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I o r N f. W YO P.l 

Introducti on: 

Mor gan Guaranty Trust Company of New York sincerely believes 

the State of Alaska has t he opportWlity for the fi r st time i n the 

past 100 years t o diversify it s economy t hrough a well thought out 

b-J..~u~ .. 
economic development programow~i.mn•ai~ t he .economy.. 

7his development program must involve t he State Government ' s admi n-

:stration and t he Legislature , Native Cor porations , and private 

i::o!nmerce , i ndustry and f inance . 

But this opportunity , as we all know , can be fraught with 

:•!·oblemn , selfishness of vested interests , and the results. of bad 

·1:-i.1~~.gement. It is important t o minimize these potential threats to 

:. ~ · .. :cessful development program. We believe that this can only be 

.bnc: by ensuring that the financiul , economic , and legislative 

':~e:it:nt s , neces sary to corrunence the development pr ogram through the 

:~o ~.e of Alaska Permanent Development Fund, be firmly set in plnce 

·~:id with reasonable consensus. Only in such n way can the fow1do.tion , 

r1:1 which the Permanent Development r'und must sit o.nd rely , be strong 

··:1nugh to allow for the success of t his ra!·e economic diversity 

cl~vc loyrnent opportunity . 

Conscq_uently , in the pant s ix months we hn.ve slarted educating 

:>:1:-ncl vcs on the laws or the Stutc , t he opportunities nnd guidelines 

''!; 1.uh l ishetl by the Native Clo.im:J Act , antl the economy . '!'his educational 

!> t'~>C <'fts .... 111 continue cer tainly through 1976. Howeve r , at thi!l time ..,.e 

~fr · :· o~.11· idcus , suggest.ions , and some analysis . This i.nnlysis i s 

:.~·i · f, but essential. It primarily involves a credit conunentnry of 

1. 
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the State and questions relating to revenue and economic develop~ent 

concepts and management. We also provide some suggestions about the 

Munici};Sal Bond Bank. We explain our suggestions about the proposed 

constitutional amendment creP~ing the Permanent Fund. And, finally, 

we embark on a discussion of the Permanent Development Fund. 

We realize ...,e are from the "lower 48" which has a history 

of telling Alaska and its people how it all should be done. What we 

offer is suggestions based on our experience in the public financial 

sector and private capital markets. Our task is to try to be of 

service , even at the risk of drawing conclusions and imparting suggestions 

Yhich may be controversial or may be cri tic&.l. We hope our forth­

rightness will be judged based on the value of truth behind it , not 

b:t its face: and first impression. 

* * * 

Credit Commentary (Heport Appe nded) 

We are not comfortable \lith Alaska's present fiscal situation. 

find ...,c understand neither io the Commissioner o f Revenue nnd the 

present government . Dut neither arc ve comfortable or mortgaging the 

'".J'"urc , by s pending toduy fut w·e oil r cvcnut s . Fiscal responnibility 

: ~ cnscntiul in Alaska. Just. as we ore experiencing in New York, 

0t hc r ECLot.c rn St.aten ond ccrt.oin cl tiec ln the "lower h8", \IC t.hink 

'' l 11~ku c:nn und must lcnrn from some.: of t.hcoc follico. We arc hcnrtened 

:•'J t.ht• oppron"h ..,hich t he present. Alanko Admlnist1·at.ion i !l t.oking t o 

··r·r.u1·n • o ~ balanced budgt!t. nnd :Jho 1· t.1y t.hcrcnft.cr t.o cons1ucrnblc 

?. 
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However, we vo.nt to caution that the debt per capita must 

be reduced ana ~he size of government, especially in personnel, should 

not rise. Governmental bodies can no longer r ely on the debt markets 

to f u .d their priorities. Gcvernments can no longer expect note sales 

to be refunded by long term bonds for the bond market is not always 

receptive. Nor can Governments continue to rely on medium or poor 

quality management. We have seen vhat rnuny years of bad management 

has vrought 1n Government operations and with it more and more people 

on Government payrolls . Unless and until Alaskn can balance its budget , 

reduce its Jer co.pita debt, generate general fund surpluses, and implant 

top qunL: t y management , there will not be t he opportunity for a successful 

Perlllllnent Development .Fund, for it Yi ll not have the strong foundation 

!tcccsso.ry for its operations. 

