempt activities in 

the private capital market. 'l'hus it does not lend, debt capital .. 

pre~umably being readily available to large-scale enterprises in 

the Canadian private market. It is, however, prepared to play a 

catalytic role in joint ventures with foreign or domestic investors. 

4) CDC seeks controlling positions, through the purchase. 

of voting stock, in the companies in which it invests--this in 

order "to take measures neces~ary to protect and increase the 

value of its holdings." Such measures c onnote input into top­

level strategic and corporate planning decis ions, not day-to-day 

management . The Permanent Fund draft is unclea r on this point. 

5) CDC s eeks to concentrate i t ~ ~ctivities in sec t ors 

where Canada holds competitive advan t nge on an international 



6) Roles the CDC specifically rej~cts includ~ 

last-resort for faltering firms, buy-back' agency for foreign­

controlled firms or high bidder in take-over. contests where 

foreign firms are involved. 

In order to pursue these policies, CDC has been granted a 

very br,:iad range of powe.t:'s. It may invest in any asset or secur­

ity, prome>te companies, lend or guarantee funds. It may even 

invest in firms not carrying on any part of their business in 

Canada when, in the opinion of the Board of Directors, such in­

vestment would further the aims of the company. 

Il. SOURCES OF FUNDS/CAPITALIZA'l'ION 

Authorized - CDC is authorized to issue 200 million common 

shares without nor.linal or par value, of which the first 30 million 

were subscribed by the Canadian government from 1971 to 1975 at 

price::; avcr.:iging slightly over $10 a share. The co&np tmy is fur­

ther authorized to i ssue up to $1 billion in preferred stock with 

such convertibility, voting irnd interest features as the Bom:d 

de t e rmines . CDC is under no s tatutory debt limit . Ma nagement 

h.:is chose n a target level of '10 percent of paid-jn capital, a 

conservative policy designed to compliment CDC' s risk-oriented 



Cl\NADA DEVELO~MENT 
Discussion Draft 

., 
investment policies. This 

. ization of $5 billion. 

Capitalization Goals 

CDC wishes to finance further investment through the public 

issue of shares. Its aims in so doing are: 

1) · to decreane the government share of ownership to 10 

percent within 10 years. The government currently holds 65 per-

cent of all CDC stock outstanding. 

2) to offer opportunities for equity investment in Canadian 

ind us ~rles l:o Cauac.1.i.m1 .i.flvt:!~tor.s. Poli ti cal support is an expected 

by-produc t of such a policy. 

Reliance on public support reinforces the profit criteria 

for investment, since continued growth will depend on investors• 

perception of CDC as a safe and profitable investment. 

1\ctual History of Capi talization 

1971 - CDC was originally capitalized by the Canadian govern-

ment • s purcl.ase of /.5 million shares for a price of slightly more 

than $250 10illion. 'l'he government inct·eased its holding incre-

men·t:.nlly over the subsequent four yours until. it held about 30 

mi. llion s hares valued at !;lightly more th f\ 1 $300 million in 1975. 

197'1 - CDC placed 10 mill.ion non-voting rcclccmable preferred 



These. preferred shares" ·sold" 
· I · ,.. 1- • 

'•!\:, ' (,,· ' •• '1.· 
shares with institutional investors. ' , . .. 

~ ,,,.~ 

:for ,$10 and cartied a dividend .of~ 3/4 percent~ . The. proceed~ 
" 

this issue were used, in part, to pay off bank .debt incurred 

finance start-up operating costs. The shares 'are redeemable 

' ·.the option of the holder. or CDC after five years. · 

1975 - coc·marketed 1.5 million preferred voting sha~es to 

some 20,000 individual, institutional and governmental invastors. 

These shares sold for $100 and carried an 8 percent dividend. 

They were convertible for 10 shares of co~non stock with further 

share bonuses for early conversion. They are redeemable at the 

option of the holder or CDC after five years. This was the 

largest public stock offering in Canadian capita market history. 

Despite CDC's pr~fit orientation, its performanc~ has not 

yet inspired sufficient investor confidence to support the nub-

scription of common stock on the basis of capital gains alone. 

In 1975 CDC also issued about 950,000 shares of common stock 

to the Canadian government as the f J.nal. $10 million payment for 

the Crown Corporation, Polysar. 

Outstanding debt of wholly-owned subsidieries stood at $250 

million at the end of 1975. 

III. mms 01? FUNDS/INVHS1'MEN'l' OPERA'l'IONS .----

CDC has used its funds primarily to invest in established 



either through buying the enterprise outright or 

through purchase of a significan~ , P,ortion of its outsfandi~g 

securiti es . CDC' s holdings in 1975, by industrial sector, were 

as follows: 
I 

Pet.rochemicals - CDC acquired Polysar Ltd. , a manufacturer 

of rubber and petrochemical products , from the Canadian govern-

ment. The negotiated price for the Crown corporation was $62 

million plus $10 1nillion if certain profi t targets were met . As 

of year-end 1975 , Polysar 's assets were $6 02 million. In 1975, 

CDC, through Polysar , joint-ventured with Canadi an banks to finance 

the constructi on of the Petrosar naphtha cracking plant, ·a $575 

million, world-scal e facility. 

Mining - In 1 973 , CDC acquired , through tender , 30.2 percent 

of the stock of 'l'exasgulf, In ::: ., the i\merican-based energy and 

mining firm. At the time o f this acquisition, 68 percent of 

Texasgulf' s earnings were generated by enterprises located in 

Canada . 

Oil and Gas - In 1975, CDC acqu ired 60 percent of the Canadian 

c:i ssets of 'l'enneco. The~e assets include gas and oil proce ssing 

plants a nd vast areas of oil, gas and bituminous tar producing 

properties. These assets are valued at $135.0 m~llion. 

Heal th Care - CDC has purchnsed several drug companies nnd 

rcsear.ch fac.i.l itics in an effort t o build a consolidated Canadian-



owned complex in the health 
·- ' 

Connlat? "Holdings Ltd. · is Connaught Laboratories, a resea'rcti 
. • ., Iii' ! . . 

. . . 
facility formerly attached to the University of Toronto·. 

tile COnSOlidatiori· Of th~Se Companies ' in 1974 I 

steady losses. 

Venture Capital - CDC's directors have ackno~ledged the 

crutical role of financial support for technological innovation 

in economic development. They have not found it appropriate, 

however, to undertake the complex and time consuming services of 

venture capitalists themselves. Instead, CDC has purche}sed large 

amounts of stock in three existing venture ca,pital firms, leaving 

their management free to administer the newly expanded funds. 

These firms invest in a wide variety of enterprises at the con-

ceptual or early development phase. 

Pipelines - CDC has advanced $3.8 million to a consortium 

planning the construction of a North-South natural gas pipeline. 

Looking over CDC's investments, it is apparent that they 

' 1t1L.et the institution's criteria of being in sectors where Canada 

holds a comparutive advantage (natural resource extraction and 

processing) or whic:h hctve experienced high growth (medical sup-

pliec and equipment) . Unfortunate ly, statistics which would per-

mjt an estimate of CDC subsidiaries' presence in their respective 

nectars are not available. We can, however, get some idea of the 
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impact of these investments on · the extent of Canadian 

these sectors by comparing 1968 statistics on total assets, 

· Canadian and foreign held, in major sectors which appear in a 

1973 government report. on foreign investment in 'Canada to CDC's 

· current holdings. 

In 1968, assets employed in the petroleum/natural gas sector 

totaled $9.2 billion, of which Canadians held $3.7 billion (38 

percent) . Even given growth in this ~ector between 1968 and 1973, 

CDC's Petrosar undertaking is a sizable net addition to Canadian 

holdings in this sector. None of CDC's other undertakings have 

nearly so large a quantitative impact. 

IV. MANAGE~lEN'r 

The Corporation is managed by a Board of 21 Directors drawn 

mostly from the business community. \'lhile the government holds 

over SO percent of the stock, two Deputy Ninisters are ex officio 

Board members with no voting power. The government may choose to 

appoint four Directors rather than casting its ballots at Share-

holde r s ' Meetings. Such power has not been evercised to date. 

The government has stated both publicly and privately that it 

docs not intend to in terfere wit11 the affairs and manage ment of 

the Corporation. 

'rhe Board's policies are administered by a highly profes-



sional central staff of twei1ty. 
I 

Subsidiaries' production 

sions are to be made independent of CDC input'. i'he staff was 

kept small to encourage flexible response to problem~. 

izeu matters are often referred to consultants. 

V. ACCOUNTABILITY 

The CDC act, element s of Canadian corporate law and .the 

political climate in whi ch the Corporation was implemented.com- · 

bine to leave the CDC Board and staff in virtual total control 

~ompany operations and investment. 

Legislative Accountabilit~ 

By statute , CDC is not subject to Parliamentary oversight. 

Parliament's latitude for inteivention is restricted to voting 

changes in capital authorization and certain exceptioi:ial by-laws 

concerning CDC's objectives. Given the Corporation's immense 

initial capitalization, it is unlikely that Parliament will have 

t he opportun i ty to exercir;e any constraints on CDC short of clos-

ing it down. 

CDC is not a Crown Corporation, i.e., a public corporation 

f:ormod undc!r. the Canadian Fina ncial Administration J\ct "tha t is 

ul ti111a t 0 l.y accountable , through c.l Mi nister, to l'arl .i.amen t for the · 

conduct of its uf1airs." J\ll:hough it is publicly capitalized, it 



DEVELOPMEN'f COHPOMTION September 14, 
Page 13 

is subject to no ministerial oversight or control. Rules govern-

ing disclosure for Canadian corporations have been widely attacked 

for being unduly lax; these are the accountability standards to 
I 

which CDC is being held. 

Executive Accountabilit~ 

The federal government does hold a certain amount of de facto 

power through rules governing ·the distribution of shares. No 

association, a term defined operationally by the Doard, c ay hold 

more than 3 percent of the outstanding voting stock. The federal 

government may hold 10 percent. There fore , its voting posit ion 

may always be dominant, given on absence of block coalitibns . 

Jlowever, the government has chosen to mainta i n a hands-off stance 

towards CDC operations . Investment policies and priorities, for 

example, were set by the Board with no government input. With 

its current holdings, the government could exercise control 

through the removal of Boa.rd members, but has cho~en not to do so. 

The government has eschewed other control mechanisms which 

have been Lippl.iocl to mixed enterprises .Lil Bm.:opt:: , whe;:.t c t h is kind 

of structure has a longer history. These mechanisms include hav-

ing government officials as voting members of the Donrd of Dl rec-

tors , actively exercising voti ng Glwrcs , ntututory rc~1ulu tion of 

investment operutions and maint~ining a permanent or inte rmlttent 



public body to audit the activities and reports of the publlc 
,1 

financ ial institution. The CDC a9t provides for none of these 

supervisory measures. According• to most observers, such lack of 

governmant input -and control eliminates CDC from use as a tool in 

any centrally planned economic development effort. 

VI. EVALUATION 

Recalling the three purposes of the institution (p . 3), how 

has CDC performed? Dc~fore attempting an answer, we must recog-

nize that evidence is limited to skimpy annual reports covering 

only four y~ars of operating experience. 

Rer . ·Lrding the creation and mainte nance of strong, C;.:madian-

controlled industries, CDC has followed a policy of expansion and 

consolidation of existing firms. CDC's equity presence in Polysar 

allowed the company to lncur debt to finance capital expansion at 

a much quicker rnte than was realized under government ownership~ 

In assembling Connlab Holdings, CDC seems to be creating a 

ver tically-integrated drug complex covering research, production 

and d:i.Dtri.but.i.on. Whc1 t these poJ.ici.es will mean in ter.ms of 

rationalization, investment Rnd employment rama ins to be seen. 

CDC has incrcuscd inveotmcnt opportunities open to Cnnadians 

only murg i.n.nlly. Its one pulitlc Hl:oc:k i osuc was in lne fcdrly 

.lnr<;.10. denomina tion of $100/s hure and was nppar ently bought i n 
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blocks averaging 75 share s . Clearly, this kind of marketing will 

not broaden participation in equity ownership. Quantitatively , 

however, this was a very big issue: During the decade previous · 

to the i ssue , gross ne.,,· issues of Canad ian preferred stock aver-

aged only $132 million, compared to the $150 million sold in one 

shot by CDC . 

CDC has shown some profit in terms of earnings per share 

every year . 

CANJ\07\ 

Year Capitali ztition -
1975 700 

1974 540 
1973 344 
1972 138 

DEVELOPMEN'l' CORPORATION 

1 Value of Holdinqs 2 

857 

5'19 

~65 

200 

. . 

Enrnin9s/Share 

$0.31 

$0. 81 

$1.89 

$0 . 57 

1
capitalization = Capital stock plus retained earnings, in 

$000' s. 

2 
Value of Holdings = Invcstmcn ts plus f i>:ed assets of wholly­

owned subsi<l iarle~ , in $000 1 ~. 

Give n the ' $10~· price of s hares , earnings have bee n modest . 
'l'hcy h un: fluctuated with the 9encrnl con<.li t ions of t he Canadian 
economy ;and have been well below the CDC 13oard ' s stated profit 
t a rget of 15 pcrcant. 
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' . Canada Development Corporatio~ . 

l \SSETS 

Current Assets 
Investments 
Fixed- Asse~s of Subsidiaries 

· Other Assets 
1TOTAL 

:LIABILI'l"IES 

Current Liabilities 
Short-term loans 
Accounts payable and accrued 

liabilities 
Dividends payable 
Income and other taxes payable 
Long-term debt due with~n one year 

•rotal 

.I.ong-Term Debt 

Deferred Income Taxes 

Interest of Minority Shareholders in 
Subsidiaries 

· •rotal 

SHAREHOLDERS' EQUI'l'Y 

Capital Stock 

R~tained Earnings 

Bxcess of Book Value over Cost at Date 
of Acquisition of SubD:i.diary 

'J10 tal 

'l'O'r,\ L 

1975 

(thousands 

$ 378 , '430 
354,581 
so2-, 79 2 

41,73 

$1, 277 ,,537 

564,563 

91,699 

51,572 

707,8~4 

$1,277,537 

of dollars) 

$ . 321,811 
332,354 
216,271 

. 29,155 

$899,591 

422,000 

74,744 

51,572 

548,316 

$899,591 
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VII. RELEVANCE TO THE ALASKA PERMl~NENT FUND 

In analyzing the relevance of the Canada Development 

Corporation ' to the Alaska Permanent Ft nd we will review the 
' 

headings in ~ this memorandum in order: Purposes, Sources and 

Uses of l!"'unds, Management, and Accountability. 

Purposes: The purposes of the Canada D=velopment Corpora­

tion appropriate for consideration by the Permanent Fund are: 

1) to encourage the establishment and maintenance of 

strong Canadian controlled enterprises ; 

2) to widen investment opportunities for Canadian 

investors; and 

3) to operate for a profit. 

'fhe achievement of th.e ~irst two goals is conditioned by and 

dependent on the third. Profit is the operational goal most: 

frequently and explicitly mentioned by management in its official 

reports. They attempt to make a case for their pursuit of profit 

by claiming that the partially public benefits of the first two 

goals will never be r ealized unless a rate of profit and growth 

higher than that enjoyed by fo reign controlled clcmcntG of the 

Cunadian economy are ochieved . :rn the first annual report, 

management stated, 

If we as a nation are to increase the Canadian content of 
our economy , it must be essentially by -encouraging the 
Dound growth of Canadian-controlled enterprise s at a pace 
which oxceecls tlw t of their non-re:.;iclcn t -ownecl compet.i tors. 



case of balance of CanadianfF~reign 

of Canadian indust.ry I t;.he state111ent above amounts to . a tautology . 

In terms of providing wider investment opportu.~ities in . Cana~ian 
' ~ • I ' : • 

., t ~ 

is true to the .extent that 
' 

enterprise to Canadians, the statement 

•
1CDC issues must out-perform competitive sec1.n:·:lties 5.n order to 

be at:tractive to investors. Canadian investors have access to 

international capital markets, and, in 1970, 40% of the securities 

held by institutions and individuals in Canada were of foreign 

issue. 

The achievement of extraordinary profits by an investment 

holding company like CDC is unlikely. Recent work in investment 

portfolio theory and the experience of the securities industry 

in the past decade h ave demonstrated the futility of attempting 

to "out-perform" the market in the long run . 

CDC may even be compounding its difficulties by investing in 

as few enterprises as it does. This investment strategy may lead, 

and in CDC's case has led , to unstable earnings and cas~ flow. 

Such a situation may inhibit the planning of future operations. 

CDC's investment operations raise issues of control ove~ 

the exploitation of natural resources, operations of tha Canadian 

capital market and owne rship structure of mnjor industries, all 

of which nre legi timat.e concerns of the Peeler al government and 

the CanaC.ian people. 'l'he proponents of CDC in its present form 



convinced Parliament .that it was necessary to give up control 

over these matters in order to achieve the more limited goals 

the statute. However, what the government got for ~elinquishing 

such controls is of 9uestioqabl,e value. La.ck of . government input 
. 

into CDC operations is the rncjor weakness of . the institution. 

Sources and Us~s of Funds: The management of the Canada 

Development Corporation has intentionally developed a strong 

equity base with only 40 percent debt in order to undertake 

the kinds of long-range, high-risk strong ownership positions 

which are essential to carry out its purposes. 

On the other hand, the Canada Development Corporation must 

maintain a very strong return on its invesl:ed capital in order 

to attract the substantial private investme nt in the Canada 

Development. Corporation which it is seeking . The Permanent Fund 

will not have such a constraint, which has both negative and 

positive aspects. From a positive standpoint, it will not be 

forced to get such a market return; from a negative standpoint, 

it will not have the correction of the marketplace monitoring 

its inveBtments quite so ca~~fully. 

Man~qement: The Canada Devel opcent Corporation has the 
-~---

kind of strong , indepcnden t·. , profes:.ional staff necessat·y to any 

successful development hank. 'rhe Cunadn Development Corporation 

follows tho wise course of only overseeing the major strategic 
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planning decisions of its ;~bsidiaries and affiliates, 
• 

involving itself in day to day decision making ' j 

1: Also, the Canada Development Corporation management has 

been given the very broad managerial discretion to make finvest­

mcnt decisions which is contemplated in the current draft of 

the Permanent Fund . 

Accountability: On the other hand , the Canada Deve1lopment 

Corporation is a preeminent example of a development ban1k which 

does not have sufficient accountability to either the eJ1:ecutive 

or the legislature. 
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INTRODUCTION 

The National Enterprise Board, established under the Industry· 

Act of 1975, is ·· public financial and promotional institution 

whose principal objectives are to assist the economy of the U.K., 
., 

to promote indust~ial efficiency and international competitiveness 

and to expand O!.>port·mities for productive employment. 

From 1968 to 1971, the British government operated a public 

financial institution with · a similar purpose--the Industrial 

Reorganization Corpor ati on (IRC}. IRC's functions were limited 

to promoting and providing finance for merge rs which the direc-

tors felt would he lp effect the rationalization of an industry. 

(Many of Britain's mc:mufacturing s'ectors are characterized by 

firms too smDll to compete on an international scale.) IRC gen­

erated a great deal of oppositi on from private financial inter-

ests which felt tha t they were being subjected to unfair compe­

tition. 'l'he ins titution was d i sbanded · by the newly elected 'l'ory 

government in 1971. NED, which incorporates the functions of IRC 

into the comprehe nsive pr ogram described below, begcm operations 

in November 1975. 

:C. PURPOSES 

Jn orclc r to meet these broad obj cc t ivE:? s the NF. n ca rries out 

nevc r a l different functions . Somn obse rvers feel these functions 
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arc not consistent with In planni,ng its fnye'stments , . 

the Board is to apply standa;d 
' j' . ..:. . ~ ' .· . l ., ' ' 

'conurie rcial .. criteria ,of ._ profit-" 
' '. 

' ability. On the o'ther hand, it is viewed' .by gove~mnent ancl its . . ..~ 

' ,, 
f • ( • 

own directors as an instrument of natiorial industrial policy and 

is therefore responsible fo~· meeting variou~ public policy cri-

' teria in its operations. The implications of NEB's mixed agenda 

~wj. :.1 be: examined in the detailed enumercltion of the institution's 

pt1 :-:-poses below. 

NED's operations fall into four conceptually separable 

·classifications: 

a) Finance fo_r Industrial Investment - NED acts essen·-

tially as an investmen t banker, purchasing 'the equities of pri-

va te firms where it feels the investment will show a reasonable 

return, will help effect the purposes of the Act and will not 

displace private investment. NEB also makes loans. on commercial 

terms. 

b) Industrial Holding Compan~ - NEB is responsible for the 

strategic management and financial monitoring of several large 

nationalized firms. 

c) Assistance to Companies in Financial Difficultl - NEB 

administers capita l assistAnce to firms in t emporary financia l 

difficulties. E'unds fo .r this activity are provided by the Sec-

retary of State for Industry who is also responsible for deciding 

which firms will be considered for such assistance. 
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. , 

•d) Promotional Acitvity--NEB offers assistance in procur­

foreign contracts for British f irms or groups of firms and ... 
.the activity of regional development authorities. 

Each of these four purposes is analyzed below. 

a. Finance For Industrial Investment 

NEB's main function is the provision of finance for indus­

trial investment, particulaTly for the expansion and moderniza-

tion of productive faciliti es in manufacturing. In addition, 

finance or advisory services may be provided to promote indus-

trial restructuring. Finance is normally provided in the form of 

equity, but loans at commercial rates of interest may also be 

provided. 

NEB's investment policies are shaped by an interim statement 

of guidance from the Secretary of State for Industry, which is 

now pending statutory enactment. Except for those investments 

made at the dir~ction of the Secretary~ (see Section c) , profit­

ability, defined as the projected discounted rate of return to 

capital, is to be the main investment criterion. Subsidiary to 

this are certain public policy considerations, including: 

~Note: In this profile, "Secretary" denotes the office of 
the Secretary of State for Industry . 
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'. 
i. prepar.ing for growth by action to increase 

capacity in , key sectors 
. . ( ' 

ii. ,increa~ing e~i-?orts ·or savings imports ; and · · : · ... . 

iii. where there it> a choice of location, creating new jobs 

in areas of high unemployment . 

NED devoted considerable time to identifying sectors where 

its assistance would be most beneficial in t erms .of promoting 

efficiency. 'I'hey incorporated data and analysis from the White 

P.u.uer accompanying the Industry Act and a 39-sector industry 

study by the National Economic Development Councils into their 

annual inv~stment plans. NEB intends to use these studies and 

other analysis provided by the Secretary to guide future inves t-

ment policy. 

b. Industrial Holdi~g Company_ 

The NEB acts as a hold i ng company for a numbe r of sharehold-

i ngs previously held d i r ectly by the government. The portfolio 

wi ll be added to from t ime to time as a consequence of the NED's 

role as a provider to n0w equity finance and t hrough the purchase 

of exis ting shr.lren in compnnies . In addition , the NEB has power 

under the net to sat up new enterprises or to participate i n 

:i o:i.t'l'l. vcn l:.u.r.cH with the p:ri va l:e sector. 

~·he b~sic j ob of th0 NEB as shu.rcholdcr i s to ensure a proper 
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return is secured to the taxpayers who ~rovide capital through 

the Consolidated Fund, the general tax reven~es of the British 

government. In so doing, the Board does not intend to participate 
/ . 

in day to day management. Their oversight - co~sists i~ '. ?no~t cases 

of making arrangements for the provision of regular monthly in-. -
formation to the NEB on p~rformance and financial prospects~ for 

the provision of annual and long-ra1:ge plans for the approval by 

the NEB and for the submission (in the case of subsidiaries--

wholly-owned companies) of major capital inves tment proposals, 

acquisitions and disposals for approval. 

Many of the "transferred companies'" problems have arisen 

f~om unstable. industrial relations resulting from the inability 

of management and labor to work out satisfactory w~ge and produc-

tivity provisions. There are three high union officials on the 
I 

NEB's ten-member Board of Directors. Their presence may be in-

terpreted as a move to force some rapprochement between labor and 

management , given the Board's responsibility for strategic man-

agement and oversight of the ' troubled enterp=ise. 

c. Assistance to Compimies in Financial DifficultY-

'l'he NEB may be directed by the~ Secretary to assist a company 

in financia l difficulties which needs to be restored to a sound 

state for reasons of employment or industrinl policy. In some 
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cases, the Board will consider the provision of furids in some 

· combination of commercial and subsidized tcrins. In such · cases, · 
" r • l 

the NED will .be reimbursed specifically for thelr in.volvement; 
} J I ~ t , I ' .' 

I 

and to ensure that their financial discipline is not undermined , 

these activities will he accounted for separately. 

d. Promot ional Activities 

Foreign Contracts.- In keeping with its policy to expand ex-

ports, the NEB attempts to use i ts central organizing and fina n-

cial capabilities to he l p British industries compete for large 

foreign contracts. Accor ding to the Direc t ors \ analysis, "Over-

seas contracts are becoming so large in value , and the conditions 

attached to them so onerous , that many UK companies do not have a 

b i g enough asset base to undertake the risks; in addition there 

is a tendency among developing countries to favour tenderers with 

some form of government backing ." NEB has announced that it is 

willing to joint venture with firms or groups of firms competing 

for such contracts. In 1976 , it assistecl in two such projects. 

'£he contruc ts were , however , awarded to other bidders . 

~zional l\cti vi tic~ - 'J.'he Secretary ' s i nterim policy state­

incnt directed NEB to give particular weight to cr~ating jobs in 

areas of high unemployme n t. In accorda nce w.i.th th.is direction, 

NEB h \ls sc i· up officics in Li vcrpoool and Newcastle. 'Phe Regional 
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Directors' initial task has been to establish their offices, to 

build up close relations ~ith public and other bodies concerned 
" • .•I ~ 

with reglonal dcvelppment and industrial investment in ~heir 

regions, and to seek e>ut companies with potential which might re-

quire financL: from the NEB to fulfill their modernization and ex-

pansion plans. 

II. SOURCES Of' PUNDS/C/l.PITALI ZJ\TION 

NEB's investments are financed wholly by the national gov-

ernment. NEB may draw on two som:ces within the government': the 

Nationnl Loans Fund, and "public cl.i.vldend capital 11 appropriat-.cd 

an~ually by Parliament to the Secretary of State by the Treasury 

for use in industrial investment. The National Loans Fund is a 

revolvi:1g fund to be used to make loans to private f .i.rms. The 

amount of money in the fund and the annual volume of loan activ-

ity is set by Parliament:; it is administered by the Secretary. 

NEB may borrow from the Fund at private commercic:il rates and lend 

this money to the firms · in which it invests. NEB must repay 

these loans on a fixed schedule se t. in advance in consultation 

with the Secrol:nry. NEB may charge a .small i nter.est rate differ-

enticll to its borrowers to cover :i. ts costs in orig inn ting nnd 

mon.i.tor lng the loan. 

Public dividend capital is another pool of investment fundD 
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made available to the Secretary by Parliament , with controls sim­

il,lr to those exercised ' over. the National Loans ~µ~d. , Repay"1ent 
.J 

, .. ' 
Dividends and recov~.ry of cap-: 

".! 
of . ~hese advances are flexible. 

ital are set by the Sec~E7tary in consultation with NEB> ron a yearly 

~Jasis. In 1976, NEB paid no dividends on the public dividend 

c«pital it received and subsequently invested in the firms it 

financed. Returns on public dividend capital are to be paid into 

the Consolidated Fund . 

'l'he Secretary and the Treasury must approve all advances 

·from both the National Loa ns Fund and public dividend capital. 

'£he Board must supply accounts of the application of these funds 

to both of fices. 

'l'he 'l'reasury may authorize the use of general tax revenues 

to guarantee repayment of loans undertaken by NEIL 'rhe 'l'reasury 

must notify Parliament of all such guarantees. 

As of December 31, 1976, the hreakdown of funds received by 

Nf:D was: 

Public Dividend C~pit~l 

Debt assumed from the government 
upon tt'an::> f:~r of investments; n:l·· 
rectcd by Secr.etf\ t'Y of State to bo 
treated as publlc dJvidcn<l cDpital: 

1. E.;r-;ucd to Nlrn dn~J 1976 
;l'otal 

Subsidiari~s 418.4 

Associates 6.2 

Othe rs 1. 2 · 
425.8 

54.0 
---..... 4 7---9 . a 
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Since NEB does not market securities, debt/equity ratios are 

not material to its success in obta ining further funds for invest-

ment. More important will be its ·return on capital and the per-

formance of its subsidiaries. These factors will figure promi-

nently in the Secretary's decision to continue providing invest-

ment funds to NEB. 

NED's assets consist largely of investments and loans to 

five l arge public corporations transferred to it by the govern-

ment. All of these compani~s have suffered financial , managerial 

and labor problems in the l ast few years. They have been only 

marginally profitable or have shown losses. The book value o~ 

these companies ' assets was ~624.l million at the time of trans-

f er . Tho:i.r ncgotiatecl price , di scounted for their market pr.ob-

lema nnd used for calculating returns to NF:D, was ~'195.7 mill.i.on. 

During 1976, NED made ~d0. 4 1 1uillion in new equity investments 

nnd f:.2C. l.3 million in loans l:o tl!esc companiC$. 
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operating status of NEB's major industrial 

the date of transfer from the government ·was as follows: 

Sales 

Profit (Loss ), Before Tax 

U.K. Employment 

12 months to 
Sept. 1975 

fll,868 mill. 

(76.1) 

191,000 

15 months to 
Dec. 1976 

l>2,692 mill .. 

70.5 

183,000 

British Leyland is <i major manufacturer of motor vehicles 

and allied products. The companies co nprising this conglomerate 

had shown steady losses· during the S:i.>;ties . 'l'hey were consol­

idated' and nationalized in 1973. British Leyland's small profit 

in 1976 is attributed to higller export margins resulting from the. 

' decline cJ£ the pound. The firm's major problem is that it has 

been unable to produce enough vehicles to meet demand. This is 

due mainly to disrupted labor relations. During the 15 months 

ended December 1976, 7.1 mi lion m~~-hours were lost due to 

strikes a nd subsequent l ayof fs. 

0,11.:0 RccOl:ding Instrument Co. I.ta. 

Sale!'> 

(Loss ) Defore Tax 

U. 1\. .Emplo}1men t 

12 months to 
Sept . 1975 

.blO. l!; 111.i.ll. 

(0.14) 

923 

15 months to 
Dec. 1976 

{-.8.50 mill . 

(0.09) 

1,030 



Data Recording is a young firm prod~cing, co~putcr peripheral 

equipment. Some 60 percent of its output is sold overseas. Its 

management has announced expansion plans calling for a doubling 
, 

of employment in the next four years. However, the ·sales figures' 

above do not seem to warrant such optimism . 

Ferranti Ltd. 

Sales 

Profit (Loss) Before Tax 

U.K. Employment 

12 months to 
Sept. 1975 

1>86.3 mill. 

(O . 5) 

16,651 

15 months to 
Dec. 1976 

!>108.5 mill . 

4.1 

15 I S'i 6 

Ferranti is a conglomerate producing many l ines of heavy 

electrical equipment and e l ec tronic instruments. Its operations 

are international, with subsidiaries in Canada , Brazil and Scot-

land. As of the e nd of 1976, divisional management was being de-

centralized in an attempt to accelerate the increase in profit-

ability indicated above . 

Herbert Ltd. 

Sales 

Profit (Loss) Defore Tnx 

U.K. Employment 

12 months to 
Sept. 197 5_ 

ti4 9. ·1 mill . 

(13.4) 

6,716 

15 months to 
Dec. 1976 

I> 1J 9 . 4 mi 11 . 

(0.7) 

6,017 
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llcrbert is one of Britain's largest machine tool manufactur-

crs. This industry had been particularly hard hit by the reces­

sion of the ca~ly Seventies, and the firm had been forced to · 

- postpone planned equipment modernization. As of the end of 1976, 

domestic and foreign o;rde:r.s were increasing. Herbert was planning 

to complement upgrading of its capital with wide-reaching decen-

trali~ ~tion of divisional management responsibility and worker · 

parti (:tpation in plan·t-level management. 

Rolls Royce Ltd. produces aircraft engines and industrial 

turbines. The nutomotive division was separated from the firm 

upon nationalization in 1971. Recessionary declines in demand 

for air travel and electricity cut severely into the derived de-

nwnd fo.i: Rolls noyce 's produc l:s. o~clining s ales l eading to in-

creased unit costs forced managmnont to close th~ee plants ~nd 

curtail s ubcon t.rac t i ng buzinoss . Despite steudy in t c 1: 1rn t i on al 

or ders for military ajrcraft engines , RR intends to continue cut-

bucks in capitol cxpondlture antl production. 



During 1976, NED also invested in new. 1and existing smaller ~ 

firms, mostly in the machine tool, computer and metalworking in-
• 'I 

dustries. These investments amounted to r.11.51 million in 

and f.21.18 million in loans. 

IV; MANAGEMENT 

NEil is managed by a Board of Directors consisting of two 

full-time and eight part-time members. 'l'he two full-time members, 

Chairman and Deputy Chairman, are former senior executives of in-

dustrial enterprises. Of the eight part-time members, five are 

business executives and three are union officia lti . The Board is 

the ultima te authority in investment decisions except in those 

cases reported in the "Functions" section. 

The Board is assisted by a professional staff of ~7, head-

quartered in London wi th regional branches in Liverpool and New-

castle. 

V. ACCOUN'l'1\BII.IT'i 

1\cco\m ta bi li ty to the Executive 

'rhe NED is subjoct to a great <lcnl of o-..·ers.i.ght by the Sec-

retary of Sta t:e for Indus try a nd the Treusury. NEB mus l: ~HJ tis fy 

those officers Lhul: its i nvestmen t s nr e f;Ollnc by commeJ:c i Ell cri­

tcri<:t (except in t he case of inve r. tmentt; cH r e c.te a by the Secrctai·y). 
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, 
NEB S'I'A'l'EMEN'l' OF SOURCE AND APPLICATION OF 

the period from 20 November 1975 to 31 December 

Source of Funds 

From Her Majesty's Government 
Public dividend capital 
National Loans Fund 

From Her Majesty's Government upon the 
tt'ansfer of investmen tt; and loans 
under Section 5 of the Industry Act 
1975 

Public dividend capital 
Capital Debt 

Application of Funds 

Overall Excess of Expenditure over 
Income 

Less Depreciation 

Purchase of Fixed Assets 
Purchase of inves tments 

Subsidiaries 
Associates 
Others 

Loans to 
Subs .i.clinric~ 
Associatos 
Others 

Inve::;tincnts t ra nnferrcc1 by 
lier Mn jesty'H Govcrnmc11L 

Sub:~lidiur.ics 
J\ssoc.i.ll tos 
Othct·s 

Loans transfer r ed by 
lie r M«jesty ' s Government 

Subsidioric.:s 
Associates 

Note 

14 
15 

14 
15 

., 

7 

g 
11 
10 

9 
11 
10 

9 
11 
10 

9 
11 

53.97 
21.29 

425.79 
77.84 

40 . 41 
10.70 

.81 

20•,13 
.76 
.4 2 --

'118. 36 
6. 2'1 
J.. 19 

74.59 
J.25 

75.26 

503.63 

1.09 
.05 

1.04 

.65 

51.92 

21.31 

425.79 
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must also rnak~ an effort to fulfill a rath~r l ong list of pub-

policy responsibilities as well. These include: 

1) location of new facilities in area!i of high unf'~11ployrnent; 

2) ensuring the furthering of democratic managerial prac- · 

tice; 

3) ensuring that the use of funds is consonant with anti-

inflation policy; 

4) ensuring that public corporations maintain financial 

disciplinC:1; 

5) assisting and coordinating activitias with regional 

pla nning agencies ; and 

6) ensuring pr otection of consumer in terests. 

Commercial standards fo.r investment are well understood, and 

there exist permilnent agencies within the government co monitor 

NEB's performance on this account . No standa~ds o r mechanisms of 

oversight have been brought forth by which to judge NED's per-

formancc on the social criteri~ or to hold it accountable . 

In setting guidelines for NED, the Secre-:ary acknowledged 

that the institution had to be left with cnou;~ discretion to 

i-espond f:lmd.bly to quickly changing invcstme~t opportunities. 

'fhus , govcrnmcn t ove1:si~Jhl: is to be excrci~0c through the rev icw 

of: threc-ycut' i nvcctment plnn :::; submitted unnually to the Secru-

t nry. 'l'ho plw1 iu to include sac tions den ling with: 
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a) existing NEB holdings (with particular 

activities of large companies): 

b) acquisitions, joint ventures and new 

c) assistance operations; 

with a d i scussion of the balance between these various activities. 

The Secretary may enforce hi s decisions through two mechan-

i sms discussed above , regulation of certain investment activities 

and control over the amount of investment funds available to NEB. · 

Should the policies of the Board and the Secretary seriously 

diverge , these provisions could become powerful sanctions on the 

discretion of NEB management. At the moment , however , relation-

ships be tween NEB and the government seem more collaborative thun 

etdversary. 

The overall framework of the NEB's accountability to the 

government on matte rs of public ~olicy and financial goals is 

9iven above. Here we list certain t ypes of investment operations 

which require notification of or approva l from the Secretary of 

State . 

No ti fication of the Secretary is required when: 

1) commitments exceed blO mil.lion or the investment 

raices new or significnnt policy issues ; 

2) NBD ncqu.i.rcs more t hun 10 percent or: l:.he vo tin9 

ohm:cs of: a company; a nd/or 
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3) the acquisition may require investigation under 

monopoly laws. 

Approval is required when: 

1) NEB wishes to dispose of securities; 

2 ) conunitments exceed ~25 million; and/or 

3) the costs of acquiring share capital exceed ~10 

million or confer upon NEB more than 30 percent of voting stock 

in a company. 

Most of these restrictions on investment activity were en-

acted in order to assure the business com.11t11:ii ty that NEB would 

not use its access to large amounts of govern:."!ent fund::; to com-

pete at an advantage with private investors . NED is subject to 

the same laws regurding ownership acquisition and disclosure that 

apply to private inves tors; it may not rnake use of privi leged in-

formatio~ such as planning agreements worked out between the gov­

ernment and private firms; it may not compel! private owners to 

sell ont. 

I.cqislati~\.CCOUntabil~t_y 

NED is only indirectly accountable to Pnrliament through 

ministers appointed by them . Parliament nlso controls the amount 

of Nation~l Loa na Funds and public dividcn<l capit~l avnilable to 

all recipie n l:s . 



ENTERPRISE BOARD 

EVALUA'l'ION 

The most remarkable a !:ipect of the NEB is the array of con­

' ceptually ser~arable functions it is to fulfill and p'roblems it 
' 

to address . After only one year of documented activity, it is 

impossible to ass ess the Board's performance. We can, howa ve r, 

review NEB' s functions and design t o make some prognosis on its 

chances of succ ess. First we must review interpretations of · 

Uritain' s present industria l difficul ties . 

Since 1960, the post-tax rat e of return on physic~ l capital 

to British conunercial and industrial companies has fallen from 8 

percent to near zero. The cause most frequently identi fi_ecl by 

commentators on this phenomenon is l ack of suf ficient reinvest-

ment to maintain capacity. However, recent studies have shown 

that Britain's rate of r einvestment has been stable and comparable 

to those of other Weste rn indus t rialized countries. 

Recently, attention has been focused on the low productivity 

of labor as the major cause of unprofitable manufacturing activ-

ity. In manufacturing and utility sectors, Britain's enterprises 

rank consistently lowest in international comparisons of output 

( ~a le s ) per unit of n1anpower employed. This condition is pcartic-

ularly acute in the na tion ~li. ~ed industries where , for example , 

Britis h r.cylanc'l u se s about twice as much manpower/unit as il:s 

continenta l counterpar t s producing n.i.mi l ar earn with zimilar 
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equipment . Frequent strikes cut further into productivity of 

capital. For obvious politic al r easons , both Labour a!·:d Tory 

governments have been obliged to maintain em?loyment and have 

thus subsidized losses in nationalized enter~rises and in larger 

private ma nufacturing companies as well. Unions, therefore, face 

few constraints, .i.n terms ~f rnembership job loss , in pressing for 

more aud more costly wage and benefit settlerr.ents . . Nationalized 

industries have also been subject to price co~trols in the face 

of continuously rising factor costs. 

These are only a few of the problems facing large-scale in-

clustry in Britain; they fcice conditions weighing on all import-

dependent indus trictl economies . They do, hm;e vcr, have the ad-

vantages of a relatively mode rn industrial plant and a highly 

trained technicc..il and mannget·ial elite. 

What are the prospect~ for NED's various roles given the 

simplified analysiG above? Taki ng them one at a time:· 

Provision of Investment Ccip~tal: NEB 's op<:.:rations are a 

subst1:mtial improvement over previous British systems of capital 

asaistance to privntc firn1s. Unde r older pro;ramD , the Treasury 

had lo be petitione<l for virtually every disbur~al of invc~tmcnt 

funds, burea ucra tj c: response tended to he slo·.·: l"o the point of 

obstructi. n9 t:he completion of deals . Fu.cthcr;:iorc , most assist.t1ncc 

w.:is in the form o .r: lo.:ln s w;l th :i.n f: l e xiblc rcpa:z·mcn l: t:erms. 



I 

of teh had to 

their gover'nment loans. 

Within rather high per investment limits, the NEB may 

its own initiative, without e·>:ecutive '.approval. Since its 

source of cap:i.tal for ne~·/ in.ves:trncnts !
1
is preclominan tly public 

. 
dividend capital (76 percent of the total funds available to it 

I 

:i.n 1976) ,· it may advance equity to the companies it invests in. 

Thus , ~EB can nbsorb long gestation periods necessary for new en-
. 

terpr ; ;es or new operations within existing enterprises to show 

prof i ~. s . 

. n~J ltlir~_<;L Comp~"i : 'l'he problems facing Britain's nationali?.ed 

indu;;; tries are too complex, too embedded in historical patt~rns 

of class, social and economic relations for any super-managerial 

au l:hori ty to turn around in the forseeable future. 'rhe NEB may 

prov.i.de one of many desperately needed forums in which labor and 

management representatives can be induced to address common prob-

lems. 

_A_s_s_;i_. ~-· t __ :;-i_1_1_c"_r-!_t_o_l_·· 1_· J} !ln c~ nl 1 y 'l'ro ub~: ed rAmn:in; r.>c.i • - -···1-- · · .. -:::..::..:::.. Thi.s is ?~l~B • s 

least e nviabl e and leas 1:.-to-be - emul,l l:ecl function. '!'o the extent 

thut the ann lys:i.s ubove holds tn1e i n individual easer: , provision 

or: ucldi t ion<ll cc.1pi t<.ll un1.'le1t' any .t:crm::.; is economically ine [£ icicn t. 

:Ct may, howLwor , be pol:i.l::i cn lly n0.cc:ssa r.y. NED keeps separate 

£1ccotrn ts for unch ac.: t:i. v:i. l:ico an cl i s reimbur.EJcd for them. Thus, 
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the "subsidy" nature of these activities is acknowledged in NEB's 

r ecords , allowing for the application of other-than-·cormnercial 

standards · in judging performance. 

Promotional Activities: Both the foreign contract and re-

gional development functions seem to be sensible approaches to 

creating markets and encouraging coordination , particularly in 

sectors dominated by small units. Coupled with NEO's fi nancial 

powers, these could be particularly effective ~erviccs for in-

creas i ng Britain's international competitiveness . 
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VII. RELEVANCE TO THE·• ALliSim PERMANENT FUND 

' Purposes: The British National Enterprise Board, 

Canada Develop~ent Corpo;-ation is relevant to th~ Alaska Perma­

nent Fund in that its central function is to finance the re-

~;l:ructuring of ownership to ensure that assisted firms are 

efficiently operated under Dritish management control. 

Like the Canada Deveioprnent Corporation and like the 

proposed draft of the Alaska Permanent Fund, the ·British 

National Enterprise Board is required to return a profit on 

investment that essentially meets the norms of the marketplace . 

On the other ha nd, the British National En~er~rise Board statute 

goes one major step beyond that of the Canad~ Development 

Corporation in requiring that any subsidies are borne directly 

by the British General Fund and not by the National Enterprise Board. 

'J1hat implication exists in the current draft· of the Alaska 

Permanent Funcl but should be made more explicit. 

Finally , the principal weaknesses of the Dritish National 

Enterprise Board are the conflicts in incompatible goals. As 

was emphasized in the July 11 memorandum to the House committee , 

this :i.s a pr:inc;:i.pul clanger of an imprope rly structured develop-

ment bank. J\ny sepnrato gonl~ such as the separate and con-

flicting tasks of the Dritish Nationul Enterprise Board should 



be· separat~d into 
l~ , • 

a1id uses of funds and ·.management capable 
·' ' 

'. distinct. ' functions. "~~ . 

Sources and bses of 
,. 

' 

Board is, of cour5e, 100 percent ' f i nanced by the British 
-

gov . , n~ t~ Unlike the Canada Development Corporation, it 

does no t have to float its stock issues or bonds on the private 

market. 'l'hereforc it does not have a market sensitivity. 

The Canada Development Corporation is too sensitive to 

the marketplace ; the British Nati onal Enterprise Board is not 

at all sensitive to the marketplace. The result is that the 

British National Enterprise Board can ancl does make unsound 

investments which arc unproductive and in the long run a dis-

service to the British economy. The ideal is a mixed public 

and private financing in which the initial c apitalization of 

the government pi::ovidcs flexibility but the subsequent financing 

is from the marketplace and is market sensitive as, for 

instance, in the case of the European Investment Bank. The 

i\laska Perrntm enl: Fund CcH1 be orgar~i zf!d to cre:att: a SL'hstantial 

multiplier of private f inancing on its public capital which 

will both improve its performance and make rr.ore efficient use 

of its resources. 



'£he British National Enterpr.is~ 
~ ' ~ "\ ~ .,, .~ '! 

. • - • ._ 1 •I 
.like the Canada Development Corporation, does no.t invo.lve 

. . 
itself in ' ·the day to d~y management decisions ' of~ its affiliates 

;. •1 H • ' 

' or subsidiaries, a policy which should again be followed by ' 

"the Alaska Permnnent Fund.· 

It ·is also important to note the balance among 

business and labor on the British National Enterprise Doard, 

·a ba l.ance which may or may not have any n~levnncc to Alaska. 

Accountability: The British National Enterprise Board 

statate and its executive implementaiton provide some of the 

' most striking models for the legislative and executive oversight 

of a large and powerful development bank. 

First, NEB' s financial reporting standards a n:.: extremely 

rigorous. Even in its Annual Report, all accounts are u.n-

consolidated, so that the pe rformance of subsidiaries and special 

purpose funds is apparent from casual perusal. For example, 

the conversion of a large portion of Rolls Royce government 

debt to public dividend capital was duly noted. This was a 

relaxation of financiAl discipline contrary, perhaps, to NEB's 

stated policy. Howe ver, this information was picked Up by the 

D1:itish f inancial press and u sed by member s of Par liament to 

bring politica l p:r.es suJ:e to the struggle to impose st1:ictcr 

s t andar ds on nationali zed in<lustries. 3ince the solutions to 
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Britain's industrial problems must be worked out in 

as well as the ·economic and .financial spher:es , the 'informed 

participation of the' interested publi'c may serve as an 

control ' on NEB's activity. 

Secondly , day-to-day investment activities are su~ject to 

regulations designed to ensure that NEB is not displacing private 

market investment . While the succczs of these regulations is 

impossibl e to me~sure , it should be noted that CDC is under 

no such control. 

Thirdly, and most importantly, !iEB must justify its 

requcot~ for investmerit funds on a n annual basis to the Secretary 

of State for Industry, who makes the final decision en the 

disbursal of these funds 'l'he Secretary is , in turn, accountable 

to Parliament, which appropriates the money. On one hand, this 

ensures that NEB' s management is using its funds in a manner 

consonant with national policy and financial responsibility (to 

the extent these two goals do not conflict). On the other hand , 

such approva l mechanisms may involve bureaucrats far r emoved 

from the ope ra t ions of the assisted firms. They may also inhi bit 

the timely provision of fun.els necessary to negotiute and 

ef feel:. dealr;. However., thi s cloes not seem to have been a p1:oblem 

so far. 



I ' ' . ' 
CONNEC'l':CCU'l' DEVELOPi1Bt~·r All'l'IIOR'l'Y 
Discussion Draft 

IN·i'RODUCTION 

The Connecticut Development Authority (CDA) .. is one of 
. . 

.independent- state agencies in the
1

United States designed to 
, . , • . 4r '' • 

•. ' • • l! 

assist existing small- and rnedium~sized firms in obtaining long-

term debt financing for expansion . and UIJgradi'ng of physi'cal . plant 

und equipment. Created in 1973 by an act of the Connecticut 

statt? legislature, its operations to date are noteworthy on sev-

eral accounts: 

1) They have been self-sustaining. All operating expenses 

have been financed by service fees and float from efficient cash-

flow management. 

2) Screening procedures have been rigorous. Virtually all 

CDA service users have been financially successful. 

3) Management has been innovative in harnessing the private 

money markets to p~ovide finance to . firms which, due to their 

srnnll size, have had restricted access to capital on suitable 

terms, particularly during tight money periods. 

I. OPEPJ\ TIONS: PURPOSES, SOURCES J\ND USES OP FUNDS 

The J\uthor:i.ty mana ges five prog.rams, each of which deals 

with a 80inewhnt different aspect of providing expans ion cnpital 

to snmll-· and medium-sized firms . '1'he volume of thes0. operations 

in the pas t three years i s shown in Table i , in terms of number 

of loans clos ed or ins~rad and their total dollar amounts. Since 
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Table I 

$ AMOUNTS IN f.lILLIONS 

---
Self- Umb. Ind. r.:ort. 

Program Sustain Bond Ins. 

Year 

1974 # 37 18 2 
$ amount 172.4 5.1 4.4 

1975 # 19 8 3 
$ amount 48.G 4.3 5.2 

1976 ii 11 10 8 
$ amount 35.3 4 . 9 21.2 

'l'otal JI 67 36 13 tr 

$ amount 256 . 3 14.3 30.8 

Se:ptember 
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Small 
Business 

5 
.09 

9 
.10 

5 
.09 

19 
.28 

Contractor 

2 
.04 

2 
.04 



CONNEC'rICU'r DEVf:LOPMENT AU'.l'IIORITY 
Discussion Dr aft 

sources and uses of f unds are functionally tied to each other by 

these financial mechanisms, these two important topics will b e 

discussed in the context of tl~ individual programs rather than 

summarized saparatcly as in the other profiles in this series. 

CDZ\' s th.t'ee major programs , both for volum.e of bus5,ness and 

for purposes of illustrating the match of perceived need for 

f. inancial services to program design are: 

1) 'rhe Industrial Mortg_n~c Insurance Program which insures 

loans made by priv.:rte institution!'.i to fina11 c·e the purchase of 

plant and equipment ; 

2) The Sclf-Susta.Lninq Revenue P.rJnd ~~Jrc'.lm through which 

the CDA adn1inisters a conventional sta t e -wide industrial revenue 

bonding system; and 

3) 'rhe Umbrella r.oan r roqram, a di1:-ect :i.ndutotrial mortguqe . . 
lending operation financed by revenues bonds of the Authori ty. 

The Umbrella Program is the most innovative und aggressive 

of these operations and, for purposes of program design, the most 

impor tant. 

~-· _ Self-.~u~J taininq nevcnuc Don els 

In Con11cc t:i.cu l". , inclns trial r evenue bonds arc sponsored at 

the A tl:l tc: n~ oppo~1cd to the ] oca 1 level . I RB ' s arc a meclwnism 

by which o i.-;tu t e or municipnl author J. t y may trans fer tl 1e tax-
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exempt status of the interest it pays on borrowings to bonds of 

private industrial concerns. The recipient firms usually use the 

proceeds of such issues to finance new plant or pollution control 

facilitie s . •rhese securi tics are evaluated in the market solely 

on the financial condition of the borrowi ng f irm. Thus, state 

involvemen t lowers the interest cost, but not the risk, inforrna-

tion or trans~ction cos ts--fac tors influenci ng the availability--

of suc:h capitnl. Jlcncc the term sclf-susteinin•r. CD/\ chr-'les a 

fee to cover the lcgnl, investiga tive and ad~inistrative costs of 

such iss ues . These fees are used to cross-subsidi7.c the more 

costly and time consuming operations involved in the other pro-

grams rn~nuged by CD/\. 

13. Industrial Mortg~JC Inr;urance 

Purpose 

Commercial banks tend to view smaller f i rns as risky 

borrowers due , mostly, to the volatile natur~ of the markets 

in whic h t.hcy opera Le. J_,n.rge r firms arc f uvorcd boi·rowers ! or 

scvcr~l other rcosona , including : 

1) 'J'hcy off or the prospecl of en Leri ng in to l arger , mo1:e 

profitabl e c ustomer rc lationu with the lcnd~ rc for sorviccs such 

lit: buo lnc f;s nccoun tr. (compcnso t i It~ b 1la11 c::C'~ ) • 

2) l.oiln oriy i nation co:; Ls pe r unl t o f C ll.rn i n9 nt~nc ts tend 

to be lcso the l<l t:<;Jnr t ho lo~m. 
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3) Commercial banks are seldom willing to make loans with 

long repayment periods app.t:opriate for the finan9ing of plant and 

equ ipment , and small firms do not have access to the corpora '_e 

bond and private placement markets which provide long-term 

finance to larger firms. CDA c~. ~ims that banks have been willing 

to extend their typical five to seven year t .erms when part.; . .-.:'ipat-

ing in the insurance program. This r educes the borrowers' annual 

debt burd~n . 

4) Small firms often cannot afford the downpayrnent on an 

aaset r equired hy banks under r eserve requirements . Insured 

loans are not counted against rcservl'..? r equireme nts under certain 

circumstnnces. 'J 'hus banks are indl1ced to l ower their up-front 

requiremen ts of s mall borcowers. 

Salient Features of ci1c Service 

Recent empirical studies show that , during periods of high 

loun demand , loans to smal l bus inesses are the first to be cur-

tailed. In order to counteract the reluctonce of conuuercial 

banks t o lend on fnvorabl c terms to s m«ller businessos, CDA 

of.fern to in~ure all paymcm l:.R , in tcrc:.: t , principa l ilnd proper ty 

.i 1wu en nc;c , on l oans for up t:o 90 pe rcent of the v nluc of new o r 

m:pnn<l cd r 01 .1 nose ts Emel 00 pc 1:ccn t of the value of cquipinen t. 

l..onnR to rocJ:oation and comm~rcic:1 l pr.ejec t s nre not: eli~Jibla fo r 
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Alt loans must be 

Eligible borrowers 

include firms wishing to locate or expand facilities in Connecti-

cut, community foundations, private develope~s or realty holding 

companies. Other important features of the service are: 

Eligible projects: Manufacturing and processing or research 

facilities and offices or warehousi:ig attached thereto; 

Project limits: Real property - $10 million 

Equipment -

Maximum terms: Real Property - 25 years 

Equipment - 10 years 

Appl~~ation Fees: Sliding scale determined by loan amount. 

Maximum - $7,500 

Minimum - $300 

Premiums: Real Property - 1/2 percent of outstanding bulance 

Equipment - 1 perc~nt of outs~anding balance. 

Screening and Review 

A bank which agr~~s to be the prim~ry mortgag~ lender to a 

firm seeking an insured loan applies t 0 the CDA for coverage on 

behalf of the borrower. The CDA screening p~ocess includes a re-

view of the borrower 's eligib.illty under. the ?rogrm:ts c\l\d a br.tcf 

review of the firm' s f inancial condition and plans. The bank 
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performs the usual assessment of the borrower's ability to repay 

the loan . The program rejection rate is appro:>dmately 10 percent. : 

Financing 

'l'he CDA supports its obligations under insurance contracts 

through an insurance fund in which all premiums are deposited. 

As of December 31, 1976, this fund stood at $2.4 million. Should 

this fund prove insufficient to meet its obligat ions, CDA may re-

quest that the State Bond Conunission authorize the issue of gen-

cral obligation bonds up to $100 million in order to cover de-

faulted payments. 

Operating expenses of the program are covered by application 

and commitment fees. 

Operating H:i.storY, 

The Mortgage Insurance Program was begun in 1961 under the 

management of the Connecticut Industrial Building Commission. It 

\·W s taken ov~r by CDA in 197 3. l\z cf July 197 6, Lhf! pr ogram had 

insured 123 loans (not including loans made under the Umbrelln 

Program), and had suff ered only three defaul t s. Through coopera-

tion with creditors in d i sponing of insured p~operty, none of 

these def<lults ever led to n charge OJI the ins urance fund. Donel 

authori~ation for $600,000 wao used in one case to finance tho 
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acquisition of a defaul tea property. 'rhe CDA has been able to 

lease the repossessed facility at rates which more than cover 

debt service on the bonds. 

Volume of activity under this program for the past three 

years Jrns been three, two and eight loans per yea.c, :respectively. 