)lunici oa.l Bond Bo.nk (Report Appended ) 

'rhc Municipal Bond Bank i s conccpt.ually o good vehicle t.o 

11rmist rnuny or the Aluskan conununitie:J in having ncccns t.o t.he deb t 

r:i•u·kcts. llo'W'ever, the f,tus kn Munic1pn1 llond Dunk has oomc serious 

dPfic I <'llC l e~. They nre bond nn t. i c i pnt.ion not e nuthori iut.1on, St.nte 

t1')1'Hl obU c;at.ion \Jh ich iu u dcnd isouc .i n l.he murk ct. pl nee , nnd no 

,"1. u t.o co11t.rol. ln fact. , t.hc Alu nkt\ Muni c lp1ll nontl Ronk' ~ dl'fi c icnc lc:1 

t\ t• <.:1 11t. t. ht• l n<:k or nuuiusc:m ·nt. nnd con r ol "C a rc cxper i cncintt l n mnny 

1": J•1u1·1111\(?11t. n and re el ~xiot. ln Alnukn . lt. uppc.wrn c•lldcnt. i n t.h • S t.nt. ' .J 

"' r·.: in?:>1· ont.ly , h lnck or r.oull.8 ·m"n nnJ cont.rot o :"c hnvf 11 R con-



sidcrable 'negative impact on government debt issuers ' ability to 

arrange financing. 

One Commission for Capital Allocation and Control 

We believe it mandatory that the State establish ~commission 

to be responsible for the following areas and details: 

1. Authority over all debt authorizations -- by the State 

vith general obligation debt; by the State's agencies; by those muni­

cipalities vho issue apart from the Bond Bank ; and by the Bond Bank. 

2. Authority O' er the priorities for all spending . W~.thout 

this number l would be non- operable. Total capital Allocation Authority. 

3. Management and financial controls in t erms of accounting 

and monitor ; ,g systemo of all i n number 1 above. Standard accoWlting 

practices mu.ot be w1iversally adopted. The State must have the authority 

to audit the books of all government units . 

Ii . The State must schedule all public sales, resnrdlr>ss of 

t he ioauing unit. The Sta t e must. approve nll offering cir~ulars , which 

muo t be unifonn . 

5. with mu.ibere 3 and 11 , the Stnto muut establloh and ma.nnge 

u local gover nment finnncinl advisory group for fio cal and debt management 

and t.o aoslst i n the day-to-day operat.iona of local subdivisions. 

'fhrough uuch n department in thio State Coirim.looion, the State ' u financial 

niunngcr::; would know the fJnancial condltiono of oll t he oubdivisions 

1rnd vould not. be cu llcd on to bnll out. n subs i dlary, llh:i ch hnil-out. ma:r 

hnvc nub11 t.ont iol impnct on t.hc Stntc ' o 0\111 finnnc lnl condition . The 
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State w0·ud know the financial demands being put ou the subdivision. 

This fiscal management and control commission would have an 

enor:. Jus task and equally enormous powe1· and responsibility to all of 

Alaska's constituents. While we believe in smaller government payrolls, 

~e feel that the creation of this commission will absorb other depart-

mcnts, divisions and cormnissions presently exis~ing, and in the l ong 

run provide for better operations and minimal net increase in people 

working in government. 

One may notice that we equate t:.~ State Government and its 

f'iscul and mnnagement responsibility to a large private commercial 

ond lnduntrial corporation. The State is the parent and head office. 

I ~ s agencies and local subdivisions are its subsidiaries. A subsidiary 

:)ut. of control nnd not supervised can bankrupt the parent. It is 

:inppc:11ing in many .Parts of the "lover 11811
• Dut in North Carolina and 

Sout h Curollna very strong and wide nwccping capital allocation and 

munugcment control 1~ommis1>ions hnve proven very successful and operable. 

We realize t:hese suggestions may sound shocking nn<l may be awesome 

to fulf'i.11. Indeed, they may be, but we know through h . t \ er experience 

t hey u r c very worthwhile und necenso.ry objectives , which cnn be realized. 