For the prior 10 years, the average number of loans insured was 

11. The decline in insurance contracts may be traced to a eye-

lical loo!:;ening of the mm:ket for loan funds and to competition 

in similar services from the CDA's Umbr.ella B~nd program. Because 

the Umbrella program has been used to deal with loans below $1 

million, the average amount of the loans in the Insurance program 

has risen. 

c. The Umbrella Bond Program 

Dur.lng the period 1970-1972, when markets for commercial 

loans to small companies were par.ticularly tight, the management 

of CDA determined that it was necessary to take more positive 

action (than th~t p e rmitted by a11 insurance program) to address 

the problems e 11umera ted in the previous SC:!C: ti on. '11he CD/\ now 

:i !.tsues tax-exempt bonds, the pr.occcd5 of whi.ch «re use d to pro-

vidc lolHJ·· term loa no to sum 11 compa nicc seeking first mort9a~1c 

finunco f:ol- pl<mt. and equipme nt. 'l'he process by which this is 

tlccompllshecl is ra thcr complicn t e d nnd might: bent be understood 

t;h !:'ou~rh n bJ:.lef , step-by-step outline . 
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'l'h i:>. Process 

1) CDA solicits and receives loan applications from small 

firms with eligible projects. 

2) After screening similar to that of a commercial bank's, 

upplications are submitted to the Doard of Directo~s for approval. 

3) If the loan application is accepted, the borrower is 

issued a conditional loan commitmen t which (s)he uses to he lp 

procure temporary fina ncing from a private ins ti tut;l i:::-1 for the 

construction of the project. The Authority ma~ only make loans 

secured by completed projcctH. 

4) Upon completion of the project, the Authority takes a 

mortgage from the borrower, the proceeds of which arc used to pay 

off the construction loan. U1nbrella progrRm borrowers are re-

quired to participate in the Industrial MortgDge Ins urance pro-

gr am. In order to f:i.J1ancc thi s loa n, the J\uthorit_y has procured 

n $12 million l ine~ of credi. t with two commercial banks. Before 

tho succesti of this sche1ne hod been demonstrated, the Authority 

hncl is~ucd Bond 7\nt)cipnt:.ion N.:>l:cs t:o cover jnterim finnncing. 

'l'hc l i ne of crcdi t:. reduce::; uncert:c-d n l:y over the t erms nnd avail-

11bili t .y of in l:c.rim f :i.11.:lnc.i ng, \·1h i.ch ln t~ rn mnkcs it less likely 

l IH1 t CnA wi 11 v.Loli.l te 1RS ru lcs (lL!l'tainj,ng to ctr.b i t ra9e. During 

t h is pcd od bcfo.r.u n. bo11cl j s is£:ue d to provide pernmnon t: f i.nnnc-

:int:.crcnt n 1tc of 1/2 percent nbovc its own c"sl: of funds. 



5) When a sufficient number of loans have been made such 

that their repayment would secure a ~arketable revenue bond issue 

(about $10 million--min imum), the loans are consolidated into 

several series on the -;- b,ae::.,~ . ,of size and ma tur ity . (Seri es cannot 

exceed $1 million due to I RS r e gula tions. ) These reve nue bonds 

are then s old to the public . 

6) A portion of the proceeds o f tl~se bonds is u sed to pay 

off the i nterim cred i tors . The borr ower' s t erms are then restruc~ 

tured so tha t interes t rntcs under permanen t fina ncing are 1/2 

pe rcent above the Author ity 's cos t of funds under the bontl i ssue . 

After cos t s of issuance a re paid, t he r emai n der of the bond pro-

c eeds a re placed in a Special Capi t a l Reserve Fund whose function 

i s descri bed below. Principa l an d in terest payme nts on the bond s 

are s o structured that r epaymen t of the loans shoul d c over them. 

Sali ent Feature s o f the Service 

Other features o f t he s e r vice are simil ~ ~ to those £ the 

I ns urance Pr ogram. The only signifi ca n t diffc r c 11 ce i s the pro j ec t 

l imi t s : $500,000 ior real p roper ty, $400 ,000 for equipment . Be -

sides being necessa ry to meet lRS r e quir ements for unconaolidatcd 

rcporti~ a nnd fil ing , ~1 i~ l i mit t arge t s s e r v ices to smal l er 

firms . 
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ficreening and Review 

T~e screening process used by the Umbrella Bond program is 

considerably more stringent than that at a commercial bank. De- 1 

sides the usual financial records and projections, independent 
•' 

~sset apprai~als, s ecurity checks, insurance on principals , per -

sonal pledges and on-site investigations are required. These 

policies have paid off in that ther e have been no defaults during 

t he program's five-year operating his tory. 

Authority officials claim that the extra cost imposed on 

borrower~; to meet these requirements are more than com~cnsated by 

reduced interest and more favorable repayment terms of Umbrella 

loans. 

Fincrncing 

In order to facilitate sales in an already crowded market for 

t ax-exempt securities , the Umbrella Bonrls have extensive financi~l 

backing. Should loan paym~nts be insufficient to cover debt ser-

vice, the first pool of funds ~~ ~ 7 ~ n~~co is a Special Capi ta l 

Hcserve Fund maintained at the l evel of one year's debt service. 

Should thi s fund ful l bel ow the r equired level, the Authority 

rnus t uE1e t he Insurance Fund to make up the deficit . This fund i r; 

bnckcd lJy genera l obl.igat:i.on boncli.ng nuthority. Should the se re-

uources b1:i insu.ffic.ien t to restore the Reserve Fund to its r cqui red 
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money from the: ger~ral fund of t he state is "de~med to 
....:-

appropriat ed" at the end of each c ale!'lder year to make up the 

deficit . Since this backing requires no legis lat ive approval, it 

is a . good deal stronger than the "mora l obliga tions" whi~h under-

lie most revenue bond i ssues. In so:r.e states, this arrangement 

is like ly to be unconstitutional. 

Operations are financed by the 1/2 pcr~c~~ spread between 

borrowers ' interest rates and the Aut~ority' s cost of funds, ap-

plicnti on and commitment fees and float generated by deposit of 

loan p.:iymcnts prior to disbursement of debt s e rvice . 

Qr.crating Histoi:.Y: 

The Umbrella progran was c:.;tablished in 1972. 'Jl.s of J anuary 

1977, 173 firms had s ubmitted forma l applications of wh i ch 80 had 

been rejected or were voluntarily withdrawn. Seven ~ere in pro-

cess and 06 had been approved. 0£ these , 67 had been closed, and 

6G were outsta ndinu with Cl balance ag:;regating $24.4 million. 

Approved loans not ye t closed totalc-d about S6 millio!l. 

'fhc::;e loans h ave been financed b:· two bo:1d i!is ues ; one in 

197 5 £0l:- $23 . 5 mill ion, of which $20 million ·~:i!s nppl iec.l to per-

m;lnc 11 t mortgage f J.nanc.i.n<.n one in 197 7 for $1 0 . 5 mil 1 ion of wh.i c h 

$9 . 2 miJ 1 i on will br: c.tppllC!d to perma:1cn t f .i r. ~:wi ng. 'l'hc avci·c:ige 

loa n oi:..e has buen about $300,000 with the ma jority being for 25 
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years. Interest .rates to borrowers, including insurance premiums, 

' . were 9. 313 percex.i:t: for real property and 9. 3 percent for equipment 
'\ . 

on the first issue, ~nd 7.23 and 7.73 percent for the second 

issue. Commercial interest rates without insurance coverage at 

the time of these issues were appr.oximately 10.5 and 9.5 percent, 

i:espcct i Vl:~ly. 

Considerable delay and difficulty accompanied the first bond 

issue , despite its AA rating due to the dislocations in the tax-

exempt mark~t caused by New York City's financial difficulties 

and the unprec~dent8d form o f the issue itself. 'l'hc second issue, 

however, went off smoothly, the bonds being well-accepted in the 

marketplace. 

D. Other Operations 

CDA also administers, for the Connecticut Department of Com-

merce, two smaller programs funded by occasional general obliga-

tion bond issues of the state. 

Cooper.a~ive finm1cing of 502 Locnl Developm~nt Corporationr. -

Under· this program, the CnA lends 50 percent of the front-end in-

ves tment which a local development corporation must raise in 

order to rccei ve ci th er SBA or EDJ\ long-term financing. CDi\ ) .s 

ctnpowcrc<l to lend up to $2 million of its r.csourccs for. this se<.~cl 

rnonf'y f .lnc:uw:lng. J\s of JuJy 1976 it had uwde $228,000 in such 

.lo,1ns. 



Contractor's Loan The CDA· has provided . . 

loans on a contract ~Y contract ·basis .to construction firms who 
. . l". - ' 

demonstrate a · need for work+ng 
1
.,c.api tal to carry out procured. 

tracts. CDA ~ccords priority ' to · minority businesses. 

MANAGEHENT 

The CDA is a subdivision of the Connecticut Departm~nt of 

Commerce. However, it is an·independent agency whose operating 

decisions are made by a seven-member Board of Directors. The 

Board consists of the Commissioners of r.,inance and Commerce, the 

'l're.::.tsurer and four members p.ppointed by the governor, who have 

tended to be executives in private financial in~titutions. The 

Board is assisted on all Umbrella Loan decisions by a nine-man 

screening committee composed of experts in various sub-areas of 

industrial finance. Each loan write-u~ is submitted to three 

members of the committee who review the proposal and return a 

recommendation to the Board. These outside reviewers are compen-

sated by a set fee for eac:h loan reviewed. 

The professional staff of ten, which performs most of the 

screening loan evaluation and program administration functions, 

consists of an Executive Director, managers for the programs, and 

loan officers. The fact that this staff is s ubject to state 

civil service regulation has caused some operating problems. 



necause the state civil service commission Author-

·~ i ty' s hiring practices and the ' salaries it may offer, -CDA 'has 
\. 

found it difficult to hire staff in the timely manner required . ' 
, t.a -

by professional f i nancial operations . It has also founj it dif-

f icult to retain qualified personnel since the private market 

provide~ higher salaries and more opportunities for advancement 

to those with commensurate skills. 

Although COA is an independent agency, it is very much tied 

to the Connecticut Department of Commerce in \·ihich it is housed 

and whose Commissioner is Chairman of the Board. On one hand, 

this cloze connection is beneficial in that the Department's pro-

motional activities are a source of new business. On the other 

l1and, differences of opinion concerning professional judgment on 

financial matters have arisen between the Doard and the Staff. 

III. ACCOUNTABILITY 

To The Executive 

The Authority's operations are! for the most part, uhcncum..-

bercd by executive oversight or control. Approval of the Treas-

urer and the State Bond Council is needed in order to i ssue bonds, 

and yearly reports must be submitted to tho Cummi.ssioncr of Com-

merce . Indirect power may be exercised through appointments to 

the Doard. llowever, any s anctions go into P.ffect only if the 



. ..:::::_..... ... 
Authority is in financial trouble or wishes to expand its ar.~ady 

generous program limits. Given CDA's recorc, this situation i~ 
not likely to arise soon. 

Given the stringency of IRS regulations ~n disclosure and 

arbitrage and the competitiveness of an alree:.:1y-glutted ' tax-exempt 

market, it would appear that CDA is more fully accountable to the 

IRS, the banks with whom it coopera tes, and i~s investors than to 

any state governmental body for its financinl performance. 

In terms of public benefits, CDA doe s re~uire loan appli-

cants to submit employment estimates for th~:.~ projects. However, 

the Authority makes no attempt to analyze the incremental impnc t 

of tlu :J. r operations (new as opposed to retai:-. ~d jobs, replacement 

of private sources of investment fund s , etc . ).. Authority managers 

state bluntly thnt these consicleratio:is arc secondary to maintain-

ing the financial credibility of CDA operatio~s. 

To the Legislature 

CDA is not required to report its aclivitics to the state 

legislature. This body c~crcises no Sdnctio~s over the opero-

t ions of the Authority. 

IV . EV1 l.lJA'l':CON 

'l'hc CD/\ has been pa r t:iculn r ly cf f ee ti \·c i n counter ing the 
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informational and cyclical money market problems which many ob-

servers feel account for recurrent contractions in the 

debt market for small firms. The benefits of the Authority's ... 
services can be divided into two classes: assistance in making 

·capital markets more efficient, the pecuniary benefits -of which 

accrue mostly to banks and investors; nnd assistance to firms re-

cciv.ing financinl services, to the extent that these services 

would not have been offered on as favorable terms , or at all, by 

the private marke t . 

Makin9 Capital Markets More Eff.i.ci~_nt 

Numbers of applications for CDh services havo been highest 

during periods of tight money, indicating that the Authority 

picks up the pri vatc institutions' lower p1:iori ty cus tamers. Yet 

the Authority's borrowers and insurees have not been bad credit 

risks. In fadt , the default rate on CDA's portfolio of "risky" 

loans is considerably lower than that of most 'banks'. This con-

ntitutes some evidence that the Authority in t~ckling informa-

tional problems sloughed off by bnnk!.l and investment houses which 

prefer to lend to bigger customel7S. Through the Insurance Pro-

gram uncl the llmbr.0lla program, CD1\ reduces t:he information cos ts 

:i.nvolvoCI in adequate ly as!:;eS!:lin9 t:hc c.:::reditworthiness of umal l 

firms to banks and individual investors. The expenses for chis 
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. service,(f owever, are borne by the borrowers through fees,. and 

premiums ' and by the taxpayers who must someho·.-: make up revenues 

foregone due to the use of tax-exempt financing . 

Benefits to service users have included access to capital 

during a period of universally-re~ognized shortage in the case of 

the first Umbrella Dond issue and access to capital on extremely 

attractive terms in the case of the second. Participants under 

both the Umbrella and Mortgage Insurance programs enjoy lower 

down payments and decreased annual debt burden, both of which 

may be important factors for firms with uncer tain or vnriable 

cash flows . The size of these benefits, however, is nearly im-

possible to estimate. 

Finally, it should be remarked that th~ CDA's success and 

integrity are due to the efforts of its managament rather than to 

any features of its legal structure or capitalization. Similar 

arrangements have led to unproductive allocations of capital and 

serious defaults in mortgage insurance pr?gra~s in other states 

and mos t notably in special-purpose public authorities with t~x-

exempt bond issuing powera. 



V. RELEVANCE TO TUE ALASKA PERMANEN'l' FUND 

Purposes: · The principal importance of the 

ticut Developm~nt Authority to the Alaskn Permanent 

Fund is as the best North American model of a state­

sponsored development bank financing int~rmecliate- and 

long-term capital for medium and small business on a 

collaborative basis with the private marketplace. 'The 

Connecticut Development Authority has been extremely 

efficient in carrying out that purpose. 

The Connecticut Development Authority , however , 

need not take 90 percent of the risk in all of its 

financing. In that regard, the Massachusetts Industrial 

Finance Agency (modeled after the Connecticut Develop­

ment Authority in most respects) is pursuing a course 

much more like that of the European Investment Bank in 

taking only 40 percent of the risk, once again ensuring 

local and private market participation in both the risk 

and the resources. 

Sources and Uses of Funds: The sources and uses 

of funds of the Connecticu t Development Authority nrc 

agnin the ideal model for this purpose or appropr.lute 

nt<ltc backing to ensure thnt virtually £111 of the used 

fun q!.i are r.aised in the pri vate market. 1.'he 1\lasl~;;i 

Permanent F1..mcl will be nblc to !;et up the same kinds of 

reserves with ils own capital resources without the 
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nee! of any Alaska General Fund backing, in 

given the vast size of the Alaska Perman~nt Fund's 

in capital resources. 

Management: 1.'he Connecticut Develo;>ment Authority 

has built up an extremely fine manageme~t, but has 

tended to lose good staff or not be abl~ to hire them 

· in the first place because of the const~aints of a Civil 

Service salary structure. Were the Con~ecticut Devel-

opment ~uthority capable of hiring independent profes-

sional staff as does the Canada Develop~cnt Corporation 

or the European Investment Dank, it m~g~t be 

an even stronger institution. 

The Connecticut Development Authority has also 

made good use of professionals from the private market 

both on its board and on its investment committee to 

ensure that its decisions are sound. 

Accountability : CDA is essentiall:i,• unaccountable to 

any division of the Connecticut state government. Any 

sanctions reserved to the executive ~re activated only 

in the event of severe financial cris is , s~y the default 

of a substantial number of ins ured or u::-::>rc lln loa ns. 

J::ven the token legislative oversight ent ailed in "moral 

Obligation II arrangc:?ments has b een r0.linq ui s hec1. rrh is 
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insulation from democratic scrutiny and control has not 

left CDA operations free of political influence. The Executive 

Director of the Authority has reported confidentially that 

professional staff judgment on loan applications has been 

compromised, Dn occasion, by pressure from appointed officials 

to take on the deal. 
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The Community Developme nt Finunce Corpo:::-atism (CDFC) is 

a state -owned institution designed to provide equity investment 

in enterprises sponsored by community-based :conomic development 

organizations in depressed areas of f.iassachu:;~ tts. It was created 

by an act of the Massachusetts state legisla~ure in 1975. It 

is funded by a $10 ~illion genera l obligatio~ bo nd issue authorized 

in 197G. At present, the CDFC Board of Directors has been 

appointed; counnel and a ccountant s have been sel ected. However, 

the institution is not yet s taffed, nor ha s i t under taken any 

investment activities . 

Des pite this lack of actual operating c~pericnce , CDFC 

is of .considerable interest to policy-makers concerned with state 

assistance to communi t y-based economic deve lopment in depressed 

areas. The ins~ i tution has been the object of a great deal 

of interaction, not to me ntion controvers y between government 

officials, businessmen, community l enders and academi c s . All 

these groups aought to have their poli t ical and economic 

int~rcsts in the design of CDFC ' s structure a nd operntions . 

Some o f i:hcsc concc r: ns hnvc been nc1drcsscd ir. the d0.finitions , 

s l:iltcmo 11t~ of put~posc , 1:cquircd Cindi ngs c.: nd ope r n ti n9 proc c1m:cs 

specif.iccl i n the CIWC b.lll. Ol:h c.cc , l ens c.:asily-spuc;i. ficcl, 

wilJ hllvc t o be wor.kccl ou t on n casy-~y-cn~c bll~ is when operationu 

begin. 
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The basic issues discussed in this profile are: 

1) ' The nature of the financia l needs of firms 

locate in depressed areas; why these needs are seldom met 

convc.:ntional financial institutio:1s; how CDFC 's proposed 

structure and operations are designed to meet these needs. 

2) The mechanisms by which investment funds are to be 

targeted to eligible areas and projects. \'lhere is investment 

likely to produce the greatest good in terms of increased em-

ploym~nt and its concomitant benefits? What organizations are 

likely to be most capable of manc1gJng the investmer\t? 

3) The methoc.1s by which f inar)cial responsibilities and 

rewards \'lill be d:i.strlbuted among CDFC, the management of the 

ventures it finances ancl t :1e local public organization sponsoring 

the venture. How can the motivutions of the key participants be 

balanced: the desire of the management of the enterprises 

financed for an adcquute retur n on invcGtment of time, e nergy 

a nd capital; c · Fc's claim to a return on its investment suf-

f i cient to 1naintain operations; and the local organization's 

wish t o ~nnure thn~ substantial benef i ts accrue to its 

co ns ti t.uon tr·? 

4) ny wlmt !I tnndarclc , f incinc.:ial and oocial, can co1:~c' ~ 

p01:£ormnnc c be mc:lmu.·c.:cl, onc.1 how co n the various part.icipants 

be.• ho lc.1 .-1ccoun t ubJ e? 



FINANCE CORPOI~.TION 

PURPOSES 

CDFC's purpose is to help increase levels of employment, 

capital ownership, tax revenues and overall economic activity in 

depressed areas by providing financial services to firms locnted 

or intending to locate in those areas. (See Section B. for the 

legislative definition of depressed areas.) The plan for the 

type of financial services CDFC would of fer proceeded from an 

analysis of the type of firms that could ope~ate efficiently 

in depressed areas and thei~ financial needs . The elements 

ot this analysis were drawn from academic and empirical work on 

the determinants and patterns of busi11ess lo::ation and from the 

operating expe rience of financial, non-f inancial and governmental 

managers in Massachusetts . The argument for CDFC's planned opera­

tions is as follows : 

1) Massachusetts employment, particularly in the manu­

facturing sector had been declining rapidly for at leas t 15 years 

-ior to the formulation of the CDFC idea. The effects of this 

d ecline we re p<.?r.t. ic11lArly vj s:ibl e in c-:ities a nd towns dependent. 

on one or a few manufact uring plants for their economic activity. 

'l'h~se towns contained high levels of surplus , se;ni-skilled 

lubor and abandoned or unde rutilized physlccl pla n t . 

2) Empiric«! annlyDis of the composition of employment 

l evel ch \:ange, t ... kin9 the in<Jividunl s tatcLJ .:is th 2 uni.t of 

oboervation,dcmonstratea that: 
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a) 'l' :~e creation of new firms and the expansion 

ing fii,ns contributed most of the increases in the number · of 

jobs in a given state. 

b) •rhe contraction or closing of existing firms. composes 

·the gr.eatest portion of the decrease in the number of jobs within 

a given state. 

c) Interstate movement of business activities, despite 

the publicity such incidents received, accounted for little 

change in employment levels in the states of origin or destina-

tion. Moat interntate moves were accounted for by the reloca-

tion of branch plants of corporations serving a national market. 

'l'hese moves were usually in respons<:~ to conditions such as dif-

·ferential factor co~ts and proximity to markets which state 

governments, acting indepe ndently, were powerless to affect. 

4) The actual location of smaller and newer firms was not 

adequately explained by cost-minimization. In the absence of 

such behavior, their location might b e influenced by active 

st.:ite promotion and f incHlcial assistance . These f i1:ms accou11 Led 

for apprmd.miltely BO~ of the manufncturing employment in 

M.:HH.1.nclrnsc t t s . 

5) At the time , CDFC wn~ first proposed, ~1e United Staten 

wa s suff.o.r.:i.ng it!:i worst rccc~s:i.on si11ce the Gr.eat Depression . 

New stock is!l11cs hucl slowed to five per yoar, nnd vcnt1.1 r c 



,,9apitalists were reluctant to invest in any company in its 
I 

eal.~ly stages of dev elopment. Without such investment, firms 

were unable to deveiop ~roduc ts , mar~9ts and operatiohs to the 

point where they coul~ nttract debt financing from conventional 

sources. 

6) The experience of .b usiness and financial people in 

Massachusetts indicated that there were r=rny bus inesses , falling 

into several distinct cat egories, whose potential viability 

would be greatly enhanced by t he pro~isio~ of equity capital, 

but wh ich c ould not offer the pot ~ntia l for return (30 % is a 

frequently mentioned rule of thumb) suf f.ici e:1t to ctttract com-

merci a l venture capitalists. 

The categories of firms were: 

a) Manufacturers of h igh-technology products who needed 

time, money a nd freedom from debt bu rden to deve lop products 

and markets. 

b) Pirrns in manuf ac tu ring industrit:is • .. :hi ch had been bought 

and subsequently mh1managec1 by 1\a ti or.al corporations and were 

nm·1 thr.eutenE!d with closure. In some cases , local manogement 

he.id fou9ht: to rc~itructure owncr!;;hip ?.·1c1 cont rol, re-ei::.;tab lishing 

thu pl "nts as viable ente t'priseG . Er:·.d.ty f inanc:i ng was essentic.tl 

to such deals i u oxdc t· Lo obtain fitvo rclb l e t!..· e~\tmcn t from l end -

i ng ins t: :i tu tions. 
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Many local development organizations were involved 

.in initiating and managing projects such as rental housing and 

community service facilities, which improved the living condi-

tions o f their constituents. Most of these projects requ~red 

property development, which in turn l:equired equity to leverage 

construction loans and mortgages. The organizations themselves 

were seldom able to generate such equity, and the rn~jor in-

stitutional sources of equity--thc Federal Government and private 

foundations--were cutting back such funding. 

Thus, categories of enterprises which could operate, or, 

in the c ase of housing and servic:es, should opera te in depressed 

areas were identified. ~11 three types needed financing which 

did not impose iln infle~ible repayment schedule, ancl all ob-

server s of the financial scene agreed that this kind of financ-

ing was unavailable through conven~ional private channels. 

The use of State funds to provide such financi~g was further 

justifiecl on the basis that tne Commonwealth would cupture 

nccuniarv benefits in addi t i on to conventi ona l return on in-
' · .I 

vest ment. '!'hose would c.;onsis t of increased income sales and 

busine~r tax collections a nd decraaaed welfare and uncrnploy-

mcrnt in ~mri!nce pnymentFi £'moun ting to about $3000/ycar per job 

created o r retained. 



SOlfRCES OF FUNDS/CAPITALIZATION ____ ..;...._ __ .,.. -
.. 

. .. CDFC' s · soµrce of inves·t'm~nt funds . is the proc~~~s of a 
.. 

$10 milliob state 9eneral .obligation bond issue. T~~se funds 
,, 4 .... • ' 

· will be ,transferred to CDFC in . a lump sum. Increments to this 
) . /. ~ . . 

capital would . require fu.rther legislative bond 1aut.horization·-; ·· 

The interest and principal on the bonds will be paid out of 

general state tax revenues as opposed to operating revenues of 

CDFC. 

This form of capitalization is justified by the folJ owing 

argument: 

1) According to the analysis of the economic conditions 

in depressed areas presented above , equity financing of enter-

prises is the most potentially productive fonn of capital assiut-

ancc to businesses in these areas. So far, CDFC is the only 

state financial intermediary designed to provide equity 

financing. 

2) CDFC cannot count on a regular stream of returns trorn 

these investments. 1~erefore, it could not meet its own 

financial responsibilities if it were forced to pay off its 

investment capital on an inflexible schedule demanded by debt 

fj nanci ng . The experience of Sl3IC' s and MESBIC ' s demons t1:<1te 

that int~rmedia:r.ics chnr9ed with mc1king equity investments cannot 

fulfill their ma ndate if they themselves rely on l onns fo.r. th e:i.r 
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investment funds. One response of these institutions to 

their capitall.zation has been to invest conservatively, usually 
•;J 

·through debentures, in order to assure a regular incqme stream. 

'rhe 'other has been to make equity investments and run the risk 

of going broke, which several SBIC's have. In neither case is 

the statutory function, for which thes~ institutions have been 

granted special borr<>wing rights , been carried out. 

3) The u se of general tax revenues to pay off the bonds 

issued in behalf of CDJ.i'C is junt ificd on two counts: 

a) . It matches the sources of costs and prospective 

benefits. In the long run, it is hoped that the in-

creased employment provided by CDFC-fi nanced enter-

prises will generate benefits to the general fund 

in terms of increased tax collections and decreased 

welfare payments. 

b) It matches costs and benefits on the time dimension. 

Debt scrvic:e costs will be poid over a period of 

20- 30 y earEi , and the bonG:fi. ts described above should 

accrue over a similarly l ong period. 

In oi:dcr to tail.or its servicc!:1 to the specific fin a ncia l 

.. 



of each project~ the CDFC B9~rd has been· granted a 

panoply of financia l po\·1ers and broac discretion over their '1Se . 

CDFC may .finance all c6sts of a project which .the dir~ctors deem 
l 

recoverable and necessnry to the car=ying out of the act~s 

purpose. Thus, money to finance mar~et surveys , product plan~ 

ning, early staffing and working capital could be advanced as 

well as more traditional finance secured by physica l as~ets . 

CDFC may also provide directly or pay ~or technical advisory 

services to the venture . CDFC may advance s~ch finonce in the 

form of pnrchuse of equity, convertible dc~bt instruments or 

strai.ght loans. It may fo rmulntc an d readjust the terms for 

loa n repayrne~t or paymant of dividends to accommodate the 

venture ' s cas h flow as it evolves . CDFC may also acquire, hold 

and transfer real property where necessary t o further the 

establishment or expansion of an enterprise. 

Although CDFC hus the statutory flexibility to advance 

money on longer and less onerous t erns than ?rivate financial 

i nst::i. tutionr. of any typo , it is con3trained to seek some 

r eturn on its i nve::;tmenb.--i if .U:. :ts t o contir.·.:e opcratione. 

'.l'ho way in wh :i.ch f1.na11oial returns m·.:sl: b e r~ nlizecl ancl the 

corwtr.n.i.nts t hu !=i :i mpoEiecl on CDFC f: inanc .i.ng o:::orn i...i.ons t1r0 

d;i1:.1c ui:sed in sec l:lon D. 



There are two sets c1f targeting requirements involved in 
1 

the statutory directions '.·to CDF'C investment activity: one 
' 

] . . bl • 1. . l t e .. ig1 e sponsoring agen j\ie,s as Community Deve opmen Corpora-

~ions (CDCs) not d~ssimilar to regional and local development 

corporat :i.ons in 1\lu.skct; a:nother dcfin0s eligible geographic 

areas . 

'l'n1~9ct ii~ to Cl?,Cs - 1111 CDFG financing is advanced to CDCs, 

which the n tr.ans fer the i'. unds to the ventures. 'l'he statutory 

r~qui~ements for eligible CDCs have been formulated to assure 

tha l: t:hcy arc nccountablc:~ to their constituents. 

In ti.e legislation, a CD~ is defined as, "a quasi-public, 

non-profit co1~pora ti on organized under the General J .. aws to 

carry out c e rtain public purposes and with by-laws providing 

that: 

1) it is organized to operate within a specific geo-

graphic area coincide nt wi~1 existing political 

boundtirics; 

2) t hut me mbe rship :in the corporation shall be o pen to 

il ll res i dento o f said rln~n who are eighteen y eetr::.: or 

olclcr; 

3) that at lC:!as t. n mnjor.it:y of it:s boarc'I of directors 

shnll be elect 1~cl by the full membership with each 

member h a v:i n9 an cquul vote; 
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4) that the by-laws of the Community Development Corpora­

tion shall provide that any other cirector.s be either 

appointees of elected state or local gov~rnment officials 

or appointeees of other non-profit org~nizations having 

as a purpose the promotion of development in the 

designated geographic area; 

5) that said elect~ons shall be held annually for at 

least bne-thircl of the members of t!le Board of 

Directors so that each elected director shall serve for 

a term of at least three y gars; 

6) that the designated geographic area shall be consistent 

with some existing, or cor~ination of existi~g, political 

district, provided that the aggregate population of such 

geographic area shall nc:... t exceed 0:1e hundred and 

fift~en thousand people based on the most recent 

appropriate census." 

In addition to these forma] requirements, observers and 

supporters of the bill have suggeste d that several further 

criteria be incorporated into CDFC's opcrati~g guidelines. 

These include: 

1) The organization should be uctive? in the community 

prior to CDFC funding, although not ncccsnarily in 

economic developmen~ Involvement in social service 



provision or political organizing provides a com-

munity group with the opportunity to develop 
' ) 

leadershf p, strategy and visibility that may 
L ' 

I •' t., 

· to it~ a11°flity to manage a subsidi~ry or ens 11.re 

-community support of a sponsor.eel venture. ~vidence 

of prior activity also indicates that the CDC is not 

a ''front" set up by private inte r ests merely to take 

adv?ntage of CDFC financing. Finally, prior experience 

provides the CDFC Board with some basis for judging 

the competence of the CDC's management to oversee 

the use of s ~ .te funds. 

2) There should be paid managen.ient and/or professional 

staff responsible to the CDC board. This might 

insure continuity and stability of venture oversight 

or management. 

3) The leadership of the CDC should have demonstrated 

initiative in solicitng the participation of its con-

stituents. Evidence of this activity might include 

frequency of public meetings , the publication of 

newsletters and other publicity efforts. 

'rc1r.51et: .ing to Depres sed i\reas - The CDFC l egislation requi:ces 

that CDFC operate exclusively in depr8ssed areas . The lcgislal:ion 

,, 1es n target area as "any area in which, nccord:i.ng to the 



' '! most r9cent governmen~ census, ~he household income 
,, IT. ... ... •• • 

• /,. '•! 

to be at 1ea~t 15% lower than ~he reForted incqrne for the 
•1 " I• ,° >'. 

.' Bo~ton s.t~ndard metropoli ~an . statistical area II or "any 
'I 

I . , • 

•area in .which the· board of directors .of the particular 

and ptlblishes ~n ,accordu.nce with stu.tistical criteria previously 
1! . . . 

established by the CDFC that substantial conditions of blight, 

economic d(~press:i.on, and w"idespread reliance on plblic assist-

ance exist in said area." 

CDFC is perhaps the only govcrnrr.ent financial inte rmediary 

that places restrictions on the location of the projects it 

will finance on the bu.sis of descriptive statistical criteria. 

On the other hand, these criteria are not unambiguous. There 

i s no specific measure of "average household income" in the 

1970 cen'sus. 'rhe two closest appro>:irllat ions are "mean family 

income" a nd "median family income. 11 (The median is a preferred 

descriptor of income distributions since it is not subject to 

bias stemming from concentrations in the 10'."' or high ends of the 

d.istribu ti on.) 'rhe lists of eligible towns differ depe nding 

OJI \'liiich measure is used , and the pre.:erred " r;ledian" excludes 

some o f Mus!rnchuset ts' s most: vii:d.bly ccprcsse d tm·:ns. 

However, Dn urea cloe!!s not h ave to be a city or n town in 

orclcr to qualify for CDF'C finilnc:ing . The legis l ntion states that 

a CDC mus t be located in a target areu tha t is consi~~· cnt with 



po) : tical boundaries." 'l'his might be a 

district, a wa:r:d or even a precin.ct . Many cities 
' 

qualify do have sections within them that ~o. ·' 

Balancing the Interests of the Parties in Individual · 

Projects 

Any CDFC-financed project involves three organizations 

with different, and in some cases conflicting~ aims. 

Manaq c-!ment of the venture. wishes to obtain financing on 

the favorable terms CDE'C can offer~ It can be assumed 

that they wish to give up as few of the operating prerogn-

tivea and financ i al returns of conventional management as 

possible. 

Members of the CDC want to be able to exert sufficient control 

over the venture to assure that the jobs it of~ers CDC 

constituents are as well-paying, secure and satisfyin~J as 

possible. If the CDC itself is able to take an equity 

por·d t: :i.on in the vcn'l:m:e , j t: w;i.11 wci nt to rea.li ze a return 

on its investment in o r der to finance its own operations 

or. :f:urthcr i11v0 stmcm t:n . 

CDFC \'/u.nts to . as s u.n~ l:.lwt th e purpones of the bill ar e 

me l: by .i. t s invcz t mc n t:s and tho t it can recover its invcs t-

mcnt plu9 suf ficicnt surplu s to finance further ope rations. 
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All of these claims are on the same poo·l 

generated by the venture. 

~he key to balancing these clains is the form of participa­

. tion the CDC takes in the project. The six possible forms 

allowed by the legislation are as follows: 

a) The project is conducted by a wholly owned subsidiary 
of the CDC. 

b) The CDC owns a majority of the voting stock of the 
corporation or other organization conducting the project . 

c) The CDC owns a majority of the capital stock of the 
corporation or other organi zation conducting the 
project. 

d) The proj ec t is conducted by a limited-dividend corpora­
tion or other associntion organized under the laws 
of the Con~onwealth to provide public benefit and 
which exists for a public purpose. 

e) The project is condncted by a non-profit corporation 
including local development corporat:i.ons or9anized 
under the Small Business Act. 

f) In all other cases, adequate provision is made for 
reporting to the CDC, and that the CDC must approve 
all major transactions including but not limited to any 
sale, merger, dissolution, the sale or issue of sub­
stantial amounts of stock and corporate reorganization . 

No one form of participation will be suitable or preferable in 

all c ases . Pnrtic:ular circumstzrncc!3 will differ from venture 

to venl:m:-e and CDE'C w.ill have the flexibility to consider each 

deal separately. In projecto conducted under cluuscs <l and c 

be low, the formi;; of p«rticipation nre clet0.rrnincd by the statutes 

which govern f.cc1eral a nd state programs. l'le focus on two types 



of participation: 7 the wholly subsidiary (form a) 
. 

the joint venture . between a CDC and a private entrepreneur 
' 

(forms b, c and f). The national CDC experience indicates that 

both joint ventures and wholly owned subsidiaries can be viable 

vehicles for economic development. There are different costs 

and benefits to the various parties from both. 

J 

Wholly Owned Subsi.diaries: A wholly owned sub~idiary requ:i.res 

that the CDC provide or hire its own manayement. •rhis could · 

limit the resources ava ilable to other activities in the com-

munity. However, by undc1:taking the entire f i nnncial and 

m.:mager:i.nl responsibility for a venture, the CDC could develop 

considerable management skills, produce a produc t useful to 

its constituents, control the labor practices of the venture and 

retain all earnings for other CDC activities. The !act that a 

venture is a wholly owned subsidiary is no guarantee that 

the compnny will cont.ribute to community goals. There have been 

CDC subsidiarie s which have provided f ew benefits to locnl 

residents. The refore , cnFC will need to be certain that adequate 

ScJ f e gunrtls of commun:i. ty in t0.rc~ts ure written i n to any investment 

agreeme nts i t unde rwrites . 
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h joint venture 

requires much less CDC staff time anc! in-house expertise than 

a subsidiary. However, it also generates less earnings for 

the CDC and allows the CDC less control of t!",e venture' s 

activities. On the other h~nd , the p~erogatives and returns 

given up by the CDC are generally appropriated by the venture' s 

management, a situ«tion which should leverage more watchful and 

energetic private control of the enterprise. 

Forms b and c in the l egisl ation provida for joint ventures 

in which the CDC owns a majority of either the voting or the 

cap.ita l stock. 'l'h is strong CDC ownersh ip position and the 

influence implied by that ownership may be scf£icient to 

represent and protect the communi ty' s interests. The CDC would 

be able to s ha r e in the be nc fits--both earnings and employment--

if the venture succeeds . Simila r ly, t he CDC can protect the 

intei·ests of tli e community if the venture does poorly. For 

instance, the enc could determine the distribution of lnbor 

cut-bncks ~nd the proceedc from t ho liquidation of assets. 

~o:i.n t:_ Vi:-!1 l:ur.os w i.th Mj norl Ly CDC Owne.i. cihie, : There may bo cnscs 

i n wh ich t he CDC io willing to nnsumc a mi. no= i t y ownership posi-

t: j on j n tho ven t ure ( form !) i n r e turn (01 ~ ·Jbsl:a ntial c11lploy-

mcnt or o t:hcr bauc f iL~ . I n those ens en , the CDC ' s intcrcr; t c;an 
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be protecte d by including spccif ic legally binding requirements 

in the agreement between the enc and the entrepreneur. Examples 

of l:hesc requirements are ar. follows: 

1) The vcn ture mus t •(':>btain the express written approval of 

l:h c CDC h efurc undertaking any expansion of operations outside 

the local area and before altering any of the Articles of Incorpora-

tion or Dy-laws. 

2) 'l'he manag<:~ment agree to mnl~e r easonab le effoi;ts to 

hire and promote loca l unemployed people as long as the quality 

o f work wos not sacrificed. 

It is clear that any agreement betw~cn a CDC and the 

venture it sponsors will r equire compromise by both parties , 

~specially in regard to managerial prerogatives. It i s important 

that CDFC ensure tha t the extent of each party's prerogatives 

i ~> ·stated as explicitly as poss ible in the dor.:uments of the 

tran$act: ion . 

l\ final i ssue is the financing of the CDC's equity pos ition 

j f it does not hu . c internally 9cnerntcd funds to purchase H· 

outri.gh t. The functioris and appropr.i.a to rewards to COJ:~c and 

t he v rrnt 11 i:c 11'c. 1u.1~1cm::rnt: are those of tho con ven tional financier 

i1nd cnl'.rcprcmcur. 'l'h e CDC ' s pre!;cnce c«n llppcnr to be H legal 

rorma 1.i Ly (to ElOD Ln:c th e publ lcness of tht! expc ndl tu re) a nd a 

politicul nc c c s!iity (to c.ws urc t hat conr.titucntt. nnc1 lcca l 



COMMUNI'l'Y DEVELOPMEN'l' FINl\NCE CORPOTU·.TION 
Discussion Draft 

political . leaders feel they are being ' involved in the 

of comiimnity resources). What econonic justification 

for CDFC subsidizing the CDC's equity. participation? 

First, the CDC may offer services in packaging the deal 

:-.nd mobilizing community support for the venture which will 

accrue to. the venture as pecuniary benefits. Second, the 

possibility of monetary ret.urns may induce the CDC to monitor 

the venture's financial and social performance vigorously, 

he lping to assure CDFC that its objectives are being accomplished. 

One propos al for providing this equity position is to award the 

CDC a "finder's fee" of 5-loi of the ventnrc's returns, depend-

ing on the CDC's role in assembli ng the deal. 

D. Constraints on Uses o f Funds Caused by Sources 

The Board's investment decisions are constrained primarily 

by CDFC's capital structure. For all inte nts and purposes , 

CDFC' s ori g i nal $10 mi ll i on bon1l authorization is its entire, 

non-renewable capitali~ation. The insti tution may seek to 

borrow or i:::cuc bonds to finance f urthe r opera tions , but here 

t hey would be constrained by market perception of t he quali ty 

of the asset s -- the ventures--which \·:ould generate the i:epnynmnt 

ntrcam. 
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The only reliable way in which CDli'C could prolong its 

operat ions is to recover its equity investment. 

the securities of the ventures it holds. The CDC, by statute, 

holdc the right to first refusal for any sale of securities of 

the ve nture it sponsors. . If, as is most likely, the rate of 

return on the ventures is below the conventionally marketable 

level--say 14-16%--CDC's will be the major secondary market for. 

these securities. 

Even if CDFC realizes no capi tal gain or some loss on 

tl1ese sales, in selling its interests to CDC's it will be fulfill-

ing one of its secondary objectives , ''to enhance capita l owner-

ship in depreRsecl areas." 

CDPC may try to make part of itc stream of investment 

returns more predictable by providi ng financing in the form of 

debt or warrants. These are cash flow problems which can only 

be worked out as the program' ::.: ope' .t ~ ions evolve. 

IV . M.J\NJ\GEMENT 

The nine-member CD1"C noarcl of Directors js responsible for 

nll invc:.;tmen t decisions. 'l'hree of these members arc state 

cnbinet secretaries . 'l'he o t hn r s :i x nre gubc rnn toria 1 appointees 
.. 

s e rving Htaggerec1 tcr.ms of five ycat'l:L Two are to be individutll s 

cxpP.ricncc,1 in .lnvE~n tmen t fin tmcc , t hr ee ara to be represen l:a ti ves 
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of CDCs from eligible target areus and the final -~ember is 

to repres\..:·nt organized labor. It is. important to notice that 

all interests involved in any individual CDFC dea l are 

on the Board. 

The staff, whose number w.ill b e determi :-ied by the volume 

of business CDFC receives or generates is h eaded by a President . 

This designation f or the chie f staff offfcer was chosen over 

"Executive Director" in orde r to reinforc e the f ac t that CDFC 

has been designed as a business enterprise , not a social service 

organi~ation. The staff will enjoy a great deal of discretio11 

in undertaking the promotional activities necessary to gcne.::'clte 

financial opportunities and in structuring the terms of individual 

deal s. 

V. J\CCOUNTADII,I'rY 

Financial - CDFC will keep s tandard f inancial accounts 

and will report annually to the state legislature . These 

reports a nd the books on whi ch they are based will be audited 

periodically by state officials. From an ope r ntional point of 

view, cu~c wi ll be held accountable f or jts financl~ l perform-

unce by the cons trnints imposed by its cupilnli~ation. These 

con~ t·.r.u ln ts arc de sc.ribccl i n Sec ti.on I IID. 
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Social - The CDFC Doard has engaged an accounting f irm 

experienced in the operations of public authorities to design 

r.eporting a nd measurement systems to be used in eva luating the 
I 

l • I • • Corporation s progress in achieving its non-financial objectives . 

'l'l,~ con::;ul tan ts haVl! l.H:!EHl charged with designing methods to 

project employment , both by numbar and types of jobs t o ba 

created by a proposed investment. They are also developing 

methods by which to estimate a project ' s i mpact on tax 

collections and state expenditures. 

Before CDFC money can . be advanced to a ~reject , t he 

noarc1 mus I:. find thu·\: a 11 jobs :ln the enterprise will be full-time 

nnd non-seasonal , pay 150% of the minimum wage and provid~ 

meclica 1 l.Jcnefi ts. Further s ta tu tory guidelines may be enacted 
. 

after CDFC begins operations . 

VJ.. l:~VJ\T .. UA'rION 

CDFC ' s propooed operations raise complex financial and 

political isuues . While those is s ues concerning the nature of 

iLs services and ta r geting have been l~rgely worked out in the 

CDJ:"C s tatutc , critical problems re111rd .n. Oesp:i tc the pages 

c1f: 1:cqu·i. r:ccl finc.lingf: ;rncl p1:ccnut.ions in the bill , CDC'C could fuil 

l:o carry out :i.ts nd.sz .i.011 due to CJ ny number of manageri al c1eci-

Fd ons. Uy iuve~i t: i ng t:oo co11 set:vil t l vc ly .in t:oo few c ntc rpriscs, 
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COFC would merely be displacing private mark~t activity. If 

investment decisions arc overly determined by political con-

sidarations and subsequently fail, CDFC will not only shorten 

its own life but discreclit an important and controversial 

approach to depressed area deve lop11er:t. 

The program's success is dependent on the ability of in-

dividual CDC's to use the availability of CD.!:C funding to 

leverage the cooperation of private business ventures. The 

history of such attempts is predominantly one of failure with 

a few encouraging exceptions. One of the l essons of this ex-

perience has been that new community-based ente rprises ofte n 

require technical assistance if they are to succeed. The 

Massachusetts state government has so far made no explicit provi-

sions for provi<ling such services to CDFC-financed ventures. 

Criticism of the program from community groups has focused on 

this point. 

Equally important for success will be the CDFC's ability 

to manage its limited f i nancial resources. Choices in this 

mntter, however, will largely be determined by the s uccess of 

the ventures in which CDFC invests. 
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VII. RELEVANCE TO THE ALASKA PERMANENT FUND 

Purposes - CDFC is offered as an exfirnple of a program designed 
n • 

to provide community development finance to depressed areas. In 
1 

this regard, the two most ,important points of the eDFC experience 

~are 1) thQt the program design was based on an analysis of the 

economic problems of depressed areas in Massachusetts and 

2) that provisions for targeting investment, based on this 

analysis and the experience of similar efforts, were built into 

the CDFC statute. 

Capitalization - CDFC's lump sum financing by general obliga-

tion bonds of the state allows it the fle>:ibili ty to provide 

financing in a timely nanner on terms suited to the individual 

enterprise. This form of financing also imposes the discipli11e 

of a finite pool of funds. The corporations' investments must 

generate a return if it is to continue operations. 

Uses - The current draft of the Alaska Permanent Fund 

statute is seriously fla~ed in t:hat it does not permit equity 

~nvestments in com.rnunity development project~. The long ex-

perience of CDCs in the United States demonstrates that this 

type of f inancc is necessary if community-based enterprises arc 

to succeed. 

~;_l_gcment - The need to balLtnco the political interests 

involvecl i.n CDPC's op~rations i.s reflected in the composi tion 
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of the Board, which includes representat ives of the 

financial conununity and CDCs. 

Ac90~..!l!;r7hil~: - Accow1tability for ope=ations such as 

CDFC's requires, first, a set of reporting an~ measurement 

procedures to evaluate performance along fin~;ical and social 

criteria. Reporting conventions and criteria exist by which to 

judge financial performance, and CDFC has be~un to develop 

similar porcedures for judging perfor~ance o~ ~ocial criteria. 

Accountability also requires effective sanctions to . unsatisfactory 

operations. In the case of f innncial per forr:-.:ince, unwise or 
·. 

wanteful performance .i.s kept in check by CDPC ' s finite (and rather 

small) capitalization. Effective sanctions in response to un-

ac:ccptable performance on social criteria ha 1:~ not yet been 

developed beyond the required findinss necessary for investm~nt 

disbursal. 



INTRODUCTION 

The European Investment Bank {EIB) was established in 1958 

by the 'l'reaty of · Rome, the charter of the European Economic Com- . 

munity . It is an autonomous, publicly-owned financ i al · institu­

tion whose primary function is to lend long-term to projects pro­

mot i ng the balanced development of t he member economies and of 

·the Cormnuni t y as a whole. 'l'he Dank also gua r antees a small num­

ber of loans each year. 

l. l>UHPOSES 

Statut~~als 

According to its statute, the EIB's purpose is to contribute 

to the "balanCE!d ancl steady deve lopment of the common market" by 

lending to: 

a) projects f or developing less devel oped regions; 

b) proj ects for rationalizing industries o r for developing 

new activi ties called for by conditions arising from the estab­

lishmen t of t he Common Mcu·ket, where these proj ects are of such a 

t;izc or nnture thu t they cannot bo en ti rely financed by tho vari ­

rn1s mcan!3 nv«ilable in the individuul Member Sta tcs; and/or 

c) projects of corrunon i nterest to ncvcrnl Member States 

which a r e of such a size or nature t ha l: t hey cannot be entire ly 

fi na nced by t he va.cious means availi:lblc in t he · i ndividual Member 

f. l:a teti. 
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Evolved Management Goals 

These were the goals of the ban}: at its inception. For 

practical purposes, the bank now ctllocates its funds among: 

projects in less developed r.egio~s ~f the Community 

(e.g., southern Jtaly, Ireland, norther.n Denmark , 

western France); 

projects in industrial regions where redevelopment and 

investment in fresh activities is called for by the 

decline of established industries; 

projects of special interest for the development of the 

Community as a whole (e.g., advunced technology, and 

especially energy supply and distribution systems); 

infrastructure projects of co~mon interest to several 

Member States such as railways, motor ways and tclecom-

munications; and/or 

projects involving technological and economi~ coopera-

tion between enterprises in the different member States. 

EID has been directed by the European Co::unission , its parent 

organization, to assict regional development efforts, but the Bank 

may exercise its discretion in how to do so. In ex~1nining EID's 

lending policies, capitalization and operations, we will focus on 

the mechanisms which facilitate the regional reallocations and 

employment of capital the bank is able to effect. 



EIB sets lending criteria which follow from its position 

multinational, publicly-owned bank which can facilita~e . specifjc 
I •' ~ lj 

development projects through the provision of capital. These 

criteria are: 

a) The project must further development of the Common Mar­

ket. The Bank will finance capital investments which relate to 

well-defined, economically homogeneous projects, geared to a spe-

cific objective which can be obtained in a set period of time. 

b) The project must either be implemented within the ter-

ritory of the EEC or, if outside the territory, be of common ben-

efit to all the members of the Community (e.g., an oil supply 

f~acil.ity). 

c) The project must, in the case of infrastructure, con-

tribute to increased economic productivity or, in the case of a 

.. Private enterprise, must offer prospects of a reasonable return 

on inventment. 

d) EIB financing should not replace financi~g availaMle 

from ol:.her , particularly national, sources . 

Eliq i~lc Borrower~ 
~----~~~~~~ 

a) Pu~lic and private enterpris e s may b0rrow direc tly from 

the Bank provided their project meets the critcrin disctHwecl 
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above. EIB will financ.:e invest,ments ~y foreign corporations 

long as their project is located within the EEC's territory. 

b) Banks and other financial institutions may also borrow 
'(.. 

directly from the EIB to finance loans to ~n~erpris~s which meet 

EIB's criteria. In fact, this is the method t he EID uses to make 

its funds available to small- or medium-sized ventures. 

c) Finally, the EIJ3 wi ll l end to autonomous state or re-

gional authorities , such as the German Lander, which retain cer-

tain powers under federal systems of national government. 

Restr:i.ctions on Use of Fu11ds 

EIB loans may not be used 

· a) to finance cash requirements of firns or working capital; 

b) to finance s pecul.:itive real estate development ; and/or 

c) in the case of governmental authorities, to finance 

state social overhead capi tal such as health and wel-

fare cervices . 

EID will not negotiate l oans below l million UA di~ectly. 

Its funds are channe .l.e ct to enterprises with such smnll capital 

needs th rough .i.n t~;rtnedi.ntc ins ti tut.in:1s uncle:r the "global l oa n 

progr.:im. 11 Direct: lo«ns to projcctr.> r·.m from 20 to 30 million Ul\. 



I,~ndinq 'l'errns ----"'---
EID will not lend funds equalling more than 40 f>.ercent of 

the value of the asset to be financed. This policy requires local 
. 

promoters and fina.ncial· in5tituti'ons to share the risks of the 

enterprise and, hopefully, f orces them to bring their detailed 

knowleclCJe of loca l condi tions to the careful evaluation of the 

project. 

The terms of most EID loans fall into the seven to t wel ve 

year r.angl~ . In the c ase o r: particularly desirable infrastructure 

projects, it may be streteched to 20 years. 

ID r equires appropria te security f or all its loans . Usually 

this takes the f orm of a gunrantee of repayment by the state in 

wl iich the pr.eject is locatecl . Ot her forms of security acceptable 

to the Bunk are : 

a guarantee from a public authority with a good credit 

r ating; 

a guarantee from a major ba nlt, indus tri al or financial 

group ; and/or 

u claiin on specific assets which a r c l iquid enough to 

cover the outstand ing ba J 41 nce a t any time. 