:l c1.1 Mun le lpnl r'i no.nee Hegulations 

Concurrent with these recommcnda t iono urc Lhc r equirements being 

ol l\<:Nl up\ln bo Lh govcrnmcntnl iss uc rn a11d Munic i pa l :.>ccurit.lcs dco.lcrs 

hy l h,. n1 •w Munlcipul Finance Hegulal:lng subdj vi 1~ i on of t. hc Secur H j ('S 

a:. I l:.<c-lv1:11t.I..' Commi.sr; i on . Although t.hcnc regu1atlons ll t'I..' only in clrnft 

' '•t'l'l 't i 1. !1lt: Lime , unifo rmit.y o f o.ccounting o.nd uni fo r m orfc dng circula r s 
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·ft·~ll be required . Full disclosure, similar to priYate issuers, is 

Going to be the norm. And securities underwriters will be required to 

:tna.lyze prospective issues for their representation and financial 

.:.:.:>undness . Just as llith the State of New Jersey which provided inadequate 

~; :q-. .'rs las;", week, any issuer may find access to the marketplace closed 

:lne to " incapable" or "bad" ma.nagem~nt. 

Governor 's State of Alaska "Mini-Hoover" Commission 

It seems to us that the timing of these recommendations to the 

~tate of J\laska is very propitious, inasmuch as the Governor has created 

a "Mini-Hoover" commission to look into the operations and management 

•J !' t.hc State Government. If this commission were to analyze the functions 

of t he pri.ncipal Governmental departments keeping in mind better manage­

:-1<>nt., increased centralization, and tight control as the prerequisites 

of good government, we would suggest that the departments presently 

1:.tbcl.lcd Commerce and Economic Development, Public Works, Revenue, und 

.:;1111111111 i. t;y and Regional Affairs be consolidated into one major conunission. 

f.Io reuver , the capital spending nnd nid programs of other departments 

w~i1i'I rl h11vc to be approved by this "super" commission. Of course, we 

woulcl hope that these recommendntions, if considered reusonnble, be 

rc1rw1u·d<:cl to the Governor ' s "Mini-Hoover" conunission for study. 'fhat 

<·u:nrn r :::;ion must realize thnt 110 longer will the cl cc toratc and investors 

:1 I.I 0 1,,1 go vernment to just "bump o.long" with inndequo.te, or barely 

:1J.cqu11 t. c: , munnge1nen t , systems nnd control. And certainly whatever 

1·(·cc11 i:u•:ntlntions this "mini-co1wssion" mukcs to the Administration nnd 

6. 



!.egislature must incorporate the overt change, and requiremente iJlaced 

upon r-overrunents and their subdivisions, by Federal laws , Federal 

,;gencies , national securi ties dealers and investors, and·, of course, 

lawyers of varying responsibilities • 

. . 
Management 

Once it is fairly well understood why the centralization and 

~he systems and controls, required to allow it all to work, are needed, 

the necessity of outstanding (no exaggeration) management is paramount . 

For too long this nation has suffered from the weak or less than highly 

co~petent people being elected to government or vishing to be appointed 

t,o government . (In the case of Alaska, thiz may not at all be the case.) 

~':l\'erp.ment and the private sector have finally come to realize that 

: ~e two sectors must work more closely together. Today, we and similar 

~nstitutions are being called upon to give advice to, and design package'S 

!'or- , Governments . Our advice and products arp: 

l. Not new as in so mo.ny cases they arc traditional in private 

·:nter-prise ; 

2. Costly services to provide, due to emergency tlme frame 

r~quicements; and 

3. Very difficult to implemei1t due to the traditional lines of 

: )rlUJllmicnt.ion, the history of legislation lll.reo.dy in existence, nnd the 

"' U:ibe rE1orn~ apparatus that inherently hus grown through poor management . 

We would recommend that the State of Alaska would hf\ ve less 

:1·.:c·L over time: for costly pri vo.te advisory o.nd iesign services , i f 

:·'t' .·J.y curly-on it adopted n fiscal und management approach bnsel on 

7. 
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the shock waves and warnings just coming to the fore and receivir.g 

initial analysis nationwide . The response would allow the State to 

have the expertise and systtms in-house to manage itself well. 

Permanent Development Fund 

The foregoing discussion impacts directly on the Permanent 

Development Fund (PDF) and is essential in establishing the PDF frame­

work. We feel there ie no apparatus presently established in Alaska 

to achieve the goals ot the PDF. We believe the PDF sh~l.ll.d be part of 

the super-commission, incorporating all economic development, commerce, 

revenue, and community and regional affairs. Certainly, the PDF's 

purpose is to diversify the economy. This requires most of the capabilities 

and analysis the CC'i.nm.ission would be doing for the State and its sub­

division even if there ~ere no PDF opportunity. 

But let us present to you our views on the PDF. At the outset, 

we must all realize that the PDF opportunity afforded Alaska is unique 

among the States of the United States and among most ··of the nations and 

supra-national organizations of the world. In fact , the only similar 

opportunities exist in Saudi Arabia, Venezuela, and perhaps Iran. The 

similarity is not due to oil, although oil created the opportunity. Rather, 

these nations have a genuine posit ive flov of funds, generated by priva.Lc 

commercial and industrial enterprise; these nations do not have !mmediate 

applications but have long term real economic development opportunities 

a. 



and needs; and these nations, which are only a few of those which seek 

funds for development, are the only ones who have their own equity, if 

they utilize it properly. 

A.) The State of Alaska's Permanent Development Fund's Uniqueness 

It is impo~tant to understand Alaska's uniqueness here, because 

of the desire of so many people and institutions to study or allude to 

many development vehicles already es·;ablished in the world. To cite 

just four examples: The World Bank, Asian Development Bank, In~er­

American Development Bank, and the Development Bank of Puerto Rico. All 

of these have a great need for capital. None of them has its .2!'E. source 

of equity. Ea.ch has received "equity" in the form of capital contributions, 

but mostly gua.rantees and promises to pay from its constituents, most of 

whom, in turn , have incredible short falls in capital, little access 

i ndividually to the world capital markets, and yet huge economic development 

requirements. Therefore , we must be very careful, in our desire to 

establish the best vehicles for Alaskan economic development, that we do 

not borrow from established organizations methods which are neither warranted 

nor applicable. 

'l'he success of the economic development in Snudi Arabia, Venezuel a , 

or Irun and Alaska will depend on the government's ability to join with 

pri vatc enterprises in economically sound n.nd financially fco.sible pro,) ec ts. 

Government by definition is a uocr of' funds. I t cnnnot on its own generate 

funcl s. Ancl taxes alone a.re not sufficient ns a developin~ government 's 

only source of funds. So long as Suudi Aro.bin nntl A.laokn's PDF join with 

proven private enterprise corporation~ ln pr.!.·,·ntc development projects , 

9. 



then these development entities should be successful (assuming good 

management). In the right private development project, by definition, 

the PDF should profit and the economy would diversify. 
,. 

Additionally, for f, development project's success , it must export 

(or deliver) its product to a viable market. Nations vith rapidly expanding 

exports attract the capital. Alaska must do the same in joining in private 

enterprises which will provide exports and diversify the economy. 

B.) Corporate Structure: 

We believe it is so very important for Alaska to create through 

the PDF a group which is corporate in nature, well-managed with high paid 

personnel, profit seeking in goal, and long term entrepreneurial in scope. 

'rhc PDF would provide the capital for an Alaskan Development Corporation (ADC) 

to commence estnblishing the expertise to develop the economy further . The 

AOC co\.lld create a Development Bank (DB) which would make l oans to the 

projncts. The ADC could create a Finnncc and Investment Compnny (FIC) 

which could package project loans to be purticiputed out (sold) to inoti-

tutlonal lenders (insurance companies\ st 1te penoion funds , savings bunks, 

und rnujor commercial banks) in the "lower- h8" anc1 perhaps in other areas of 

the \lorld . 'l'he snme investment arm could rrwnage n series of investments 

inn trust or mutunl fund~ so thnt smaller ins~.itutions o.nd individun)s 

coulcl uuy into it . 'l'he significance of the FIC is thnt it would be 

attt·ucttnR capitnl by offering certain assets . With /\la.ska, i nsti tutionnl 

lender::> al'c dealing in an unknown cnu::Jecl by d.lotnncc, si zc, type of terrain 1 

ct.c . ( f insti tuti onal investors could buy loans (perhaps insured by PDF) 

:::.o. 



from proven manB&ement who has servicing and financial knov-bow capabilities, 

we believe added capital may be found for sizeable Alaskan commercial 

projects . 