I11tcr c st rates arc un i for m to all borr owers across se~eral 

CJ.iHWCB <.> r lO•llrn , c.1 c f .i.n ec.1 lJy thl! Cll :t'.CCll1CY in wh.i.Ch th ey .:lt'C cl is-

btn:nc cl fl nil the ir ropnyme11 t pc 1:iod. 
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SOURCE OF FllNDS/CAPITALIZATION 
~~~~·~~~~-···~---~~~~~--~-

EIB's share (equity) capital is provic ed by the treasuries 

of the nine st'ates comprising t he EEC. The total ' amount of sub-
~ 

scribed capital and the amount to be contributed by each member 

is determined by the Bank's Board of Governors . Capital is sub-

scribecl in the form of a pledge , a portion of which the members 

deposit with the Dank. These deposits plus reserves funded by 

EII3 operating s urpluses must, under statute , equal 20 percent of 

pledged capital; this is more than sufficient to meet EIB's debt 

service should its borrowers be unable to repay loans in the 

short term. 

This "paid-in" portion has ranged from 25 percent to its 

curren~ level of 15.7 percent of subscribed capital during the 

19 years of EIB operations. Tl1e balance of the pledge may be 

called in by th~ Doard of Directors should these funds be needed 

to meet Bank obligations. Thus , members are permitted free use 

of the greater portion of their pledge. In 1976, pledged capital 

amounted to 3.54 billion UA of which ~~7 million was puid in. 

Under its statu te , EIB may not have loan5 or guarnntees out- · 

standing in amounts greater than 250 percent of its subscribed 

capital. In practice , EIB has bee n considcre~ly mo%e l iquid. In 

1976, lonns outstanding of 5.49 billion UA were he ld ogninst cap­

ital and reserves of 3.96 billion. Total Eia borrowin~s were 
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4 .• 72 UA backed by 3. 54 

of only 1.33. 

EID maintains this high degree of backing to ensure access, 

on ·· favorable terms, to European debt markets; its low paid-in/ 

$ ubscribed capital ratio to minimize the burdens of participation 

to its members. This arrangement seems viable so long as there 

is no sustained period (several consecutive ye~rs) of loan de­

f r .l ts. In that case, EIB would have to rely on its members' 

abi lity and willingness to contribute further portions of their 

subscriptions in order to meet obligations. 

Given EID 's financinl performance, such a crisis is not 

likely to nrise. During the pas t seven years, ope.r.n ti~g revenues 

.:have exceeded annual operating expenses by at least 15 percent. 

Instead of paying out the surplus to the member states as divi-

dends, the EIB internalizes them to supplement its various re-

serve funds. The growth of these funds is traced in Table 1 . 

Tl1e EIB's abilit y to transfer its profits into these reserve 

~unds without paying taxAR has allowed the funds to grow at an 

impressive r ate . These reserves may replace paid-in capital in 

accoun tin~J deposit requirements . So, even though the Bank is 

non-pr ofi t , it does act to the direc t pecunillry benefit o t the 

111cmber nations by using its "pr ofits '' as r eserves which decrease 

the need f o r paid-in capita l. Should the rese rves get large 



.EUHOPEi\N INVf!S'l'MJ:-:N~P B.i\NI< 
Discussion Druft 

Table 1 

S0ptcrnbE?r 
Page 99 

GROWTH IN RESE rrvE ACCOUNTS 
1970-1976 

Reserves: 1970 1971 1972 1973 1974 1975 

Statutory 57.3 63.7 68.5 97.7 110.0 130.0 

Loan Risk 56.0 64 . 0 71.0 105.0 118.0 143.9 

Equalization 9.0 9.0 9.0 13.0 13.0 13.0 

Monetary Risk 5.0 5 . 0 12.5 23.0 29.0 33.5 

Building 2.0 4.0 6.5 11.0 16 . 0 25.0 
--

'l'OTAL RESERVES 129.3 145.7 167.5 249.7 286.0 345.4 

1976 

150.0 

174.7 

13.0 

38.4 

45.0 

421.1 
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enough, th0 B:111k may be able to order increased subscriptions 

without calling in any capital. 

The l:::u:r.ope~"tn Investment Bank acquires virtually all its loan 

funds on the European. bond.market. Although the Bank resorts 

rnainl~1 to the European market,· it has been able to sell its debt 

internationally, particularly in the United S:tates and Japan. 

The issues range from a lo~ of 6.3 million UA to a high of 

239.1 million , averaging from 20 to 40 million. About 40 percent 

of these issues are placed privately. Since 197~, the Bank has 

raised more:: than 800 million Ul\ per year through the sa l e::~ of 

bonds. Virtually all the public issues are underwritten by syn-

cl:i.cates composed of Europ8un comm~1·cial and savings banks. 

The interest rates the EIB must pay are in line with its 

stron9 hacY.ing . Rates rose from '1bout 7. 0 percent in 197 2 to 

nearly 10.0 percent in 1974, and has since declined. In fact, 

the Dank hns just adjusted its uniform lending rates downward to 

reflect this movement . 

'l'h0. mr .. l: notcwort:hy aspect of the EI13 bonds is that they ~re 

all long-term. 'l'hcre nr.e a few occaH:Lons where the Dank borrowed 

[or l oRs tha n seven yearc . Nost isnucs a re for at least 10 years, 

\·1.L th Bomc goin9 for cis long ns i:; to 20. '£he lengths of these 

linb:i.l L t.:i.c: r.: rn.:i.tch th.J t. of: tllC:! produ(~ t .i.vo capc:1ci. ty of the .:is sc ts 

l:::CB f: :i.n a n C('t:--c.;c:1pi tal. in t c ns:i. vc pl.<1 nt <rnc1 in r: r.as true turc. 



FUNDS RAISED UP TO AND I NCLUDING 

Issues 

Amounts (mil. UA) Participati ons 
by third parti es Funds 

Private Public in EIB l oans r aised 
Year Number i s sues i ssues Total (mi l. UA) (mil. UA) 

t::1 
:::.--

1961 3 7. 6 1 3.8 21 . 4 21. 4 
z 
~ 

1962 2 32 .3 32.3 32 . 3 
1963 3 8.0 27.2 35 .2 35. 2 
1964 5 1 3.5 53 . 3 66 . 8 66 . B 
1965 4 65 .0 65.0 65.0 
1966 6 24.0 114.5 1 38 .5 138.5 
1967 8 40 .0 154 .5 194 . 5 194 . 5 
1968 13 112.5 100. 0 212 . 5 212 . 5 
19G9 9 GJ.7 02 . 3 J.'1 G. 0 l 'I G. 0 
1970 7 GG . 6 102.3 1 68.9 168 . 9 
1971 20 208.0 204 . 9 412 . 9 '112.9 
1972 19 133.4 :?2G.G '1G2.0 17.5 ~ 79 . 5 
1~73 ~2 207 . 0 I 01. 0 GOR . O '1 • J 61'.).. 3 
19 'ltt lG 70'1 . 2 121.3 U25.!i G ., r. ,. •o en 

- :.> . :.> CJ ID 
·1975 26 318 . 6 495 . 1 813.7 17.0 830.7 l.Q tt) 

Ci) r. 
1976 17 221 .0 510 . 9 731. 9 17 . 0 748.9 ro .... :;: 

o& 
1961- 1976 180 21 28. 1 2807 .• 0 4935 . l 55.8 4990 .9 ...., 0 

~ 

I-' 
.ti-.. 
.... 
~ 
...J 
....i 
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The EIB has enviable access to the European bond market 

is beginning to offer its issues in the American and Japanese 

nmrkcts. 'l'he burgeoning growth of its demand for funds , shown 

in Table 2, has not compromised ci1is access. The benefits o~ 

t:i.rne ly access to fund~, long i:epayment terms ·and favorable inte r-

est ra tcs cleri ,, d from EID' s s tron9 backing arc transferred to 

its borrowers . 

IJ.I . USES 01" FUNDS/LENDING OPI::RA'l'IONS 

By Sect.or 

Ove r EIU's operating history, its loans, in terms of money 

volume , h ave been concentrated in infrastructure projects, pre-

c.lomint1tcly in energy, tr,m::iportc:ition nnd ·telecommunications. EIB 

has made about four tintes as many loans to industrial sectors as 

to infrttstructure projects . However , total money volume of these 

lo~ns was only about half of that devoted to infras t ructure . 

Manufacturing proj ects have received the preponderant number of 

inc1ustd.al lol'.'m s . 'l'ab le 3 summarizes thi!i allocation pattern and 

' i1 C1 J,1 es '1 und 5 give more complete brenkdowns of historical and 

c.: 11 .i: r i.: n t .:1 c l: iv :i t y • 

I n r e porting its loa n activities by statu tory objcctlv0s , EID 



Table 3 

EIB FINANCING 'I I 1976 -AND TOTALS 

1 

. 1976 1958-1976 

Amt. % of Amt. % of 
Sector # (mil. UA) Total 

,, 
if (mil. UA) Total 

Infrastructure 

Agriculture 1 30.1 2 .• 8 8 123.9 2.0 
Water Supply 6 74.3 6.8 19 220.9 3.7 
Transport G 107.2 9.9 60 1001.2 16.7 
Telecommunication 8 200.l 18.4 38 853 .7 14.2 
Other 2 16.3 0.3 
Energy 18 376.5 34.7 109 1764.2 29.4 

.Total 39 788.2 72.6 236 3980.2 6G.3 

~riculturc, Industr:t, 
and Services 

Agriculture 5 7.5 0.1 
InduE;try l?.O 297.8 ? .. 7. i1 874 200'1.0 3 3. tl ..., .en 
Services 7 13.7 0.2 rJ ro 

lO 'V 

Total 886 33.7 
CD rr 

120 297.8 27.4 2025.2 (:) 
I-' ::i 
0 b' 
w co 

Grand Total 159 1,086 100 1122 6003.4 100 .0 
t'1 

...... 

.::. .. 
All figures in millions UA. I-"' 

\0 
.....J 
'1 
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Table 4 

SEC'rORAr~ BR ;!;l\KDOtvN OF' FINANCING PROVIDED WITHIN THE COMMUNI'l'Y , 
1i 

St<IOf 

·------·----
lnfrostructu re 

Agrh~u l:urnl d(tVclopn;oli l . 

W Her supply olnd di~tributil.)n 

T r;in~p~:t 
HuilwilyS • . . 
Road:;. h rk!~cs ;ind luf'n1i!s . 
Shippi110 ;i::d inl.:111.t , ·:;11cl\vay:; 
/\irliM:; 
Other 

Teloco1 nmu11ica~1ions 

Other 

E11N{IY 

(Procluc:iir'I) 
NucfN: 
T11wnul powe: swti.:i "~ • . . 
1 1~·droolcc: 1ri:: <ind pl::s.;.:ce1 storaoc pl:int 
llcvolopm.int of oil <111 c1 r.a twul (In~ dcmos­
:t:, 
!.vi id (UCI 1•YltaC lion . 
(Trti11spciit1 
T•.1nsmi:;::ion lines 
Ga::fines i'llllf oil P•P·:lliMs 

236 

8 

19 

oO 

38 

2 

109 

To:~: 

(7'/) 
29 
13 

ti 
1 (j 

2 
(32) 

6 
2G 

- ---·- ----- -----
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6 
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7 

1122 
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1
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1B 
'/'/ 
63 
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25 
!)"/ 
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32 
47 

l J.7. 
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'11 
1 •I 
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15 
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consolidates its three mandates (see page 1) into two ciassifica-

tions: projects for "regional development" and p;rojects- of com-

mon interest to seve ral membe r countries. Some project~ · cannot 
j 

b~ unambiguously classified and are counted in both categories. 

About 18 percent of all projects undertaken by EIB sin~e it began 

operations have been so counted. Keeping that in mind, some 76 

percent of EIB 's 6 billi on UA in loans have been justified on the 

basis of furthering the development of l ess developed regions. 

Projects of interest to several countries have been mos tly in the 

fields of energy and transportation. Table 6 shows a more com-

plete breakdown of loans by objective. 

Global Loans 

The management of EIB recognizes that small enterpris e s are 

the dominant type of i ndustrial organization in labor-intensi ve 

sectors. These firms seldom have capital needs which match EIB's 

1 million UJ\ direc t lendi ng minimum. However, they are an irnpor-

t an t source of employment and , in certain Gector s and areas, an 

effi cient form of organizati on . 

I n orde r to meet t:hese firms' needs , F.II3 lends to intermedi-

ate institutions, usually regional development authorities who in 

turn lend to small firms. The authorities are allocated a given 

amount nn<l arc given a finite period in whi~h to use the funds. 
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Projects so financed must meet EIB criteria and be iocated in a 
I 

. . d 11 f th l . d t . 1 . 1 . II specifie area , usua y one o e ess-in us ria ize' regioll s. 

If suitable projects cannot be found within the specified t~ne, 
jl 

the loan money is restored to EIB. '1\ 

In the nine years of this program's operations , 404 million 

Ul\ have been allocated to various regional authorities , fo \·hich 

262 .4 million has actually been disbursed. EID has withdrawn 

from participating national and regional financial intermediaries 

11 of the 38 global loans it has made in the last eight years. 

Apparently these institutions were unable to find suitable in-

vestments, and EIB was in t:cnt on enforcing i l:~ lending cri te.r-ia. 

The average size of the loan hils been 474,000 UA, and most have 

been concentrated in depressed arcac of Italy, France and Germany. 

Although the global loan program represents a sound concept, al­

lowing small firms access to an expanded capital market, it com­

prises a very small part of EIB's total l ending activity--about 

six percent in 1976. 

The overriding impression l eft by this review of: EIB's oper- . 

ations is that the Dank takes a regional approach to its lending-­

ucknowlcdglng the internction of public investment and private 

pJ:oduc ti v .t l:y. :Ci: then cooperntes w:i th na tionul and l:eg ion al 

level public Dtld private financial institutions to provide cupital 

to di1:cctly p~.: ocluc: tive en l:erpr:i.ses. 



EUROPEAN INVI::STMEN'r DANK 
Discussion Draft 

September 14, 
Page 109 

This pattern has been particularly evident in EIB's opera­

tions in the Mezzogiorno (southern Italy), one of th~ most de-
., 

pressed regions in Europe. Over the years 1961-1972, the Bank 

provided 7 .5 percent of all .i,nvestment capital corning into the 

region, concentrating its inve$tments in roads, tEdecornmunica-

tions, energy distribution systems and capital intensive industi y. 

I cooperated wit h the World Bank and Italian public and private 

financial institutions in encouraging coordination and planning, 

providing capital to finance these plans where Italian sources 

were insufficient. 

IV • MAN.l\GE:M ENT 

There are three basic levels of administration at EIB. The 

Board of Governors is responsible for strategic decisionsJ ensur-

ing that statutory directives are carried out, designatlng levels 

of subscribed capital, authorizing changes in policies condi-

tioned on movements in exchange rates, etc. Each member state 

appoints one Governor. A majority of the Board, representing at 

.lca::;t i10 percent of subscribed CC"Lpi tul , is necess ary to carry 

mo tions. 

'l'he Boan1 ·Of Directors is r.esponsible for all lending etnc1 

borrowing declsions. They are appointed by the Board of Governors 

c.rnc.1 have renewable terms. '£he number of direc t:ors from each 



member state is set arid ,the larger ~tates~ France, 
- ,.J' l ~ 

Germany, the United· Kingdom and Italy are most heavily ~epresented. 
' • I \" I • 

• I I • • " ; The Management Council, headed by a President, is responsible 

for : seeing that the profe.ssional staf:f carries out' the Director's 

decisions. The EID retains agents and industry. specialists in 

all member states to evaluate and monitor loans. Loan agr~ements 

are executed under the national laws of the state in which the 

project is located. 

V. ACCOUNTABILITY 

There is a minimal formal structure of reporti~g and sane-

tions by ,.,hi ch the Board of Direct.ors, EIB' s operating decision-

makers, are held responsible for thei.r: work. The Board of Gover-

nors, acting on behalf of the executive of their respective 

states, must approve the Directors' Annual Report. If performance 

is not satisfactory, Directors may be dismissed. States may fur-

ther ef .Eectively censure Bank decisions by refusing to subscribe. 

n~re capital. But all these measures would operate only in ex-

treme cases of mismanagement or violntion of statutory directives. 

In the impor t:an t da i ly work of lending and borrowing, the 

Directors seem to have a free hand. 
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EIB is an operating arm of the European Commission, the cen-. 

tr al planning a11d policy-making body of the E~1ropean Community. 

We have seen that EIB's major operations have been concentrated 

in aiding efforts to develop regions characterized by lack of in-

dustrialization (the Italian Mezzogiorno) or inefficient indus-

tries declining under the force of increased competition . stemming 

from the lowering of trade barriers (Belgian coal regions). 

The European Commission has not yet developed a Community­

wide policy for coordinating the planning and finance of economic 

development in subnational regions. In' such efforts, national . 

authorities must take the initiative and be responsible for over-

,seeing or executing the P.lanning, financing and administrating 

activities involved . Where the fin a ncing of costly industrial 

plant or infrastructure is involved these authorities may not be 

able to raise sufficient capital in a timely manner. The private 

or quasi-public financial systems of the several members states 

are set up primarily to service national needs. As yet there ex-

ists no institutional mechanism to coordinate these systems to 

provide the massive amounts of capital necessary to finance large-

s c ale development projects. 

EIB is designed to do just thi s . With its solid equity back-

ing, it can raise large amounts of capital quickly in the inter-
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n~tional bond market on the terms necessary to .finance 

assets such as capital intensive physical plant and infrastruc­

ture. Because EID borrows and lends in s~able currencies, some 

promoters in countries with weaker currencies have been unwillinCJ 

to tCJke E:t:B loans . They would suffer a loss if their national 

currency, in which they would receive the · revenues generated by 

the asset financed, were devalue~ in relation to the currency in 

wl1ich they would have to pay off the loan. This risk is offset 

in many cases by the favorable interest and repayment period 

terms on which EI-B can offer its funds. For example, Italian 

firms und authorities have been EIB's largest borrow2rs. 

R··fl 1 E:conomic factors af fee ting a borrower\ s potential per-

formanc0 arc . not susceptible to EIB influence. Long and concerted 

effor t i ~ needed, for instance, to improve infrastructure, labor 

productivity and the stability of the regional population in the 

Mezzogiorno before it becomes a suitable location for the capital 

intensive facilities the EIB prefers to finan~e. 

The Bank appears to take these considerritions into account 
-

in pursuing its policies. First, it l e nds to infrastructure pro-

jects, where the ability to mobili ze large amounts of c upital is 

critical. Second, it will not lend more than 40 percent of the 

value of an asset. In a fact, its participa tion l\as been su~-

stantially less in most cases. EIB seeks to provide the incremental 
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runount of financing needed to impl<:!ment a project which already 

enjoys sound national manayerial and financial backing . Financial 

responsibility is thus not transferred from local government and 

business organizations whose political and economic fortunes are 

closely tied to the success of the projects. Unfortunately, 

EIB ' s performance, in terms of allocating capital to efficient 

uses, cannot be inferred f1:om its financial success. Most of its 

loans are secured by guurantees from national government~ . •1~he 

performance of its borrowers is not reported in centr~l documents. 

Due to the guarantees, poor performance does not show up as a de-

fault rate. The pattern of financial responsibility and ultima~e 

accountabili '-Y ther<:? fore corresponds to the European Com.\\ission ' s 

as yet decen ~ralized regional development policy. 



B1\i-JK 
Draft 

.RELEVANCE TO 'l'Im l\LASKA. PERMANENT FUND 

Purpose~: 'fhe pr imai;'y way in which . the European 

Investment Bank is relevant and important ·to the Alaska 

Permane.n t Fund is in the strong regional orientation of ' 

the Buropean Investment Dank, where 63 percent of its 
" 
portfolio has been invested in the development of lesser 

developed regions of Europe. It is important to note 

that although the vast percentage of its resources has 

been employed in regional development, only six percent 

of those resources have been employed through the "global 

lolrn program." 'l'he importance of that point to the 

Alanka Permanent Fund is that the global loan program 

would be most analogous to a regionalized effort in 

which the regiona l projects of the Alaska Permanent 

Fund were implemented through the regional and local 

community deve lopment corporations. This matter bears 

further consideration. 

It is also worth noting that the European Invest-

rncnt Dank rarely takes more than ~O pe rcent poaitions 

.n itt~ .l::>ans, to en sure th<:1t t he ri sk ancl rcs pons:lbil.i ty 

nre born~ by both l ocal f i.nancial inst:it:ution!; a nd the 

pr.ivc1te ma rkc t:placc . 7\nalCJgously , in 1\lasl~a , th.is j ,::; 

the in t e nt of the present language of the 1\lask.a J:' e rma-

ne nt fund and in the case of regional developme nt- sug-

9es t s the wise course of joint venturing with the 
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regional corporations and with the private marketplace 

in all reg.ional loans. 

Sources and Uses of Funds: There are three prin-

cipal matters concerning the Eu:-opean Investment Dank's 

capitalization which are worth noting for the design of 

the Alaska Permanent Fund: 

First , all of the earnings of the European Invest-

ment Bank have been retained for r einvestme nt in 

strengthening the capital structure . of the European In-

vestment Dank. This is a different use of r e tained 

earnings than those of either the Alasi<ll , Ii1C . propos a l 

or a proposal to use the earnings for Ge~eral Fund pur-

poses at some future date. 

Second , with a strong eguity base the European In-

vestment Bank has been very successful in borrowing the 

substantial amount of its capital needs in European and 

worldwide private capital markets . This i s a very irn-

portant model £or the J\l<H;ka Permanent Fund . In d esign-

ing the Aluska P.er manent FLl11d the $2 to $'1 billion of 

oil revenues should be vicwe<l ~ s a paid- i n equity cap~ 

ital bcise for the l\laska .Pe rmt1nen t Fund n9n inst which 

.i.t c«n t hen bor r ow for. its lending purposes on \·1ot·lcl 

markets. 

'fhird , the European Inves tt:'lent Bani~ has <1 nice 

ba lnnce of its sources and uses of funds. The majority 
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of the European Investment Bank 's borrowings in world 

capital markets are for seven to ten years, to support 

expansion capital lending running seven to ten yeRrs. 

The longer infrastructure loans of 15 to 20 years are 

then in turn supported by borrowings in the· interna-

tional capital market of from 15 to 20 years. 

Fourth, all of the infrastructure investing is 

bucked by a government guarantee. In my judgment , it 

would be much more efficient for Alaska to do the m.:ijor-

ity of its infrastructure financing througl1 the Perma-

nent Fund,but backed by general revenues. 

Manage_f!\en t and l~ccoun tabili t:t_: 'l'he manageme nt and 

accountability issues of the European Inves tment Bank 

arc less relevant to the Alaska Permanent Fund .. 
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The British Columbia Central Credit Union is a private, 

federally-chartered financial institution owned by the credit 

unidns . o:f British. Columbia. Estilblished in 1944 , its major 

function is that of a reserve bank for British Columbia's 178 

cr.ed.i.t unions. In 1970, it merged with the B.C. Credit Union 

League, a promotional and educational institution and has since 

providerl a wide range of financinl ancl 'tdministrative services 

to ito members. Credit unions require ino~t of these services 

in order to compete with other types of fina~cial institutions 

for the deposits and loan business of British Columbia savers . 

In general , credit unions arc tao small to undertake the capital 

expenditure and staff requireme nts necessary to provide. these 

customer services efficiently. 

Credit Unions in British Columbia - Credit unions are ·----
deposit institutions offering. a full range o~ customer services . 

'!'heir investments tend to be concentr.'ltecl in home mor.tgages , 

consumer credit anrl property developwent. They are distinguished 

from banY.s in that they are cooperntively O\,·~cd by their · depositors , 

c;ich of: whom is entitled to one vote in clec':" i ng the board of 

di.rec tors an cl \·1ho mi1y parl:icipnte in me?mbers~ip- managcrr.cn t 

lllC'C l:i n9~ . 
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All members are required to have a "common bond," a legally 

construed economic association. These bonds may be of three 

types: community (those who live or work in a given political 

jurisdiction serviced by the credit union), associational (e.g., 

ethnic or cht1rch group~;) or occupational. About one half of 

the credit unions in B.C. have community common bonds. 

In 1975 , there were 178 credit unions with 261 branch 

offices in n.c. These serviced som~ 600,000 members, about:. 

23% of the population and composed some 23% of all deposit 

institution offices in the province. About one half of these 

offices «J:e located in the greater V.:incouver area . 

'l'he industry has grown rernnrlrnbly and become more concen-

trated in recent years. Since 1971, membership has been· growing 

at a compound annual rate of 11%, assets at 35% . In 1971, 

there were 217 credit unions holding s lightly less than $500 mil­

lion in assets. In 1975, the 170 credi t unions held over 

$1.5 billion in assets , with hal f of those held by the 15 

l <ir.ger unlts. (1'he remaining unlts are extr€'mely small , median 

asset s:t%c being less thnn $70 tnill.i.on .) Cr.edit union assets 

acr:ount for. lO't of those helcl by a l l financial ins ti t:.utions 

in the p.i:ovinr.:e (20 % if corpor.at:c business is excluded). 

Jndiv:Lcluul units arc usu«lly located within communities serviced 

by commcr.<.:ial bnnks itnc1 nre in comp~ tition with them for deposits. 
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Dist~ibution of assets - There has been a sharp rise in 
I' 

the demand for housing in B.C. due to the migration of large 

numbers of young families. Consequently, th~ credit unions' 

assets have become concentrated in .home mortgages. In 1971, 

they composed 62% of the $400 million in lo~ns outstanding.­

In 1975, they ~ompcised 76 % of the $1,280 million in louns 

outstanding. Other credit union assets include municipal, 

provincial and federal government securities and consumer 

loans. 

Liabilities - The main source of funds to credit unions 

is the deposits of me~lers. Credit unions offer term and demand 

accounts as well as retirement and home owne~ savings plans. 

The latter two types of deposits have grown at a remarkable com-

pound annual rate of over · l00% in the past four years. Of 

the $1,409 million on deposit in 1975, 36' were in demand and 

64% were in term accounts. 

Liquidity - Credit unions are required by law to maintain 

liquidity reserves with a bank, a central credit union or in 

qualifying federal government securities equal to 10% of deposits 

shares and borrowings . · Virtually all British Columbic:in credit 

unions maintain thei r reserves and surplus i n n.c. Centra l. 

In recent years, aggregate Loan/Deposit rations for the indus try 

have e:1<ceedecl 90i. The credit nn:i.ons as a whole, the n, have 
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demande d funds from other sectors of the capital market. This 

borrowing and the cash management involved have been handled by 

B.C. Central. B.C. Central's functions within the credit union 

system and its mediating role between the system and the outside 

capital market is the subject of the following sections. 

B.C. Central Operations 

Financial - B.C. Central's main financial function is to 

provide individual credit unions ~ith funds suf ficicnt to meet 

local loan demand when local deposits prove inadequate . These 

funds ·re provided in the following forms: 

non-restricted reserve credit lines equal to 10% of 

the credit union shares and deposits for use only 

in meeting any net reduction in shares and deposits 

due to increased loan demand; 

restricted and non-restricted credit lines to credit 

unions equal to four to six times a credit union's 

monthly cash flow for op(!J:atlouu l pu~J?O::><:!S . i\pproved 

lines of credit under these first t wo provisions 

equaled $262 million in 1975; 

term loans to credit union~ to finance office buildings 

nnd cr~ed:i.l: union mortgug<:! locim;; 



CENTJmL CREDIT UNION 

emergency loans th~~ugh the 
.,. 

Corporntion. 
f I 

11.ct l 1 b ' b d . , :'J ' f . B C C t 1 "' t. a orrowings y ere J. c unJ.ons rom • . en ra 

grown rap;Ldly in recent years from $26. l million in 1971 ,to 

$91.8 million in 1975, reaching a hig~ of $108 million in the 

,tight money market of 1974. Credit union credit line and loan 

requirements are worked out annually in consultation with B.C. 

Central's financial staff on the l l S ~s of financial statements, 

loan records and cash flow projections. 

Credit union deposits arc not covered by the Canadian 

Deposit Insurance Cor poration. Insur ance of deposits is handled 

by anothe.r central institution, the Credit U:-iion Share and 

Deposit Guarantee Fun<l. The Fund is administered by a five mem-

her Doard of Directors , three of whom serve on the B.C. Central 

Board. The Fund, which stood at $13 million in 1975, is 

co pi tali zed by annual assessment of membE:~r credit unions. The 

Board of the Fund may intercede directly in the operations of 

individual credit unions experiencing financi~l difficulties and 

may grant.: f inancial assist.nnce where deemed necessary. 

D.C. Centcnl provides other important financial services 

to its me mbers . These .i.ncluc1~ centr al ized check clearing, bad 

de bt collcct.i.on, inves tment.: mnnugemen t for r et ireme nt and home 

owners hip GC\Vi ng plnns and s ccondm:y nmrketlng of c rcdi t uni on 
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mortgagE'~$ . The last service is another form of increasing 

m1~mber liquidity . 

Non- financial services - B.C. Central's most import ant 
'. 

non-financial service is the provision of on-line t eller 

terminal data processing to handle deposit and loan transactions 

in locDl offices. In 1 975 , this system covered one-half of all 

c redit union offices. The savings in time and cost effected 

. by th.is system increase credit un ion ability to compe te with 

other deposit .institutions . Other nonfinancial services provided 

for the mos t part on a fee basis are economic forecasting , 

per sonnel recruitment, printing and s upply purchase , collection 

assistunce, data processing and systems development, market 

research, facilities design and pl~nning , education , advertising 

and public relations , legal counsel , housing deve lopment and 

travel services. B. C. Central also provides financial services 

to Dri ti s h Columbi a ' s 108 cooperatives. 

II . SOURCES OF FUNDS/C,\PI'l'1\LIZ1','I'ION 

~guit:Y - B.C. Ce ntral's ma j or source of equity i s the s a le 

of shurcs to membe r creclit unions. ln 1975, members he ld 

G. 2G miJ lion s hares w:i.th a par valne oi: $31. 3 mi ll.ion, a ll of 

whi ch wan paid in to B.C . Cc nl:rn l. 13.C •. Central is requi red 

by luw to maintain n 10/l debt/equity r a tio. Tl1cir debt consists 
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of deposits and borrowings ; equity of mern.~er5:iip shares, re-

tained earnings and .provisions for dividends. Despite rapid 

growth of deposits in the credit union sys tr:::-.. and consequent.ly 

ih B.C. Central' s deposits, its ' debt/equity =atio was a fairly 

conservative 5.7 in 1975. 

Deposits - D.C. Central's deposits are comprised of the 

liquidity reserves and surplus :funds of its ::-.~mbers. As credit 

union deposits have grown , so has B.C. Central 's; from 

$49.7 million in 1 971 to $195.8 million in 1~75 . These develop-

ments are illustrated in Table I. B.C . . Ce:nt::.-a l also receives 

one-half the total in the Credit Union Share and Guarantee 

fund as deposits. In 1975, this amounted to $6 .2· million. 

Central pays interest on all deposits, which composes its 

largest capital expense . See Table 3. 

Borrowings - Because credit unions' ler.~ing activity has 

outstripped their deposit base in recent yea:-s , they have been 

demanders of funds from sour=es outside thei:- system. These 

demands are mediated by n .c. Central . To fi~ance l oans to credit 

unions, n. c. Central borrows from Canadian , ·;s and foreign 

banks and has establishe d non-re~; trictab l e c::-edi t 1 in es with 

three of the lnr<Jest Canadiun conUTiercial bu:;:.,s. Borrowings 

vary greatly from year to year depending on ~he level of deposits 
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F IGURE I 

Credit Union Financia l System in British Columbia 

Occ1mi: · .:r 31, 1975 

595,000 members 

S<1vings 
SI AO llillion 

Lonns 
S 1.281..lillion 

_J ____ _L 
178 Cr~dit U11lon (2G I ollicos) (1) 

· assets S 1.55 billion 

Uqulditr Rcs·.>rvcs 
S1 35.'11111llion 

Surplu:; Funds 
$40.2 rnilhon 

.I 

----£\ 

I 
Loam; 

S!l3.7 million 

ll.C. Ccnlral Crodil Un!on (2) 
(f'rlmory Liquidity So•Jrco) 

ns!'.ots S2•13.3 r11itr1on 

I 

llW'ok 8. l.lonoy 
M.ukor llo:ro...,ina 

e. Govc.:rnrnont 01.1n:i~o1l:: 
SI 7 .7. rnn1ion 

.. 

------------ti D.c: Cent:al 
R.RS.P./R.tf.O.S.P. 

$35 mi!i•c:i 
(S54 million-Fcbru;iry 28176) .---·-·--1 

Shoro & Deposit Gmr<:ntl)o 

/\s!;c:;smcnt 
Funds ---"'..i 

Emergencr 
-<l-- I.om is Or ---­

Gmnt:; 

Cr 

Ocpo::lls 
Sti.2 rnillio 

~------·--·------' 

-:)1------ -

edit Union Shar ct. Dcpos:r 
Gl.'nr:tn:cc Fund (3) 
n~scrs S 13.0 rni:lion 

- 1:1. 

n 

--

~.0.1.C. c-:) 
Short T.irm -- l.o:ins 

I 
S3.?ml!lion 

Tcrrn o.,posit 

---··-- -------' 

(I) 101.117..0'10 chtl.'Cto:..; nrid I, 1Q(l u1n;1'oyo~s 

(?) 1 5 <lirvcl ~•IS111 11 11 fiQ ClllplO)'Ol'S 

(3) !i l1u:ircl 1111.:1111li.:rr. :'ln\J I G 1:111p'ri;·1111~ 

(·I) CJ11at!~1 O~poi~r h1!:tlf.tr!tc Ccir1'w:i:1on 



TABLE I 

Summary Statistics for B. C. Central Since 1971 

'" ""' ­\VVV ~ except where indicated) 
1975 

Liquid Assets $127,885 
Loans to members 91,823 
Total assets 243,290 

LIABILITIES 

Notes payable 4,500 
Members' Deposits 195,917 
Members' Shares 31,300 

!NCO.ME AND EXPENDITURES 

Incor:te 27,175 
Expenses (financiul) 18,941 
N0t Incom0 2,299 

Dividends per shara 35¢ 

Percent Growth in Assets 25.9'2; 

1974 1973 1972 
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mid loan demund at the locu:l level. .See Table I, "Notes 

for the level of debt outstancling in recent years. ·. · 

Inco~e - B.C. Central derives between 80 and 85% of its 

income from i.nterest payments on loans and returns on invest-

msnts in securities. The split between loan interest a nd 

investment income varies from year to year, depending on loon 

demand from members. Other sources of income are service 

charges, fees for services to members and membership dues. 

Gross income has grown from $4.9 million in 1971 to 

$27.2 million in 1975. 

III. USES OF FUNDS/INVESTMENTS 

Reserve Requirements - D.C. Central is required to maintain 

liqui dity reserves in cash or short term assets equal to 20% 

of its deposits and commercial paper liabilities. In 1975, it 

held $48.3 million in such assets; 23.Si of its deposits and 

market liabilities. See 'l'able II. 

Loans and Investments - n. c. Central'& longer t e rm use~ of 

funds nrc concentratecl in loC1ns to members and investments in 

securities. The flow of loanz to members varies from year to 

yenr, depending on de mand. I n tcrc~t rates arc adjusted to B.C. 

Ccntrul' s borrow~ng l:cr.m.s , und a spread of 1/2% is permitted 

by law. 
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D. C. Central invests primarily in high yield , short term 

notes of Canadian corporations. Other securiti es held include 

Canadian Governments , Canadian corporate bonds , bonds of co-

operatives and shares in other credit unions and cooperatives. 

Qperatinq Expenses - All expenses involved in providing 

D.C . Central's many services--salaries , materials and rents--

are paid out of B. C. Central's operating income. After-

tax earnings , having subtracted financial and administrative 

expenses,came to $2 . 29 million in 1975. Of this , $1.87 million 

was distributed as dividends to membe~s . (The current dividend 

on member~hi'p shares is 7%.) Retained aarnings at the end 

of 1975 totaled s ligh t ly over $3 million . See Table III for 

a complete breakdown of income and expenses . See Pigure I · 

for a schematic representation of the relationships described 

above. 

IV. Ml\Nl\GEMF:N'r 

'l'ho stra teg.ic manilgement policies of: B. C. Ccn ti: a l ctrc set 

by a 14-mcmbcr noard of Directors elected by the member credit: 

unions. Day-to- clay management of the inr.titution is handled 

hy n mc111ugerial staff of 80 ( tota l stnff: - 180) in three clivi ... 

~ions : J\dmins tra tion nnd E'.lnancc , Services nncl Dcve loLiment . 
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B.C. Central is a privately owned institution and is subject 

to no special forms of government oversight or control. Its 

operations are inspected annually by the federal Superintendent 

of Insurance office. On the provincial level, Central's opera-

tions are monitored by the Department of Consumer Aff<lirs to 

ensure that consumer and mortgage credit practices accord with 

departrnen l: guidelines ancl provincial usury laws. 

VI. EVALUZ\TION 

B.C. Central has performe d its function of helping a system 

of small depository units operate effectively and grow in highly 

competitive and quickly changing local markets. The mo s t 

remarkable fca.ture of D·.c. Central is that it invests primarily 

within the system from wh:i.ch it draws i ti:; fum.1s . Of its 

$173 mi llion in loa ns and investmen ts outstilnc.ling :i.n l.975, 

~ O ~ we r e directly in cooperu tives and credit unions. ~nether 36i 

were he ld in very short t erm cOl:porct t e notes for c ash nwnf.tge -

men t· ptu:po~.;es an cl could prc~umnbly be converted to cash should 

the re be n sudden increase i n membership lonn demands . 'l'hus, 
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virtually ull credit union deposits remain within the. 

system. 

B.C. Central's importance as a promotional institution should 

also be noted. Competition for. depos its demands timely and cost-

efficient customer ser vice as well as professionnl promotional 

activity and well-trained personnel. These are functions which 

all but the largest credit unions could not afford to undertake 

on their own . 

VI:C. RELEVANCE TO THE ALASKA PERMJ\NE::T }:"'UNO 

Purposes: B.C. Central, as noted in the July 11, 1977 

report, is the best model of a cooperatively owned state central 

bank capable of providing deposit and lending services to those 

rural an:.?i\ !:l too small for full commercial banking services. 

It has the twin advantages of insuring local, cooperative owner-

ships sensi tive to local needs on the one hand. On the other 

hand, it provides aggressive central i zed capital and management 

services t o ensure that each village r e1..eives the mos t sophisiti-

cated economic development assistanc~ poGsible. 

I t i.s also important to note that D1:itish Columbia' s 

(;!Conomy, goography nnd demogn1phy is not unl ike J\laska ' s . 

sour.ces of F'uncJs: n.c. Centl:'nl ' s equity comcn from the 

local nv:!mb0:r coopE!A"ati v c ba nk s or credit unions. It is owned 
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and governed by local users. As noted in the July 11, 1977 

report, the Permanent Fund could initially capitalize the state 

central bank, and then arrange to transfer ownership to the local 

cooperative banks. This could be along lines used to devolve 

ownership of the Farm Credit System from the Federal Govern-

mo •· l: to l ocC1::i users. For a description of that procedure, 

s~ · II. 

~ :·:malization Models and o:e.tions in this Report 

B.C. Central ' s debt is r .aised in international capital 

markets, based on its strong equity base and sound management. 

The Alaska P~rmanent Fund and its affiliated Alaska State 

Central Bank could do the same . 

Uses of Funds: B.C. Centra l is a model of a s trong central 

organization capnble of raising international capital to support 

effective local economic development under cf fective l ocal . . 
control. 

Man agement : B.C. Central is governed by its local user 

instit\tions and attracts extremely able and aggressive central 

rn~mage1 =mt. 

~_guntability: n.c. Central is full)' accountable to its 

local membe t' cooperative ba nks . 'l'he J\lusl~a Permanent Fund could 

ensure that it io equally accountable to public purposes . 
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Consolidated Balance Shee~ 

1975 

ASSE'fS 

Cash and Demand Deposits 

Short Term Deposits, due 1976-1979 
(callable notice 1 - 15 days) 

Investments 

Loans 

Mortgages Receivable 

Accounts Receivable and.Accrued Interest 

Land, Buildings and Equipment 

LIABILITIES 

Notes Payable and Deposit Balances 

. Accounts Payable, Accruals, and 
Outstanding Acceptances 

Def erred Income Taxes 

Provision for Dividends 

Retained Earnings 

Members' Shares 

$35,296,728 

13,000,000 

81,680,246 

91,823,385 

15,165,509 

4,099,861 

2,224,522 

$243,"290,251 

$200,317,269 

6,495,372 

215,400 

1,875,595 

3,066,610 

31,300,005 

§2'13,290,251 
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I ncome and Expense Statement - 19 75 

INCOME 

Loan interest 

Inve stment income 

Service charges and sundry 

Fees for services to members 

Members dues 

DIRECT EXPENSES 

Interest o n deposits 

I nteres t on borrowings 

Service charges and sundry 

INCOME LESS DIRECT EXPENSES 

ADMINIS'rRJ\'l'IVE AND GENERJ\L EXPENSES 

EARNINGS DEFORE TAXES 

I ncome taxes - def erred 

NET EARNINGS FOR THE YE~R 

Retained earnings - beginning of year 

Dividend::; 

RE'!'J\INI::D EARNINGS - ENO OF Yf-:l\H 

$ 7 , 74~ , 411 

15,096,769 

1,340,0~0 

2,643 , 521 

349,007 

27 , l74 , 7" 'J 

14,393 , 292 

4,J?.3,~99 

423 , 96~ 

lB,940,654 
···-

B,23'1 , 094 

5,803,650 

2,430,444 

lJl,609 

2 , 298,835 

2,659 , 631 

4,958,466 
1,871, 856 

$ 3,086,610 
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The Deutsche Genossenschaftsbank (German Cooperative's 

Bnnk or DG Bank) is the central reser-Je bank of the vast 

tvest 'Ger man cooperative syc;tem. F'ou:idecl as t!'le Deutsche 

Genossens chaftskasze, a coopera tively-owned ~inancial institu-

tion, shortly after World War II, it was reo=;anized as a 

corporation and r enamed the Deutsche Genosse~schaftsbank in 

1972. 

DG Dank is the apex institution of a th~ee-tiered system 

which holds 13i of all deposit:::; in German fi ::nncial institutions. 

The base of the sy stem is compo!'ted of ::"::O:lle 6, 4 00 sm;il l banl~c 

and building socict.ies \'lid.ch service the me;'ii..~ers of agricultural, 

i ndustrial and trade cooperatives , as well a s un a ffiliated 

depositors. Ten regional cooperative banks ?rovide liquidity 

munagemen t, auditing, check cleuring and inves t memt services 

to the bnse . DG Dank provides similar services to the regional 

banks . This system and DG Dank ' s place in it are described 

be low . 

St.r\lcl:urc of the M~vcmcnt:. - l\ ftcr \·lorlc: \'!ilr II , the Gcrr.lnn 

coopcrc.1 l::l vo move 1r.~:n t w.l t-i til:va 11 lzcd in to fou ~ sc~tol: i.: , e«c;h with 

its own c:r.edi.l: system a nd ne t\,·c,rk of regional ctncl IHlti.onal \tnionc. 
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The fou~: sectors are agriculture, industry, consumers coops and 

non-profit housing finance societies . 

liy far the l argest of these sectors is agriculture. In 

1971, more thnn 1 .8 million fnrm0rn were me mbers of one or mor.e 

of the l~,590 l ocal societies. 1,650 marketing and supply co-

operatives , 4,300 trnde cooperatives and 12 c entralized coopera-

t ives with 1, 500 brc:rnches or depots \,·ere engaged in the buying 

~~a s e lling of goods nnd achieved a tota l t urnover of 

$6.4 bil l ion .* In addit ion , there were in 1971 , 4,780 specialized 

cooperatives with 29 affiliated regionH l federat i ons . The 

ugricult:ural credit coops take deposits from and finance the 

fi xe d Dnd working capita l r equirements of their members. 

'rhe industrinl and trade cooperatives pe rform s imilar 

function~ , ancl are ac t ive primarily as central mat erial pur-

chasers for t:heir members. '.rhcy were serviced by 62'1 coop 

bnnko in 19"/ l. 

Con!=lumer and non- prof it hous i ng coops (centra l purchasing 

ngents for the r esidential construction industry) comprise a 

rol;1t ively smnll part of the synl:cm . 

'l'lw 1Jcci.1lccl01.m of: loca l f j na ncial i ns ti tu l:i.onn !:lervicing 

Lhcwc tw ctorc. in J 971 wci~~ lH: follows : 

*1\ll . 111oll"e't.1.1ry irigu1:e t; :i n t: hc~ Lc.:xt aro g.tven in d oll.o r s , con­
v cr tocl f 1·om OM a l: t ho cn:chc·11HJC :t:il t.:.c pt:cvaj 1 i.ng a t t he time the 
r; igln:c weir. rcpor.tc<~. 'l'h .it1 ifl don~ f 01: cnsc• of. compt·ehe nsion. 
l·'i~Jlll:O!i Ln '.l'<.tblcs r and rt <i re pr.c ~ 1e nt.:.cicl i n OM, when! a sense of 
propoi:tlon i.f: mor . importitn t Uta n abso ] ntc t0t:H l~. 
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The system also includes 10 mortgage banks u~affiliated with 

cooperative societies . 

Recent trends in total uni ts and member:; hip are illustrated 

in Figure I. Overall, the graphs s how increasing membership 

and concentration, especially in the two most imIJortant sectors, 

agriculture and credit. Concentration has ~~stly been achieved 

through the merger of two units. 

Despite these mergers at the local level , the cooperative 

system maintains the most extcnaive branching system of any 

sector of the German financial market, and its units are incredibly 

s mall. In 1971, there were lB,665 coop bnnk branches, compared 

to 14,506 for savings and 5,420 for commerci~l banks. In 

terms of aggregate balance sheet totals, the cooperatives are 

behind both the other sectors. The average balance ~heet total 

for t he banks serving industria l coops was $23 .3 million; for 

those servicing agricultural cus t omers, only $3.7 million. 

These changes at the primary level hnvc affected the 

r. tr.uct\lrc and opern t ions of the rcgionul coo:n~ra ti vc banks. 

J·:ilch mcrgor of t:wo local uni ts tends to r educe dcposi ts with 

the regionul bnnks, because the compens a tory ~ovement~ of 
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Cooperatives and Their Membership in the 

Federal Republic of Germany 

Primary Cooper a tives - Total 
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FIGURE I (continued) 
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FIGURE II 

The German Cooperative Financial 

Figures in billions of dollars (US) at the 
then-prevailing exchange rat e 
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liqui d funds increasingly take pluce within the new unit, instead 

of passing through the ·central institution. The pe rcentage 
( 

of customers ' deposits h~ld by the local coope r ative banks at 
. ' 

' . 
their affiliated r egional bank has therefore been declining. 

~lso , larger local cooperative banks usually make heavier demands 

on their regional banks, on which they depend for long-term 

funds to finance expansion in the volume of lending. 

This situation has led to the need for larger units at 

the regional l evel , capable of maint~ining l arger balance s o f 

loanable funds and providing services such as check clearihg 

where economiec of seal~ can be realized. Since 19 68 , the parallel 

regional s ys tems of t h e various primary cooperative sectors have 

been in t he process of conso l iclntion, a nd the;? n umber of regional 

cooperative banks has fallen from 10 to 10. Of these , seven 

have reorganized as corporations abl e to sell shares t o t he 

general public. These regional banks , in turn, rely on DG 

Dank for depository, l iquic1ity manag~ment and other essential 

services. The financial interrelationships of this system, 

from l ocal depositors t o DG Dank are shown schena ticu.lly in 

Pigurc II . 

Sou n.::eB of Fund::; - The source of rum.ls to the local s ys tern 

.io the deposits of members . 'l'hc locetl coopn o.f f er n f ull 

r.u nge of: depoi:;.i. l: accounts « ncl instrument~: checking and savings 
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accounts, negotiable and non-negotiable savings certificates. 

· These last instruments are issued for terms of 7 years and their 

proceeds are earmarked for term lending to medium-sized firms. 

Uses of Funds - ,.je sides consumer, home mo.Ltgage and buG i ness 

loans to members, coop banks undertC\ke a nuntber of lending and' 

investment activities. These include construction financing, 

term loans to o. ·i:- r credit cooperatives anc1 industrial cu~tomers 

and leasing. 

DG Bank 0Eerations - DG Dank provides financial and non-

financial services to the regionals in order to help them 

facilitate these local activiticn. Such tasks performed jointly 

b y DG Bank and the regionals include check clenring, centralized 

electronic transaction procession, property broking, seconclary 

mortgage marketing, advertising, personnal trnining, and the 

placement of reserve and surplus funds in investments outside 

the cooperative system. This las t function is reserved 

primarily to DG Dank. '£hey underwrite and market cJomestic and 

foreiyn corporate equities CTna securities of various govern-

mcnts a n<l public authorit ies. 

JI. SOUHCI::S OF FUN_DS/CAP I'.L'/\L t Z1\'1':CON 

Equil::t_ - DC Bank i s capituli~ed by the purch <ise of: s lrnros . 

Of the $13~.5 million i n paSd-in equity in 1975, some 75% was 
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held by the regional banks . The res t was held by corporate and 

institutional investors outside the cooperative system. The 

current dividend on shares is 8%. 

D~osit.s - DG Dank ' s riiain sourc~ of deposits is the regional 

banks' reserve and s urplus. Of the $7.92 billion on deposit in 

197 5 , $5.36 billion was attributable to the regionals. Other 

banks a nd corporations provided the ba l a nce of the deposits. 

DG Bank poys interest on thes~ depos i ts at prevailing rates, 

and these interest payments compose their l ~::-ges t fina .1cial 

expense. The volume of deposits in the entire system ha s risen 

rapidly in r ecent years . 

Borrowin9._~ - When necessn1:y to increase its base o f loanable 

funds , DG nnnk will ra.Lse inonc~; on the European bond market 

through issue of its own bonds. In 1975, it had $832 million 

outstunding--down from recent years due to the simultaneous 

inc r cnsc of deposit s and decrease of Loan demand within the 

coop systP.m. 

,!ncom_£ - Net interest pHymen ts on l m:ins c ompose by far the 

lar.genl:. pot·tion of DG Dunk ' s income , some 06~ of the $606. 5 mil-

l.i.on in Hn5 9r.o!:is enrn :i.n•;.is. Other sou r.cP5 of inco;ne include 

l:hn t· fr.om investmcntz nncl securities, commissions <Htd fees and 

mi.!•ccll<.mco 11~; som:ccs .:imuuntin9 Lo $11. 8 million. 
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III. USES OF FUNDS/INVBSTMENTS 

Dec;iuse loan demand in the sectors from which the coopera-

tive system draws its dcpo~its--agriculture, small business 

middle-income individuals--ha c; 'fallen in recent ye::irs, DG · 

Bank h~ ~ had to find uses for its investible funds outside the 

cooperative system. Some 57~ of its $7.5 billion in loans 

outstanCing in 1975 were to banks outside the cooperative system. 

Another 26% were to non-bank , corporate customers, leaving 17% 

to be channeled back to the regional banks. · Over 70~ of these 

~cans were for te rms of l ess thun four years. 

Unlike American banks, GQ rman hanks are not restricted from 

engaging i n equit y and underwriting transac tions involving 

corporate securities, and they may own subsidiaries directly 

instead of through a holding compa ny. All these activities 

figure prominently on DG Bank's balance nhect. Of the 

$1.24 billion in invesl:mentn held . by the bank, 4G 'S are in 

corporate bonds, many of which DG Bank underwrote. 'l'hree percent 

was held in other securities, mostly corporute equities, 12 % 

i n sharas of S\ilisidiaries and 39 ~ in Treasury notes . 

DG 13'.lnJ.: 's tmdc?n.,iri t:i.11g business is substnn t:ial . In 19 7 5 , 

it underwrote 17 ln rgc issues, mostly for Germa n public 

<.1uLhoril::i.cs and polil:icul units. •rhe Dnnk nlso part.i.ci.p.::tted 
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in 47 other issues as guarantors for various private and public 

entities. 

DG Bank held equity interest in over SO other fin;mcial 

institutions, including the seven regional banks reorganized 

as corporations. Among the Dunk's 'wholly-ow:-ted subsidiaries is 

the Deutsche Genossenschafts-IIypothekcnbank, one of Germany's 

largest rnortg«ge banks, several closed-ended mutual funds and 

several foreign subsidiaries engaged in placing DG funds in 

inves tments abroad. DG Dank also owns 19 and 50% , respective ly, 

of the shares of the two lcash.g firms whose services they 

broker to the regiom.11 b;mks. 

Thus, using the very sparse information provided in DG 

Dank•s annual reports and including accounts which may register 

holdings outside as well as within the cooperative system, it 

appears that only 10.6% of DG Bank's investments are in the 

cooperative system. 

IV . M7\NAGEMI::N'J.' 

'!'he top leve l of manag.zmen t is the Managing Boa t:d, cornpoGed 

of five membe rs elected by representatives of the regional banks 

nnd coopero t;j v e uni.on:>. DG Bank do2s not r e?ort the breakdo·.vn 

of: rnunnycrial rcsponsibili t:y l>e t\·1ccn its vc:i :-ious di vision a. 

Nor do they prm~ent any -0verr:i.ding management policies besides 
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a commitment to helping local credit cooperatives achieve a 

greater rn~lrket share . 

V. ACCOUNTABILITY 

DG Dank is a privately-owned corporation and thus enjoys 

almost tot<ll freedom in its investment and liability-generating 

policies. It is restricted only insofar as it must obey laws 

designed to protect depositors. 

VI. EVAI,Ui\TION 

DG Bank's major purpose is to help the thousands of tiny 

financial units which compose the cooperative credit system 

remain competitive with other sectors of the German finan:::lal 

system characterized by larger units. Banks in these other 

sectors tend to deal in . larger blocks of money and thus have 

lower unit transactions costs. DG Bank and its regional af-

filiates seem to do this job well. From 1973 to 1975, the 

share of <leJ:>OSil:.s in all German banks held by cooperetiveG in-

creased from 11 to slightly more than 13 ~ . 

llerhaps the most striking uspect of DG. Dank' s operations 

is the exte nt to which it invc~ts outside the coopc1:at.i.ve syste:m, 

especially when compared to the Dri ti f.:~h Columbia C<:·ntral Cred.it 

Un :i.on. Such a comparison is mi s lcnc1 :i.ng, however , in that the 
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real ec.;onomi c conditions in t he t wo i nstit utions ' deposit marke ts 

may be entirely different . Young fani l ies are heavi ly
0

represented 

' among t h e British Columbian cooperatives ' members . Their demand 

fo:r lar.ge mortguge l oC\ ns i s high , and they tend to keep little 

:i.n suvings. Thus , their central btrnk must channel fl~nds from 

outside the system to its member units if t hey are to cont inue 

to compete for loan business. 

DG Dank is the lead institutlon of a corapl ez syst.em f i nanc­

ing many types of economic activity . I ts managers claim and behave 

as if loan demand is dec lining in these sectors . An anal ysis of 

these sectors and a critique of DG Bank's lending pol:i.cy is 

impossible given the paucity of inforraation on these activities 

available in secondary sources and the Bank ' s own tight-lipped 

reporting pol icies . Management may be doing i t s members a 

service b y i nvesting outside the-! system if t hat is where t heir 

funds can earn the greatest return . 

However , one of the Bank' s financial policies does seem 

to be a di~-;service to the m~mber cooperatives . This is t he ~ell-

in9 of slrnr.es hy bol:h the rcgio1rnl banl~s ancl DG Dank to investors 

ou t slcle the coopc i:a t.i. VC' ;,ys tom when liq\liclity apµ ears to ~>:ist 

rnnon9 t he incl:i v i.c.luri l c;oop~rnt i. ves to buy these shares . Thus , 

cai:ni11~p-. cm thl:! dc.:pm:l ts contributed b y the units ~ti: the base 

0£ th e s ystom ( ~1ntl nll'..Lrn;itely l:he:i.r members ) <i re siphoned off 
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1-!~ O\lts i de investors through the ·payment of dividends . 

t •J our own culculations based on information given in DG Bank's 

(-,t\nual reports , these payments outside the system amounted to 

L8 .9 ~> of the Bank's net earnings in 1975. 

VII. R"Sl.EVANCE TO THE l\LASKl\ I"EmlM·!ENT FUND 

~~rpose s : DG Bank provides an important counterpoint to 

DC Ce,,:· .ca l. It sho'.vS ~1hat happe ns to a simi larly constituted 

coop . . 1tive de velopment bank whe n it matures in a mature 

inclu :.... .-.ria l economy . 

. ~urces and Uses of Funds : DG Bank is no l onger wholly 

owned by its users. It now is a net expor te~ of funds--not 

only out of local cooperatives', but out of Germany. 

t~nagement and J\ccountability: DG Bank is increasingly 

less accountable to its local cooperatives . It manages its 

funds similar to a ·large multi- national bank. 



Balance Sheet - 1975 

.ASSETS 

Cash and Bills Receivable 
Due from Regional Cooperative Banks 
Due from Other Banks 

Less 'l.'han Four Banks 
· Four Years and Over 

Treasury Bonds 
Bonds and Notes 
Other Securities 
Loans and Advances to Non-Dank Customers 

Less Than Four Years 
Four Years and Over 

Due from Public Authorities - Equalization 
Claimo 

Own Bonds Held for Trading Account 
Fiduciary Transactions 
Investments in Subsidiaries and Affiliates 
Premises and Equipment 
Other Assets 

'l.'otal Assets 

LIABILI'l'IES 

Deposits. of Regional Cooperative Banks 
Deposits of Other Banks 

Less Than Four Years 
Four Years and Over 

ueposits of Non-nank Custome rs 
Bonds and Notes Issued 
E'iduc:i.ary 'l'ransactions 
Other Liabili ties 
Capital Stock 
Res erves 
Proflt Afte r Trans fer to Rose r vc g 

'J'otal Liabilitier-; 

Endorsement Liabilitie s 
Guarantee~ 

DH Million 

627.4 
3,198.3 

9,852.9 
909.5 

1,313.1 
1,625.5 

117.B 

3,324.9 
1,459.6 

86 . 9 
38.0 

1G5.2 
413.0 
45.l 

107.6 

23,284.0 

13,381.9 

3,528.4 
1,683.9 
1,192.5 
2,302.l 

165.2 
283.5 
366.6 
355 . 0 
25.7 ·- --

23,28'1 . B 

'117. 8 
1,694.7 
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Income and Expenses - 1975 

INCOME 

In t.~rest Earned 

Income from Securities and Investments 

Commissions and Fees 

Other Income Including Adjustment of 
Special Reserves 

Total Income 

EXPENSES 

Interest Expense 

Commissions 

Depreciation, Provisions, Transfer to 
Special Reserves 

Staff Expenses 

Other Operating Expenses 

Taxes 

Other Expenses 

Total Expenses 

N E'r INCOMC:: 
'l'ransfer to Reserves 

PROFIT AFTER TRANSFER TO RES ERVES 

DM '000 

1,305,936.6 

159,911.1 

18,741.5 

29, 4 71. 3 

1, 514 ,060.5 

1,272,019 . 7 

1,813 .7 

32,048.8 

34,542.4 

23,918.2 

19,192.4 

4,852.5 

1,388,387.7 

125,672. 8 
100,000.0 

25,672.8 
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. Internationul development banking provides a pattern for 

ragion~li2ing the 1\laska Permanent Fund which is strikingly 

paralh~lled in a number of publicly-sponsored American develop-

1nent finance systems. In each instance a three-tiered arrange-

ment has evolved with these common elements: 

First, a governme nt-sponsored developm~nt bank or fund 

which oversees t he whole sys tern . 

In the middle , r egional development hilnks or corporations 

which are more sensitive to local dif fercnces and act as a bridge 

between local needs and national or state resources. 

1\t the bottom, local developme nt corporations or banks with 

a great deal of autonomy and flexibility to respond to local 

needs and differences . 

'l'h:ls essential three-tiered pattern is foun.1 in the inter-

n a tiorw l developme nt: banking sys tcm headed by th .:? World Dank, 

in F;op!li ctic« ted nn t.i.ona J dc vclopmen t ba nking sys terns in Third 

Worlcl conn t·.rien such as tho::;e o f Dr<•zil, Me:ixico emd Inuia, «ncl 

j 11 re~J i o 11al dc vc lopm .nt bnnkj nu !;y~tc:n~ of clc\·c lopcd countries 

c:if: Eu rope r.uc·h u!'l Pr;1nce: or 1ttt ly. The some ~>attern is followed 

.Ln publ i.cly-oponsorcd l\rn ~r ic._1n c;rcdi t ::;ystcms s uc h as the F« rm 

Crccli.t nyn tern ond the l: .. eclcrnl llom~ l.onn bnnk system. 
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It is no coincidence that thi s pattern repeats itself 

in such a range of settings. The advantages of this pattern are 
I 

I 

elementary, sens~ble, and obvious . 

In each insta nce, the system is publicly-sponsored and 

account~J le but independently opetited by an experienced, c areer-

mi nded professional staff . Both capital and management arc 

organized on a long- term b~sis and initial public investment 

is used to generate l arger amoun ts of privab~ capital from the 

prival:e capital mnrket. 

Just as international and domestic experience provides us 

\·Ii th important pc-.rallC:ds, each gi vc s us a be tter understanding 

of different aspects of the overall s tructure and organization 

which could help c1ef ine the 1\laska Pe u nanent Fund as a d~velopment 

bank capable of supporting the qt1i te cl if feren t regional economic 

nee ds of different areas of Alaska . 

For instance , inte r nat i onal developme nt banking systems 

arc superior to American developm2nt finance s ys tems in the 

proviG:i.on of infrastructm:c fina nci1 g nnd venture capital. 

By cl ef:j n J. t:i.on two ntajor Am0l:i ca n crcc.li t Bys t:ems, the Fa rm Credi t 

LJys tC!m und the Fcdet:ul !Tome Loan ban le nys tern , do not provide 

ci.t hcr. Jong-t.erm i nfca8l:r.t1ctnre r:i n ;111 ce or csscnti fl l vc ntur.c 

cnpi tul to new e n tcr.pr.ise . Ven t uro ct1pi tnl is csuen t in l to 

t:h e c.lc!vclopmunt of r ural rcg.i.onl..i of Alaska and lowe r -income 
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conununities in those regions, as it is in Africa, Asia or 

r.atin America. 

Just as the international development banking systems 

, help us understand the basic capital formation instruments for 

deve lopment banking systems, particular America~ experience in 

structuring financial institutions gives us a set of basic 

guidelines for constructing the regional units of the Alaska 

Permanent Fund. After looking at the.evolution of inter-

national experience, it i s worth taki ng a close look at the 

specific l egal, financial and organizational mechanisms used by 

successful J\merican devel opment finance systems. 

International Models 

One of the most appropriate transferable l essons from inter-