So the PDF has its management corporation (ADC), bank (DB) and 

finance and investment comp~ny (FIC). These three corporations would 

analyze projects, help design them financially, lend money, arrange a 

private placement on the project, sell · loans, raise debt in the marketplace 

and work lfith a privut e lender/investment banker to attract capital. 

In different ways, not well organized nor well managed, fragments 

of this type operation are happening vith some i nternational and Federal 

government entities. Alaska could do it , if t he statutes arc passed and 

management put in place. 

C.) PDF Specifics: 

We would recommend the PDF alao address the following: 

1. Only participate i n major developmental. activities , both 

non-renewable and ren1nrable resource oriented. There are at least ten 

programo in Alaska for small development projects. Incidentally, we 

believe all the pre~e11t programs , especially the 6 State ones , with which 

we are familiar, should be reviewed , moved into the super-commission, nnd 

perhaps be revamped or dissolved. 

2. '£he proJce:ts s hould be capital intensive, al~hough any projec t: 

development which divc-rsil'ics the economy , will attract people and, in 

some cn~co , must for its success. 

3. 'l'he PDF can best fulfill its role vith long tcnn lonno in 

11. 



partnership with private industry and private lenders , rather than take 

equity participations , as a general rule. Equity participations do not 

provide a scheduled return and any liquidity is represented by the p'·i. vate 

company 's dividend policy or the stock market. 

4. The PDF should finance "missing links" in an otherwise 

vialily forecasted project. 

5. No organization should be an equity holder in PDF or its 

subsidiarie3 . Private lenders should maintain their identities by con­

tinuing their policies of making sou~d loans. This opportunity will 

a.rise by participating with the DB o.nd FIC in making loans Jointly. 

6. The PDF must create a task force/ste~ring committee to 

study lhe economy and geography so as to establish its priorities and 

feasibilities. We are apprehensive if the State Investment Advisory 

~ommittec hao the time and/or expertise to be the tusk force or the 

steering committee for PDF ' s inception . 

7. The PDF mus t necessitate that the Native Corporations develop 

their mo.jor projects in concert with the PDF. 

B. ~t'hc No.t i ve Corporations muy be able to go.in from the PDF 

cnl.crprinc by creating new villages unu ancillary services. 

9. 'l'he PDF may also have to establish a subsidiary to expand 

cducutinn , energy rcoources, and other necessities vhich indirectly 

divct·uify lhc economy. Whatever these may be, the PDJo"' must charge privo.te 

ma:·l~ ct rat.cs. (llovevcr, most ancillnry services should be left t o t'he 

Nnt.j vc Co1·poro.tlons und munlcipo.l Rubdi vislons.) 

10. 'l'hc PDF Ghould not mo.kc grants or non-interest bearing loans. 

12 . 
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11. The PDF shouJ.d be designed, established, and managed so as 

to insulate itself best from vested interests and political suasion. 

12. Various ways of effecting leverage of PDF's equity capital. 

One area is insurance, whereby the PDF insures the iss1ance and principal 

investment in PDF/DB bonds or loans. Also, the debt t~ equity ratios 

must be considered. 

13. Any statutes involving State Goverrunent financing and lending 

should be reviewed in light of Internal Reven\ - Service regulations on 

interest rate arbitrage. 

D.) PDF Legislation 

We have appended suggestions to the proposed legislation creating 

a PDF'. Our comments supporting our proposals a.re: 

1 . "A Mi nimum" of 10% allows the legislature, upon the presentatior 

0f the PDF ' s management, to appropriate more funds, rather than a legislative 

d<.:batc commencing O!i to the interpretation of "10%" vis-a-vis the final 

sentence of the paragraph. 

2. "directly ~ indirectly" as there may be ~we believe there 

arc) reo.l possibilitie!l to perform in ways which are known as "indirect" 

but which have a direct impact on furthering economic development -

e.g. loan guarantees, insurance of lonns, selling loan participations, 

ar rnngi ne; pri vate placements , etc. 