national development banking experience is that a network is 

nec<!ssary in order to S\.lpport regional eco nomic development-­

not a single, monolithic institutior.. This is especially true 

where regional and e thnic distances are gre at , where infra-

structure i s inadequate , and where s ensit5 vity to local needs 

must be particularly acu t e . 

'l'he evol ution of t he in tern ct t ional de velopment banking 

s yste m into n geographically decentralized and funct i onal ly 

d i ffe rent ia t e d worlclwidc system wau noithc r ,,•holly plnnned nor 
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conscious. It simply evolved to fit the rising needs of 

developing countries and regions of the globe. 

For instance, early on, the World Bank began to recognize 

the value of working through local intermediary development 

banks, since .they were much more sensitive to local practices 

nnd, in many cases, more likely to make sound financial judg-

ments about loans and investments. The World Bank group be~an 

to work \·;ith existing national development banks and to sponsor 

the creation of a worldwide network of national private develop-

ment finance corporations in a host of 'l'hird W9rld countries. 

Second, in l arge and complex countries with large geo-

graphic areas and significant regional differences, we can 

observe a tendency to complement this international decentraliza-

tion with an intranational regional decentralization to subnational. 

institutions. In one study of 209 development banks, nearly 

4 0 percent were located in 10 cou:1 tr.ies--Argen tin a, Drazil, 

Colombia, India, Malaysia, Nigerla, Pakistan, the Philippines, 

Spain, and Venezucla--cach of which has develope d extensive , 

clecentruli~ed ancl regionalizecl cleve lopment banking s yztems . 

Third , t h is pnttern repeats itself once agnin in the 

sophis tic.:ite cl and clabor:-ltc region\\l development bunking systems 

which have been organi~ed in Fr ance , Italy , untl the Unite d Kingdom. 
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At the bas.e of each system i s the funda.:7.antal unit--the 

local deve lopment bank or corporation which serves to broker the 

risk between the local entrepreneur and the o·Jtside sources of 

capital. Detween the local developrn~nt corp~ration and the apex 

of ti1e sy~tem there is often a regionill deve:opment bank or 

corporation ~1ich mobilizes its own capital ~or local use and 

may be requir ed to broker-finance bet·1een th: loca l and the 

top institutions. At the higher levels in a~y event there 

is a l so a careful elaborntion of diffe rent i:-;frastructure and 

equity "windows" to provide more discrete fo=ms o f capita ,_ 

for special i zed purposes. Flgure 1 provides a highly abstrac t 

and stylized version o f the insti tut ional relationsh i ps among 

the World Dank, multinntional regional developmen t banks , and 

local national institutions on the one ha nd, and national 

development banking institutions , r egiona l a~d local development 

corporations on the other hand. 

An American Parallel : The Farm ~redit SyR~0, 

'l'he Farm Credi t s ys tern h as cvol vC:!cl a s c-. highly sophistica tecl, 

publ icly-sponsorecl but us e r-owned d<:.!;.·elopmer: ': f irw nee s y s tern 

like the in tern a tiona l d cvclopmen t bnnklng r. !!·':work. It has 

un folde<l gcnduolly since ita est~blishment i~ J9 1G , assuming 

new functions nnd be coming more dcccntra l iz~ c in response to 
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Today the federal Farm Credit 

Board and the Farm Credit administration operate at the financial 

level, while twelve district !"arm Credit Boards at the regional 
1\ 

level serve hundreds of constitu~nt associations and coopera-

tives at the local level . 'l'he functional diversity of this system 

is reflected in twelve federal Land Danks serving · S94 constituent 

Federal Land Dank nssoci ations , twelve Federal Intermedia te 

Credi t Da11ks working with 4'12 l oca l production credit associa-

tions, and twelve bnnks for cooperatives serving constituent 

farmer::; in cooperatives . •rJ,is arrDngemen t provides three di f­

feren t functional "\·d.n d c:-ws '' of crcdi t to member farmers and 

ranchers i n e ach of the twelve regional Fu.rm Credit Doarcl!i. 

Tho Farm Credit grid system, then , parallels the inter-

11a t iona l <leve l opmcnt banking patterns both in its geographic 

decentralizution or dccinion making and its separation of dif­

ferent function s . 'rhe pnt:tern of geogr aphic decentralization 

iu repeated again in other American financial ne tworks such 

<ts t he Fedct:al Home r.oan bank !:>ystcm and, of course , the Federal 

Hcs c rvC" sy~ tem. 'rhesc imporl:n11 t dome s l: i.c pn rallcls not only 

con fi.1: 111 in t t'rna tiona l cxpc r icncc ; the y also prov.tdc us with 

pr oven, wo rk ;-tbl c , l egal , fi unn c i tJ l n11c1 ort_J.in.i.~ntional prccc!<le ri b-: 



REGIO~ll\L MODELS 
Discussion Draft 

September 14, 
Page 155 

The Farm Credit system has, for example, deve loped two 

structural attributes worth noting and using in constructing 

a regionalized Alaska Permanent Fund . In a characteristically 

American fashion , on December 31, 19 68 , the Farm Credit system 

became 100 percent user-owned with retirement of the original 

feder a l government capital investment in the system. Part .of 

each farmer's loan purchases stock ownership in the capi tal 

s tructur.e of the banks a nd associations. l·!e:n;:,er fa rmers elect 

the Board of Direc tors of the Federal Land Bank Association , 

production credit a ssociations , and cooper a ti '.'es ; the 13oards 

o f the a ssociations and cooperatives in t urn elec t the District 

Farm Credit Doard and make nominations to the President for the 

federal Farm Credit Board (see attached Figure 2). 

The local users govern the sys tem by el:?cting or nominatin9 

each governing board in the system. The local users eventually 

repurc hase the ownership of the s ys t em from the federal govern­

ment with a small percentage of the proceeds r eceived from 

the sys tern . This user governnncc and even tt! :! l user ownership 

i s a c rit ical pre cedent fo r establishing loc~l cooperative 

ba nk ing institutions in communi ties in the sta te too small to 

properly o upport a full-service bank . 

Second, the pr.lva to c npital murket finc:i nces the $G billion 

clobt of l:hc F'c:i 1:m Credit s ys tom t h rough the setl.e in t ho bond 
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market of consolidated federal Farm Loan bonds. hconsolidated" 

is primarily what they arc: thousands of individual farm 

mortga9es, crop loans and farm equipment loans .which have been 

~ut together by the Farm Credit system for resale in the private 

cupital market. The private capital market supplies the bulk 

of the funds used, not the Treasury. On the other hand, the 

Treasury' s standby credit is assurance to the market that the 

government stands behind the obligation, even though there i s no 

direct government guarantee . I similarly feel that with the 

huge paid-in capital base of the Alaska Permanent Fund it will 

similarly be possible to sell many such packaged private obliga­

t:i.ons in consolidated bonds in the marketplace with the standby 

bncking of the Alaska Permanent Fund itself. 

Unlike virtually all international development banking 

systems, the Farm Credit system has not devel0ped an affiliated 

ve nture capital corporation . As a result, the Farm Credit 

system is precisely that--a 100 percent debt financing system 

which i::; no longer able to r espond ndcqu~tcly to the needs of 

those low-income farmers and lesser-developed r egions of the 

country which it was origina lly set up in the J.920's to serve. 

Nor hns it been able to be effective in its original purpose of 

seeking to end ftirm t enancy by 111ak ing lancl0\'1ners out of s lun:e-

croppers . Credit does not mal~e owners , only debtors. 'rhe 
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banJcs for cooperatives, for example, usually limit facility 

laons to not more than 60 to 40 percent of the value of the 

security offered by the cooperative , and expect the balance to 

be financed by the association's pe rmanent or long-term capital. 

Th:i.s is fine for a wealthy cooperative that has built up sizable 

membership equity, but it is not very helpful to low-income 

cooperatives whose members by definition have no equity and, 

therefore, whose cooperative is ineligibl e fo~ a loan fro1n 

the bank for cooperatives. 

It is for this reason that I h ave argued strongly in my 

memorandum to the committee of July 11, 197 7 that t he community 

development provisions of the Alaska Permanent Fund legislation 

should provide for equity investment as well as debt and 

guarantees, just as with productl.ve private enterprise . 

Other Domestic Models 

The pattern for establishing a nd operating the Farm Credit 

systern is para l lelled in other major America~ financing systems 

s uch as the Federal Home Lonn bank system. !~ each instance 

there il-.: one initial large public capital ~tc::k p\1rchase by the 

Treaaury , which starts the system . After that the system pays 

its own way except for relatively small pcriojic appropriations 

to cover non-recoverable infrastructure and social overhead 
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capital costs. Eventually the Treasury stock is repaid and 

comp~etely replaced by use r-owned stock. For example, the 

initial $75 million of Treasury stock that started the 

Home Loan bank system in 19 33 was fully retired by 19 50, jus·t 

· as was the Farm Credit system. 

With stron.g debt to equity ratios most of these same systems 

have been able to raise the substantial body of their capital 

on the private market through secondary marketing operations 

with strong paid-in equity capital backup. 
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1 Thc lntcrn;itional Uevelopmcnt Bank i11g S)'Stcm 

·At the Top. First: 111c Worl<l Dnnk 
. f, 

International Ucvcloprncut 
Association ' 

" Second: I 11 tc rn:a t l 1111 ;r l 
Finance Corporation , 

, I' "' '\ ~ I 
' ' ' 
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In Summary: A Range of Options for .Regionalization Available 

to the Alaska Permanent Fund 

The experience of domestic and international development 

banks points out that the Alaska Permanent Fu~d has a number of 

specific options that might be used for purpo3es of regionaliza-

tion.. Specifically, the Alaska Permanent Fund might make local 

r egionalized investments through: independent regional or local 

development banks or corporations ; affiliates; subsidiaries; user-

owned local institutions; branches; or some flexible combination 

of the above developed on un ad hoc basis. Each of these will be 

br iefly refe rred to below. 

~ndependent regional or loca l develoement banks or corpora­

tions: The Wor.ld Bank and the European Investment Bank a re both 

examples of institutions which primari ly operate by making loans 

t~ and through independent regional and local intermediaries. 

Ana logously, the Alaska Permanent Fund might make all regional 

investments to or through Alaskan r egional and local comrrunity 

develo~nent corporations . 

1\f tiliates: 'l'hc French Credit National f inances its regional 

devel opment through affiliated Regional Development Corporations. 

It has a s ubstantial although not controlling stock interest in 

each of these snn.s . 1'he prcdominan t equity i nterest · is held by 

local fi nancia l and developme nt jnstitutions ~i th a greater 

sensi t ivity to local needs antl conditions. 
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Subsidiaries: To the best of our knowledge, no development 

banks within the United States or overseas . operate through their 

regional development programs through wholly-owned subsidiaries. 

On the other hand, many development banks, including the World 

Bank and the D.G. Bank, do use wholly-owned subsidiaries in ordei; 

to underta ke specialized functional financing activities such as 

equity investment . 

User-owned local development banks or corporiltions: As we 

have extensively documented, the Farm Credit System, the ·Federal 

Home Loan Bank System, the British Columbia Central Credit Union, 

and the D.G. Bank are all institutions w~ich are user-owned at 

both the regional and central level by local, cooperatively-owned 

development banks. 

Branches : The Federal Reserve System a~d the Dritish Finance 

for Industry are two central financial institutions which operate 

their regional activities through branches. 

A flexible, ad hoc al?proach: The National Enterprise Board 

and the Canada Development Corporation are two large national 

de ve lopment banks which have taken ct needs-oriented ad hoc 

approach to region.:ilizution . 'l'he National Entcrpt'ise Board, for 

.i.11ste:mce , h.:u; recently established brnnches in r.iverpool and New.-

cu9tle in order to get a better sense fo:r. how they coul<l inter-

vc ne in regional economic development: . 'J'he Canada Development 
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Corporation has a sole branch in Vancouver in order to be more 

responsive to the regional economic development needs of western 

Canada and is undertaking its venture capital program through in-

vestments in affiliated privately-owned venture capital companies. 

Our purpose in this regionalization paper, as in each of the 

sections of this second report, is to suggest a number of options 
. . 

which can then begin to be tailored to fit the specific purposes, 

needs and political economy of Alaska in designing the Alaska 

Permanent F'und. Based on the response of the legislature, this 

paper may also raise a number of follow-up questions which deserve 

further attention . 
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III. '!'III'; PROBLEM OF 

AN INTRODU·~'i'ION TO THE ISSUE 
I 

The question of assuring the accountability of the Permanent 

Fund management to the electorate, legislature and executive to . 

carry out its public purposes is probably the single most impor-

tant issue before the Special Permanent Fund Conunittee. In this 

final section of the report, we begin to suggest some measures by 

which the management of public e~terprises such as the Alaska Per­

manent E'und may be held accountable for their performance. Be-

cause this is such a central issue , our aim in this section is 

simply to introduce the problem and begin to suggest some of the 

options available to ensure public accountability. We will detail 

some of the tradeof fs involved and cite specific cases from 

domestic and international experience. 

It is important to point out at the beginning that the 

record is generally not a good one . In more cases than not, pub-

lie accolintability has been s ~crificcd for marke t efficiency . 

'l'hc tas k of oversecin~r the Parrnanent l?nnd to ensure that its pub-

l ie purposes arc carried out will not be an easy one . Our sense 

is tl'w t this introduc to.ry diucnssion will raise many more ques-

t:i.om.• llw t the Committee will want to consid~ .r. be tween now and 

D<!!cemblZ!r 3~, 1977. Hy "accountability" we mean the effec tiveness 
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of the mechanisms by which the government seeks to assure that 

the managers of a public enter.prise invest public resources in · 

order to maximize the benefits to· the ultimate providers of the 

funds . In the case of the Permanent Fund, those providers are 

the people of Alaska. 

In some respects, the position of Alaskans in this enterprise 

is analogous to that of an investor in a private firm. The active 

investor gathers as much information as possible about the firm 

in which he invests. Using this information, he forms an inde-

pendent judg~ent on appropriate management p~licies. He then 

seeks to have these judgment$ acknowledged and effected by par-

ticipating in shareholders' meetings and by voting his shares. 

If, after these measures are exhausted, he is dissatisfied with 

managerial performance, he wi ll seek to impose sanctions on the 

firm's operations by voting out management or, more likely, by 

withdrawing his money from the firm. In all these activities he 

is motivated by the principle of maximizing his benefit from the 

investment--his short-run money profit . 

The benefit Alasknns expect f rom the Pernanent F'und , however, 

is a good cleal more l-;ompl.icated antl long-lived than that sought 

by the private capitnlist. Cer tain l y , short-run financial results 

must be considered , but the idea behind the Alaska Pe rmanent Fund 

is to convert non-renewable mineral resources into rcnP.wuble 
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capital resources which benefit the Alaskan economy and Alaskans. 

'£h<:!se investments could generate many types of public costs and 

benefits. A small sample of costs Alaskans would seek to av1oid 

include~ dcgr~dation of the environment and social dislocation 

cuused by the boom-bust nature of certa in enterprises. Benefits 

might include 'wider participation of Alaskans in the management 

and wealth generated by buslness e nterprises and the improvement 

of human services. 

Experience has aemonstrated that publicly-capitalized in-

ves tmen t banks tend to operate solely under comrncrcic:il pr ofit-

max imization criteria unless they __ t.1r.e co~eilled to do other.wise:_ 

through V<lxi_~ms forms o.E qovernme nt direc tion and control . Our 

basic problems, then, are: 1) Jlow is the s ubstance of these di-

rections to be determined? and 2) How nr.c they to be en.forced? 

It in l ikely that no stable consensus can be r eached on the 

p rope r mix of objectives for the Permanent Fund . Rather the Fund 

has many consti t uencies, each with different and often conflict-

ing economi c interests and with differential nccess to the polit-

icul m1d economic means by wh ich to have these i nteres ts effected. 

To design t he institu tions s urroltn<ling t he rc ~manent Fun<l as 

i t tile consens u!i inc n tione d above existed , n~ i f it were the F'uncl' s 

only l:ask t o in tcrpre t these ob~j cc t i vc..'S in its .i.nves tmcnt pol.icy , 

muy L>e virtua lly impossible, b.:tsccl on 'l:l1c e xperience of o t-.her~. 
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Rather, the design of the Permanent Fund must provide a forum in 

which conflicts of interest can be aired and resolved on ·a con-

tinuing basis. 

These conflicts are likely to arise at t~o points in the con­

tinuing operation of the Permanent Fund: first in the formulation 

of investment criteria and then in the application of those c~i-

teria. Those affected by these processes mus~ have a chance to 

influence each of these sets of decisions. 7hey must then have 

the means by which to review how these decisions are implemented. 

In our investigations of the institutions profiled in Section 

I and other public enterprises we shall note , we have identif ied 

four stages in the accountubi li ty proce:ss . T"1:0 may be classified 

as forums in which the decisions mentioned above are made, tw~ as 

means by which these decisions are implemented . In practice, 

these processes are carried on simultaneously. 

Specifically, these Rtages are: 

1) ~etting of Goals ~ nd Priorities: T~e essential ques­

tions here are: Who sets the goals and how a=e they phrased in 

legislation , s ta tutory directives , or guideli~es? 

2) Formulation of Meu!Jurement Hnd Rep~:- t.tn~ Proccdut:es_ : 

Goal s arc gi ven operational subs tanc~ by thC! ~s tobli shm~nt of 

rnc c_1s uros to ovnlua t:c m~nngemcn t per f orr:\ance . 'l'h u ic,.,;ues hc r.e nro : 

the relcvtt nee and {Jll itLl ty of the mc:rn su rcmun t s , t he form .i n whj c h 
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this information is presented, and who gets the information? 

3) Governance: Public Inputs inr.o Operating Decisions: 
I 

In most public en.terprises, the elected goyernment usually has a 

variety of formal and informal means of influencing day-to-day 

operal:iug decisions. The enterprise's various constituencies 

also have such means. The important issues here are: Whose in-

tercs ts a~c made known to the Doard? How and at what point in the 

decision-making process are they made known? What influence clo 

they actually exert on the institution's ope rating decisions? 

4) Opera ting Sanctions: What can an elected ' government do 

.:i. f it is dissatisfied wi th the results the managemf:.!nt of u 

publicly-capitalized enterprise achieves? The most frequently 

available formal sanctions ure the replacement of management and 

the withholding of fundo from the agency. There are informal 

snnctions as well, such as publicity of mi smanagement. 

In the case of dismissal of management, the issues nre: How 

nnd for whot reasons can management be removed? 

In the case of cont.rol of funds , some of the i~sues arc: 

'l'hc r;ourcc of f uncls c.md the cond.i tions on which they a r e provided, . 

who cont.rolu the fu11ds once they a r e lJOo locl for age ncy u ~e , and 

t he c ~'ndlt i.onu under which the sn nction o.f withholding f:und o can 

b C! ex c rci. !;cd? 

/\t encl. of the four s togeD , dcmoc.ra t:ic clemento of the 
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process must be traded off agc-i inst th~ operating requirements of 

an efficient investment bank, i.e., the ability to make indepen- . 

dent investment decisions and effect those decisions in a timely 

and flexible manner. 

At each stage, outside control can range from zero to a level 

at which the operations of the agency are totally disrupted. Each 

level of . control is characterized by a set of costs and benefits. 

In reviewing the four stages outlined above , we will present ex-

amplcs of mechanisms which have been used. They will be ranked 

from lowest to hi ghest by the degree to which they effect manage-

ment's devia tion from standard commercial in~estment criteria . 

Finally, we will begin to suggest the nature and incidence of the 

costs and benefits of each strategy examined. 

~. Setting of Goals and Priorities 

llistorically, the determina tion of. goals anQ their definition 

in legisla tion has been the l east important element in the account-

nbi lity s tructure of public enterprise. In terms of enabling leg-

.i.slation itself, provisions for capi ta lization, organizational 

powcrti und management selection hnvc had a much greater impact on 

t.hc pe 1:.r:ornmncc of these e n tcrpri ~es . The outcome of informal 

pol:it.i.cnl a nd economic powe r ~truggles amCJng tho cnt:crprises\ 

v•1rious cons ti tuenc .i.es rind princlpals has been more imporl:nn t: to 

t ho uc t ivc operation of development b~nks . 
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The goals of public banks are found in the opening sections 

of their enabling legislation. Seldom, however, do they repre- . 

sent the results of legislative deliberation. Bills are generally 

drafted by individuals who have some interest in the successful 

and continuing operation of the entity they are creating, and 

'legislative attention is usually directed toward t.he operational 

aspects of the draft. In n few cases, the goa l s and objectives 

of develo~nent banks have been publicly ·aebated, but, as in the 

c ase of the Canada Deve lopme n t Corpora t ion, this does not assure 

that the public interest will be served . . 
' 

The l egislated pur pose s of most public enterprises tend to 

he more exhortatory thun directi ve, l egalisms intended to justify 

the use of public funds. In the case of authoritie s producing a 

good or service, the purpose is t o do so·effic iently; in the ca2e 

of a public investmen ~ bank, it is to e ncourage the development 

of productive enterpr ise in the juris diction. 

There are good reasons f or leaving the statement of purpose 

vegue , which have t o do main l y wi th the l egislative pr ocess: It 

in easier to build legislative consensu~ , easier to change ope ra-

t i.onal dire:,ction t o fit chang i ng economic concli tion s , and harde r 

to make ~~mall chan~ies .ill langu•19e as t he bill proc.:ceds to en;ict-

w~n t \·1id.c h substunti;1 lly chnngc3 the inten t. 

Still , CJ.ttempts lluve been made to formul ate goals so tha t 
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they are useful as guideposts t i:> management and for 

' I' • 
agerial performance. Usually this entails relating goals to ~pe-

1 

.cific measurable achievements and administrative pr;ocedures in 

the l egislation . 

In most cases, the legislated goals of public enterprises or 

banks have had little bearing on their actual operations. This 

condition breaks down into two sets of conceptually separable ex-

periences: In the first, management has found it convenient as 

well as legally and politically possible to evade its statement 

of purpose, tind~rtaking operation~ for whic.h the institution was 

not designed or refusing to undertake mandated functions. In the 

second, the statement of purpose has been so vague or founded on 

faulty analysis that the management has effectively been given a 

free hand. 

Examples of the first type of experience occur most f re­

quently in public authorities providing a good or service. In-

stances of selective adherence to statement of purpose arise in 

the history of the Port of New York 1\uthority ( PNY.l\.) • Established 

in 1921, the PNY.7\ \·;aa charged with "develop 1.rig l:t:.rmlnc:tl, trans-

portation an.d other facilities of cornmerce . 11 After a decade of 

unsuccessfully and unprofitably at t empting b:> ra tionali. ze rail-f-\.ea 

connections, the Authority was allowed to acquire three motor 

vehicle bridges and the llolland 'l'unnel from c•ther authorities. 
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·These facilities were highly successful financially, and the 

Authority justified their continuing ownership of the bridges by 

claiming the revenues they generated were necessary to meet 

Authority bond contracts. 

'l'he PNYA used this sau1.;: Lac:; L.i.c in rt:v\.7!rse in U1e F .if ties and 

Sixties to resist public presnure to assume the ownership and 

management of the region's unclercapitalized and unprofitable com-

muter rail system. Maintaining that the projected deficits of 

such operations would prevent thein from executi'!'lg bond contracts 

in good faith, the Authority's management withstood this pressure 

to undertake its mandated purpose for over a decade.. A compromise 

was reached in the late Sixties when tl1e Authority took over t~e 

most heavily-used portion of the conunuter network ·in return for 

the approval of the Governor of New Jersey to use PNYA funds to 

build the World Trade Center. Many analysts view the Center as a 

speculative rea l estate transaction only peripherally related to 

the Authority's purposes. •rhe conuni tme n t of subs tan tia 1 fun els to 

the Center has in turn precluded the Authority's t.aki~g a signif­

i cant role in the rail lines. 

A simLlur instance can be found in the now-infm!lous case of 

Hc.>ber l: f.I O!;I?.~ ' 'l'rlborough Br)dg0. 7\u t hor.ll:y. :rt:s l eg:i. slatec1 pur-

po~es wc1:c solely to construct and opera tc t he 1.rr.iborou9h Dridge 

until it w.::is puid off. Howeve r., through the 1magina ti ve U SE! oJ~ 
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bonding power, bond contral.!t drafting and the subtle use of 

clauses in the powers sections, the Authority's life and 

in operations were enormously extended. 

The statement of purpose for most public development banks 

fall into the second category outlined above: they are too .in-

elusive to effectively direct managerial policy. The Canada De-

ve lopment Corporation is a prime case in point. In the CDC pro-

fj.l e we noted how management' s interpretatio~ of the Corporation's 

goals threatened the achievement of the public purposes of the 

institution. This interpretation was permitted, howev~r , by the 

CDC Act's statement of corporation objectives . The se read : 

"'rhe objects of the company are; 
a) to assist in the creation or development of 

businesses, resources, properties and i~dustries of 
Canada ; 

b) to expand , widen and develop opportunities 
for Canadians to participate in the economic develop­
ment of Canada through the application of their skills 
and capital; 

c) to invest in the shares or s ecurities of any 
corporation owning property or carrying on business 
related t o the economic interests of Canada; and 

d) to inves t in venture s or enter?rises inc l ud-
ing the acquiE.t. ti on O'f prope.r ty likely to benefit 
Canocla; . 

and Fhall be carried cut i n anticipatio~ of prof i t nnd 
in the b~n t interes ts of th0. s lrnre holclers a s a whole." 

'!'hl:;!se objects pe rmit virtua lly nny invL!s ':ment a c t .i.vlty so 

long «s it is prof itable. 'l'hey off er no pt:i o r itict; . Mo1~e 



ACCOUNTABILITY 
Discussion Draft 

i 
I 

. h 
importantlj , only in the case of expanding inYestment 

' 
ities do they provide an occasion for the applicaticin of quanti­

tative '\ measurements 'to somi:-~ recognized st.anda.r6 of achievement. 
I 

CDC's f inancial participation has led to the creation of only one 

new enterprise so far and has done l ittle to open up investment 

opportunities for the gr e.nter number of Canadiar.s. Ye t this re-

sult i s perfectly compatible with the Corporation's goals. 

The Dritish National Enterprise Board's statutory purposes; 

while broadly stated, are more amenable to measur ement than CDC's 

and could t hus become the basis of an accountability process. 

~.'he purJ . .>O:.:> l'.~S of the Donrd , as listed in the Indus try 1\ct of 1975; 

are: 

"a) to develop or c:tssist t he economy of the UK 
(or ony par t of the UK) , 

b) to promote industria l efficiency a nd interna­
tional competitive ness; and 

c) to provide, maintain or safeguard productive 
employment." 

'l'hc f .i,rst pui·pose is so broad as to accomrnod.:l te any ac tion 

t .hc nom:d wishe:s to t ake w.lthin its extensive powa r s . 'l'he second 

t:\'JO , hO\·mv<:u~ , ar e expres s.Lons of: economic phe nomenn for which 

ur:cuptcd empirical mea su.remc:ml:s exist. Inclu ~: trial cf fi cicncy can 

h o lllC!H S lll:ed by cross-n .:ll.:.lonnl compa ri s ons of cos ts w.i. t h i n sec tors 

~ nd Lite changes in pl:of i tabil i ty o f in di v.ldua l f i.rm~; inter nil :.:ion al 
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compe titiveness by changes in the volume of expor t sales. The 

provision or maintenance of employment is similarly measurable, 

with d iffering degrees of sophistication . 

'l'he Community Development Finance Corporation Act goes one 

step beyond providing measur~ble goals by relating tlre goals to a 

specific set of problems described in the Act. Thus, the bill 

performs a c l arifying function usually reserved to committee re-

ports, and reduces the possibility of misinterpreting the goals 

in their implementation. The eosential elements of the findings 

preceding the statement of purpose are : 

1) that a substantial and persistently low level of employ­
ment and economic activity exists within certain areas o f the 
state; 

2) that it is beyond the ability of the government to cor­
rect these conditions solely through the exercise of r egulatory 
power ; 

3) that it is beyond the ability of the private sector to 
counter these tendencies without capital assistance; 

4) that Community Development Corporations have made sub­
stantial improvements in these areas, but cunnot continue to do 
so without public provision o f investment funds . 

These findings all point directly to the p~rpose o f the in-

stitution, wh ich is to " i ncrease the number of development pro-

j cct!l in decadent r:ubsl:andard and blighted nreas " through the 

a9ency of: CDCs. 1.rhe findings all.-io mili tnte against any al tl:!rna-

tive reading of the 1\cl: wh.Lc:h might per mit evu s ion of the c.tclmin-

istrutivc p.roccdures out:l.ined in t he J\ct . 

~uch n spcc:L'f:: .ic set of findi ngs , tied to specif ic objective s , 
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administrative procedures and reporting requirements, is one way 

of making the legislation statement of goals more mea~ingful. 

F. Formulation of Measurement . and Reporting Procedures 

Public accounting is an essential element of governmental 

control over the activities of a public enterprise. This exposure 

forces management to keep operations in line with what is expected 

of them, and this pressure can work in anticipation of government 

censure as well as retrospectively . 

Overseers of the Alaska Permanent Fund are interested in the 

social as we ll as financial achievements of the institution. On 

the financial side, public enterprise must be held to the highest 

standards of financial disclosure now universally applied to pri ­

vate enterprise. on the other hand, universally recognized 

measurement and reporting procedures have not yet been developed 

for social impacts. Many of the items presented for considera­

tion by Singer and Mollenkopf in "After the Oil is Gone" are 

not amenable to quantification or comparison with ~nlike outcomes . 

This problem is treated in that useful paper, and we will not 

di'scuss it further here. Rather, we will note some practices 

used by some development banks to measure non-financial resul~s, 

and comme~t on their appropriateness to the Permanent Fund. 

Finally, accoun t s are inherently incomplete in tha t they 
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show only what has already happened--and not always very 

If an institution is expending public money, it should be . con-

cerned with the social choices it faces and present these choices 

· to its overseers. We will look at sott\e of the attempts public 

investment banks have used to address th is p:!:obl.em through cost~ 

benefit analysis and various other types of projection techniques 

and disbuss their applic~bility to contemplated Permanent Fund 

()perations. 

Financial Reporting 

Given the ge~graphic and cultural dista~ce from the institu-

tions we have noted, it is difficult to evaluate the accuracy or 

fairness with which they represent their performance in annual re-

ports. It must be noted, however, that management of public as 

w•ell as private firms is motivated to present its accomplishments 

in the most favor.able light. 

What, then, is presented besides the usua l balance sheet, 

income and expense statement , and report of changes in capital? 

One of the rr •st i mportant and use ful parts of the annual report, 

usu a lly required by nationa l corporation laws , is separate reports 

on the activities of subsidiaries, major loa~ .recipients or sub~ 

di·v isions. Consolida tec1 fin uncia l records nay concea l cross-

sub sidal: .i.ons, multiple accoun 1·:i.ng of depreci ation of a given 
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asset and, most importantly, the true cause of poor performance, 

whatever it may be. This has been the case with the Small Busi­

ness Administration's loan guarantee program. For years, the 

high loss rate of this program had been a ttribnted by the SDA to 

instability in the small business sector. Investigation o f: t'he 

program by the General Accounting Office, however , revealed that 

poor administration and inten tional disregard of program guide -

lines were responsible for a l arge percentage of loan losses. 

For the roost part, the degree of detail in the reports var -

ies by who gets them. Usually the funding source has privileged 

access. For example, the report of agency financial operations 

in Connecticut Development Authority bond prospectuses are much 

mor.e thorough and scrupulous than the report which goes to the 

Commissioner of Commerce. Similarly, the Dritish Cabinet Secre-

tary overseeing the operations of the National Enterprise Board 

may requisition all operating records. Generally, the legi3lature 

and the public must accept annual reports prepared by the enter-

vrlse a nd occasional ad hoc investigative r eports as their sole 

Gources of informntion on the f i nancial acti vities of the enter-

prise. In the institutions we ha ve noted, these vary yrea tly in 

the detail «nd u::;efulne cs of disclos ui:e--f.rom vague accountn for 

CDC, to quite detailed accounts for NEO. 
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Few of the investment banks reviewed make any use of social 

performance aqcounting. CDC, NEB, and EIB make no specific pro-

visions for reporting even easily measurable social ind~ces such 

as total employment of the firms in which they invest. NEB lists 

environmental impact and encouragement of worker participation in 

management as criteria for investment, but they provide no beni:h-

marks, measurements or reporting schedule by which to evaluate 

projects , prospectively or retrospective ly, along these dimensions. 

The Connecticut Development Authority reports total employment of 

the firms it finances, but this is an utterly inadequate measure 

of its performance in creating or maintaining jobs. As with all 

expenditures of publicly-raised funds , it is the marginal addi-

tion to some stock (such as employment) rather than the gross 

size of that stock which is the barometer of performance. Pro-

posed CDFC economic impact indices , described in that institu-

tion ' s profile, are somewhat more sophisticated but still do not 

address the "with/without" problem in evaluating the benefits of 

uocial programs. In other words, would any of the benefits have 

been reali~ed anyway even if CDFC had not made the investment? 

l?J:o ;jec tions 

Projec tions are necessary to evaluate investment projects , 
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especially when there are several competing for the same pool of 

funds. CDFC i s contemplating a simple projection procedure : 

npplying its social accounLing procedures to the business plan 

projections of investment applicants. 'J.'hus CDFC will have a two· 

track set of projections--for both financia l a nd social return~, 

ha th of which will be subject t o post audit. 

Cost- nenefit Analysis 

More elaborate 1nethods of project· eva l uation have been devcl-

oped by the World llank and its nRtiona l affiliates . These address 

the diverg.e ncc of: mm~kct an<l social va luations of the costs and 

hcnefits which c~n be anticipute<l from various l a rge - scale capita l 

invcs tmcn t projec t s . 'fhese diveJ:ge nces arc us na lly caused by 

s u ·h f actors as monopoly dominti ti on of mllrke:i t:s, s t:a te regula t:i.on s 

and externalities. The method i s essentially one of cost-benefit 

ana lysis in which all quantities Rre reduced t o monetary terms , 

as described in John Mollenkopf's paper . 

'l'hesc types of nnalysi s are expensive due to their enormouR 

n~qu.i.rernm1 l: ~ f:or d u ta u.nd s killed rma lysis. 'J'hcrefor.e , they are 

tw uu lly applied only to lc:n:gc proj cc ts m1ch as capital-in ~:cn s:i. ve 

i nd us t1::i.nl p 1 an ti=: or inf ens true tu r.c which 1·cquirc mo !J ::;ive fixed 

.i.n vcs t mcnL::. 'J.'herc nre some in!:>tlt:utionlll l.Je nefi t!> to offset 

those e:cpo1u:es . Such z tud.i.es arc u~twlly c.:nr1:.i.cc1 out by con cul tnn t!l 
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in cooperation with local officials and managers • . Thus, some 

permanent, resident expertise in this kind of analysis can be de-. . 

veloped. Also, data develo~ed for one study may be used to analyze 

subsequent projects. 

In summary, again , the rec:ord to date of detailed financial 

reporting by development banks is mixed, at best, and social in-

dices are virtually none xistent. 

C. Governance: Public Inputs into Oeerat i ng Decisions 

The most important factors affecting the results achieved by 

public en terprises have been the structure and dynmnics of the 

day-to-day decision-making. For each institution reviewed, there 

has been a complex web of attachments, interes ts and attitudes 

which nre brought to bear on each type of operating decision. 

f'or each institution these circumstnnces are different. 

We can begin to analyze this experience by ide ntifying the 

groups of players involved in the operation of all public enter-

prises and the nature of the r elationships be tween the groups. 

We wi l l then c:.plore examples of thoso relationships , focusi ng on 

elements o f democra tic or at lcnst pluralistic co:itrol. 

'l'hc four bc-tsic groups with whom we a r c concer ned nre: 

1) Elected officials nn<l their appointed mini s tcro or s ec-

retaries: This qroup is usually (but not alwayo ) statutorily 
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responsible for · the oversigh,t of the public enterprise. Their 

degree of involvement in day-to-day activities of the en~erprise 

is slight--generally by design. After all, the enterprise's very 

existence is premised on its carrying out social purposes without 

the full expendi tt,.1re of effort by the government itself. Elected 

and appointed officials are lumped together here because their 

tenures t end to be coterminous. 

2) The Board of Directors is usually the ultimate authority 

for all decisions concerning the sources and uses of funds and 

sett.:ing the overall strategy for the enterpri::e . They gcllerally 

s e rve finite, overlapp.i.ng t c:: rms which rnay or may not be renewable . 

3) The Professional Staff carries out the policie s of the 

Board, policies which they generally propose to the Doard. 'l'heir 

initiative in promotion and competence in administration has the 

single greatest impact on the overall performance of the ente r-

prise. Generally, they prepare the analyses on which the Doard 

makes its decisions. Their attachments t o the enterprise tend to 

be of longer standi ng than any of the other groups, a situati~n 

wh .' ch enhances their power conside r ably. Also, they are closest 

Lo the enterpris e's constit uenc ies at all levels of de c i s ion. 

'1) Cons ti tu e n l:o: By cons ti t:uents we me an those groups in 

the gene r al public wh:i.ch hilvc or9anized, re9ular dealings \:i t-.h 

the en t c rprise . 'l'hesc groups inclu<.le f Lrms which c1o bus iness 
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·With the enterprise either as clients or as providers of goods· 

and sm~vices, citizen action groups , community development corpor-

ations, labor unions, etc. 

The importan ·t relationships among these groups . are: 

a) Elec ted Government to the Eoard: Who appoints the 

Doard? How is the ·tenure of the Board related to that of govern-

ment officials? Are there government officials with voting power 

on the Board? Are there require d consultations between members 

of the government and the Board? 

b) Constituents to the Board: How are the interests of 

constituents represented to or on the Board? 

c ) Professional Staff to Bonrd .:ind Constituents : Whose 

interests does the staff tend to promote? Are t hey under effec-

tive conti:oJ by anyone? 

Relationship of t he Government to the Board 

With the comic exception of some of Hobert Moses ' one- member 

a\1thoritics , the Boards of public enterprises arc appointed by 

the Chie f Bxccutivcs of the polittcul jurindicl:ion!::i in which they 

ope l:<ttc. •.rhe Ch.:ii1·ma n, if he i!:i designated as such by the Chic£ 

E>:ccu tive , 9c nerully serves at that official ' s plca~ure and ic 

of ten ft cabinet membe r. Such is the cnnc with most state dcvel-

opment m1thor..iti.es . /\ t: poi ntccl out i;1 the CD.i.\ profile , th.is 
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situation carries costs as well as benefits. In addition to the 

benefits of coordination of Authority activity with executive 

promotional and overall economic policy, staff may be pressured 

to undertake loans ~hich are politically useful, but financially 

unsound. In Maine, for instance, the Conunissioner of Conunerce, 

as Chairman of the Main Guarantee Authority, pushed through the 

approval of a guarantee on a $12 million loan to a sugar beet 

processing factory. This enterp· ise quickly went bankrupt, and 

the state was able to recover only 15 percent of its money through 

liquidation. It was later discovered thut the Conunissioner of 

Commerce had financial connec cions to the project. 

'l'his situation \1.Jf top staff being subordinated to the Board) 

is reversed at the Massachusetts Day Trancpor tntion Authority 

(MBTA) , which services the met ropolitan Doston area. The~e, the 

five-man Doard is chaired by the Chief Executive Officer (CEO), 

who serves at the pl~asure of the Governor. The other four 

directors serve simultaneous four-year terms ·coterminous with the 

G<weruor ' s. · Their powers are limi tcd and mostly advisory. 

Mas s achusetts' Secretary 0£ Tr ansportation, who framed these reg-

ulations , justified the authority structur e by claiming it waD 

lleccssciry to provide,? "a stronger ba~d.s for holding the Common-

wc.:ilth ' o chief c>cc::wutiv0 acco11nl:riblC:! to the l egislatura crnd the 

people of the region an cl s ta t0 for the twc Clf t he sta te funtls for 
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the .MB'l'A. " This provision does make the CEO an easy target in 

times of crlses. On the other hand, it tends to strengthen the 

Governor's ability to direct the age ncy when public attention is 

not directed towards it. 

In Europe, especially in Yrance, govern~ent representatives 

on the boards of public and mixed enterprises a r.e generally 

granted veto power over Board decisions involving the raising or 

expenditure of capital. This power has usually been used to 

delay the implementation of controvers ial decisions until they 

can be worke d out be tween the managem2nt of the enterprise and 

its supervising Ministry . 

The relationship be tween the government and the public ente r-

prise can take other forms. For instance, these might consist of 

required consultations for various types of tran sactions or ac-

tivities, the submission of reports and auditing by some agency 

within the governme nt designed specifically fo~ that purpose. In 

general, these controls are seldom exercised. They do not play 

an important role in the operations of any of the institutions 

reviewed except the NTm. 'l'he rcla tio:rnhip between NED and the 

Secretary of State for Industry is described ext ensively in that 

institution ' u profile. 
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RelationshiE of Constituencies to the Board 

The interests of an enterprise's constituencies are most 

effectively represented to the Doard by direct membership on it. 

:t:'requently, the distribution of directors among constituencies is 

dictated by the enabling legislation. This is not the case with 
. 

CDC, and cill 19 of its voti ng members are business executives. 

Certainly this provides no counterbalance to the profit-maxim:i.zing 

policies of that institution's management. 

The distribution of Board membership is usually designed to 

accommodute political conflicts which are anticipated to arise in· 

the operation of the enterprise . Thus the NEB, which. i s clmrgecl 

with making nationalized industries more efficient, is composed 

of six representat ives of business firms, three r epresentatives 

of l abor unions , and an economic cons ultant. Sim:i.larly, the Board 

of CDFC is compose d of three cabine t secretaries, two financiers , 

three r ep:resen ta ti ves of community deve lopment:. corporations, and 

n representative of organized labor . 

While such an approach to Board compoDition seems to be a 

l oglc a l strategy for dealing with politicnl conflict, the record 

of thi!: !.; tra tegy has been an1biguou~ 0 1: \·101:se . In Yugos l avia, 

wlrnre workers , union of f i ci.:ils , mnnugcme n t nnc1 con ~mmers' rcpre -

sentntives si t on t:he Donn1s of industrinl en ter.pri~H:!s , most ob-

s e r vers r eport that ma11a9cment practices have not clrn1\9ed sign if-
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icantly in the directions desired by the workers. In Germany, 

the simil ar Mitbestinunung system has long been recognized as an 

instrument for the cooptation of labor . The .record to date of 

non-expert representation on the Doards of development banks is , 

unfortunately, fllled with more hope than effEct. 

The Role of Staff 

The staff of a public enterprise generally outlasts its di-

rectors . Like 1nost bureaucracieo, it tendo to ope rate in its own 

best interest . This is an area of public affairs which i s virtu-

ally undocumente d, but .. Tame son Doig' s article on the PNY~ provides 

some substance for the ave r.age social scient:Lstts suspicions . 

The Authority's top management is appointed by the Board and 

can serve indefinite terms. Dur ing the Sixties , the aver~ge 

length of company experience among t he top staff officers was 30 

years. 

Realizing the threat to PNYA solvency posed by public pres-

mtre to acquire cornmu tP.r lines, Doig reports that t l1 E: staff orches-

tratecl un e laborate resiatance which i nclude d lobbying of the 

n tate legislature s , bot h directly .:rnd through favored con tr Cle torn, 

wide - scale publ:i.ci ty campa i gns ~nd :i.nf luencing u pu1:po1: tedly in­

dcpendcn t.: study commltl:.cc forme d by the ot:at.:c legislature to in-

vcstigatc the pro~lcm . 
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S~ch overreaching may be countered by the i~~1posi tion of 

service or other personnel and conduct re9ulatiohs1 on the 
' ' 

I. 

This t~ctic has its costs, since sufficiently skilled personnel 

will not be attracted by civil ser;.rice snlary scale·s and may be 

put off by complicated hiring procedures. The Connecticut Devel-

opment Authority has experienced this difficul ty. So has SBA in 

much more severe fashion. The real power in SBA resides in the 

r egional officer positions , which are appointive. The regional 

f innnc.ial officers may override loan decisions made at lower 

levels. Lately, there have been several documented cases of 

political uses of SBA funds by persons in the regional offices 

over the objections of the district level loan officers. 

Professional staff competence is the most impOl;tant element 

in determining the performance, finan cial and otherwise, of all 

the development banks reviewed for this r eport. For the most 

part , the top staff consists of men e xperienced in banking who 

J1ave been abla to transfer their experi enc e and judgment to the 

public ~ec~or with considerable financ i al succes s . In general, 

t hey t~md to reject the idea of being bound by the socia l conse-

quc ncc s of t .he ir :i. nveG tmen ts, cla i ming the ins t.i tn l: ion will 

accompl :Lsh nothin9 unles s .it nu:d.n t :'l ins its financial credibility .. 

Bta tements to this t! f:fect have be en rnnde publicly .:tnd privntely 
f 

by the exccu l:i ve cli ·.:0ctor.s o f CDC a nd CDl\. 'l'he d:i.re c tors of I:: Ill 
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and NEB have explicitly f-led9ed themselves to the accomplislur~ent 

of social goals, such as the rationalizing of industry and the 

provision of employment opportunities. So far, however, they 

have not discovered a framework for bending their organization's 

energies to those purposes. 

D. Operating Sanctions 

There are essentially two types of operating sanctions ~hich 

can be imposed on the management of a public enterprise. One is 

the removal of responsible p<~rsonnel; the other is the control of 

the flow of funds to the enterprise. These sanctions are imposed 

only after an enterprise's problems have reached crisis proportions. 

Removal of Personnel 

In public enterprises, the government can remove Directors 

only, us ually only for cause. Where such action has been taken 

or threatened, it has usually been in response to evidence of 

financial failure or personal abuse of corporate power on the part 

uf Directors. Thia is the case with current investigation~ of 

the privu t<:i use of Authority faciliti e s by Directors of the PNYJ\. 

Ec1ward King, former Chairnmn of the Doarcl of the Mas~achusetts 

Port Author ity, was removed by Governor Dukal~us for policy reC\sons. 

>~ing had been openly antagonistic towards citizens~ groups seeking 

1 
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a noise- prevention curfew on Logan Airport, which was one of 

key factors. This is, however , the exception that proves the 

rule. 

Control o:f Funds 

There are two basic types of capitalization for public en-

t crprises. One is essentially private . Investment funds are 

raised through the s a le of securities backed by the revenues of 

the bank and often guaranteed or l everaged by the tax reve nues of 

the political unit of which it is a subsidivision. The second is 

the direct provision of tax revenues to the enterprise under var-

ious conditions set by the government. Our investigation provides 

no clear indication of which type of financing is the most effec-

tive in holdihg an enterpri~e financial ly or socially accountable. 

•~wever , we will review the evidence before us for each type. 

Private Market Finance 

The experience of PNYA nnd the commuter lines has demonstrated 

that rclinnce on the bond market--even the claim of such a reliance 

--can be used by an 1\uthority to dclny or refuse action on a poten-

tictlly des.ixable an<l widely c.lemancJ.cd ~ocial project. 

On the other hand , recent cxper.iunce of public authori t ies 

has discr.e tlitcc.1 t he froque ntly-hearec1 clnim that dependence on the 
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.bond market imposes "market discipline" on the management of pub-

lie enterprise. For example, by the time the New York state leg­

islature refused to bail out the Urban Development Corporation in 

February of 1975, the agency had run up over a billion dollars in 
I 

debt it could not cover from operating revenue . It was estimated 

that the state would have to put up $240 to $320 million simply 

to complete projects UDC had left unfinished. Investors had 

counted on the political power of UDC's management and had largely 

ignored its inter~al finances once the Corporation had been 

cleared by the rating agencies. The arbitrariness of this par­

ticular system is well-documented by John Peterson in The Rc1tin9_ 

Game. 

Still, the use of bonds can work and can effectively redis-

tribute capital if the institution is prudently managed , This is 

the case of the European Investment Bank and B.C. Central, whose 

financial operations are described in the profiles section. CDA's 

Umbrella Bond Progratn is another good example of the redistributive 

possibilities o f using private market finance . IIere, the Author-

ity per forms the function of eval untin9 the prospective risk and 

return of lencli ng to small- and medium·-sized fi r ms for ins ti tu-

ticnal and indivldual investors i n market securities. It has 

thus opened up a l1itherto untapped ~ourcc of funds for its borrow-

crs. Ultimate ly, t he market disciplin·~ of this system is under-
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I 
min·~d by the extensive backing the f;tate offers the program. Its 

success to d~te has been due primarily to high-quality managemenJ . 

Financing Through Tax Reve1:\Ues 

Control over the provision .of state r evenues to public in~ 

ves tment banl:s ranges from nil t o finicky. At the bottom of the 
I 

scale is COC , t o whom the Canadian gove;-nment has provi<led a bl.o;ck 

initial capitalization of nearly $300 million. This policy has 

assured CDC ' s virtual freedom f rom any type of control or 

accountability. 

· At the upper end of th.:! scale, NEB 's investment funds are pro-

vided on an annual bas12 . and their release must be justified to 

the Secretary by three-year plans coveri!"lg both financial; and non-

financial aspects of the firms designated to receive funds~ So 

far, the Secretary's office has shown little r~gard for the social 

aspects of NEB-financed enterprise. 

The Small Business Administra tion relies on periodic Con-

g1euslonal appropriations t o finance i t s lending and . guarantee 

01.erations . This method of fnncl:i.ng imposes cost s in that it i s 

cumbersome and t ime - c onsuming. 'l.1 heorctic<1lly , it s hould yi.eld 

l:>cnef:.:i. ts i n terms of incre~1setl oversight of agency operation::;;. 

llo\,·ever , the sheer number of loans SB.l\ mt\kes a nd the complexity 

of the c1ccentralii~ec1 aclm.i.n.istrut:i.on o f the program h ave mnde 
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Congressional oversight impossible . As we have noted, as late 

197~ it was assumed by the SBA's observers that its high loss 

rate on guarantee~ loans was due to chronic instability in the 

small business sectors. A 1975 study of a large sample of SBA 

loa n records revealed that many guarantees were made for reasons 

other than to finance the expansion of small business facilities. 

Over 20 percent of the l oans guaranteed were used to pay off ex-

isting debt , · and of these about one-quarter were to f irms which 

did not meet minimum s t andards of creditworthiness. 

Contrasting the NEB and SBA e xperiences, one might reason-

ably conclude thu ~. executive oversight may be more rigorous than 

legislative oversight. 

CDFC' s capitalizi ~ ~on demonstrates a compromise be tween the 

lack of cont rol inherent in CDC's capitalization and the complex , 

potentially disruptive day-to-day supervision of NEB's flow of 

investment f unds. CDFC has been granted a modest, non-renewable 

sum of $10 mill ion which it may use as it sees fit wi thin the ad-

ministrative process laid cn1t in the legislation. The l egisla-

turc, in providing this for m of capita l ization , has essentially 

recognized the expc:?rimentnl nature of the program.. If this ex'"' 

pcriment turns out to be s uccessful, on fi nancial , political , or 

soci11l terms , t he [; t ote legislatut:c may c hoose to m.HJment the 

original cnpital ization. ~'he technical details nncl con sequences 

of CDFC's capitaliza t i on are fully explained in its profile. 
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~lie probl em with most financial sanctions is that they ~ome 

into plny only after the damage of mismanagement has been done • .. 
l . 

Continuo\.:s governmental control over an enterprise ts flow of funds 

' imposes costs in terms of l imiting public bank's investi~g flex- ; 

ibility. The benefits , i)1 terms of use of funds which corresponds 

to government policy or statutory mandate, have not yet material-

ized in practice . 

. f~ . Conclnsion 

'rhe problem of holcling publ i c enterprises accountable for 

the ir p<:! r formance is l argely unsolved . •rotal accountabi l ity is 

neithmr possible nor efficient ; public supervision itself i s 

costly , and i t can damage as well as promote performance in the 

pnbl:i c inl: t::!re:;t . 1.'hE! contribution of specific in s titutional 

structures and prescribed administrative procedures is ln~gely 

unpredictable . 

'l'he workings of accountabi lity systems iH furthe r compli-

c .Tt tecl by the fact: that publi c enterpri:ues themselves control in-

forma tion on pla n s an<l operations . Pas t experience has shown 

Lhn t concc.:1:ncd of f: :i.cin l s have had to under t<tke cxl:.r.aordinar y 

mct.t:Jur e s to ge t eno ugh i11for m"ti(J11 to undm:r.tnnd wh a t i.s really 

qo:Lng on in these en l:c rpr.i. !;cs . I f th i~J kind of vigilance we re 

c o ns t.:int l y mu. in l-. u:tne cl , tho plll~ po~: f.: of having the public en tcrprise 
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:would be undermined . Generally, publi~ en~erpri:ses are set ,·up to 

relieve the government of a portion of the costs of ad~inistering 

some area of r~sponsibility which, like assistance to productive 

economic acti vity, should generate enough , surplus to finance the 

institutions set up to pursue this purpose. 

On the financial side, the success of public banks has de-

pended for the most part on the honesty and competence of their 

staff. Most publ,ic financial institutions rank high on these 

dimensions. when compared to state-owned industrial or service 

firms. A set of acknowledged reporting conventions and simple 

criteria of success cxiat for the financial operations of public 

banks. These have been developed in the private s ector and trans-

ferred intact, through th~ importation of management, to the op-

erations of public financia l institutions. As assets and profits 

mount, management's position becomes more secure 1 its decisions · 

less open to question and influence by the government and its 

various constituencies. 

On the other hand, public banks have be en r e latively unsuc -

c essf ul in taki11g the social consequence s o f their activity into 

account. It mus t be Sil :i.Cl t hut the y face subs t an ti«l problems in 

do ing so e ve n if they nre c omm:i.t t ed t o th e e £ f o r l:. First, r eport-

ing c onventions a nd p<:! r f orma nce crite ria arc a t a primi tive ntnge 

of deve lopment and are s ubject to a great dea l o f controversy. 
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Second, management tends to be unfamili:i.r with what has 

in the field. 

' Social costs and benefits generated by an enterprise are 

distinguished from the phenomena that show llp ir. its balnnc12 

sheets mostly because they are not g).ven a money valu:?. in the 

marl~et . Still., the realization of these benefits or the rninimiza~ 

tion of costs requires that money be spent or that certain income-

generating activities be restricted. This . i6 a form of re<listri-

bution of the economic product of the enterprise which requires a 

paliticEl d e cision on t he form the benefits and costs are t o take 

and how they are to be d istributed . 

Therefore, the Permanent Fund must provide u forum in which 

the range of choices can be E!xposed and conflict:L~9 interests 

heard . :r.t must then provide a means by which l:o assure that the 

dec isions reached are carried out, especially when tl1is implies a 

daviation from convention:tl commercial practir.c.. Here the record 

of public e nterpriae is, to date, unfortunately ~uit~ uninstruq-

tive. In such an enterpr.i.se , the framers of the 1\l:icka Perm<J.nent 

Pund must. follow their state • s tradition; they must bt."! pioneers. 