3. "For projects rel ating t o ... .. .. such principal. .•.. section. " 

\fo believe t he language should be more specific than "inves tments", but 

\J inh t o insure that funds may be invested in u. S. Government securities 

o.11d mo r. ~y mo.rket instruments so o.s to provide an amount of liquidity !'or 

13 . 



rnGAN GUARANTY TRUST COMPA'."Y 
or NEW YOI\~ 

the PDF ' s operation and earnings while avaiting the investment in a 

development project. 
We believe the PDF can expand 

4. "Tr f d " ans ers ••••• £le ged. 

its capital through the raising of debt - private and public. We 

believe through the combination of outstanding management and borrowing, 

the PDF will increase its development financing capacity many times. 

However, this can only be done if income from its investment is available 

to service debt expense. Usually, a project loan's debt expense will 

be serviced by a direct pledge of that project's income. Therefore, 

PDF's income cannot automatically go to the General Fund. Moreover, ve 

are strongly opposed to the legislature and administration leaning upon 

the PDF so as to be able to balance the State budget, which may incorporate 

irresponsible fiscal management. But ve do believe PDF's income , not 

otherwise so encumbered,~ be deposited in the General Fund, if PDF' s 

management so wishes and the Legislature so approves. 

We must point out, that "1e approve of brief and succinct cons·i;i-

t.utiono.l legislation, only if the pcwer exists in the constitution for 

the legislature to pass statutes which "1ill allo"' for the greatest 

flexibility and utmost specifics for implementing the PDF and creating 

a financial management corporation. We admit to an ignorance of the 

provisions of the Constitution of the State of Alaska. 

Conclusion 
None of what we have presented here can be accompllshed vithout 

consistent i~plementation of concepts to preserve the ecology and 

environment. We do believe there are viable compromises. 
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We also believe that over a time period of adjustment modern, 

economically diversified Alaska and its native population and culture 

can live in harmony. We feel the natives should and must continue to 

share in the new prosperity of Alaska. We think vocational schools 

are the most important educational feature in assisting the economy's 

development. 

We suggest the task force/steering committee must have a budget 

su!ficiently large enough to retain legal counsel, engineering consultants, 

financial advisors, and any type of specialist necessary to create the 

best list of priorities and feasibility studies and to place on-stream 

the management of the PDF and its subsidiaries. 

If it is financially and constitutionally possible, we would 

suggest that the foundation work, necessary to have a PDF and its 

subsidinries established in 1977, be undertaken all during 1976, while 

awaiting the approval of the r eferendum by the voters next November. 

(Perhaps statutes can be passed in "escrow".) During 1976, the present 

economic, commerce, revenue and regional affairs departments should 

consolidate. 

And lastly and most importantly, none of what should be done 

need be accomplished at the risk of panic or insufficient study. We 

endorse a policy of "go slowly". 

15. 
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State of Alaska 
Summary Credit C~!'llllentary 

!!!£ 
Critique of Legislation for 
Alaskan Municipal Bond Bank 

'.kivc:rnbcr 18 , l~rt 5 (Hcviscd Junuar,v 2 , 1976) 
'1orRlln Cuarnnty Trust Company of New York 
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The Bcononv 

Alaska's position as the stage for America ' s petroleum version 
of the "gold rush" makes analysis of the State's economy quite problem­
atical in nature. Extensive capital development has fueled the economy, 
population has sk}'-rocketed as people have flocked to the State for 
high-paying pipeline jobs and the State is already anticipating sizeable 
cash flows from oil and gas related revenues. 

In the case of a state vi th a viable in··place economy, the 
oil factor would have been advantageous as an added windfall economic 
stimulant. Alnska's economy, nowever, has never had the legitimacy of 
diversity. Before the oil boom, Alaska's major industry was its 
fisheries - an industry highly susceptible to fore!gn competition and 
roller-coaster prices. Manufacturing was nil, significant wholesale 
and retail activities were limited by the lack of a sizeable popul :Ltion 
base, while tourism, lumbering and extract: e mineral production were 
seasonal in nature because of the long and harsh winter. The only 
stable employment base vas in the federal and state goverrunent areas, 
with the U. S. military being a significant employer. 

Unfortunately , oil development per se will change little of the 
above. The spurt of capital development caused by pipeline construction 
activity i s u temporary factor which has created at least as many problems 
ns it ha~ solved . Inflntion, fueled by pipeline and oil companies 
wil ling to pny bonus money to get the workers they need, and compounded 
by t he need to "import" most food items from the lower forty-eight states, 
hns pushed Consumer Price Index numbers to a level approaching a 20% 
tncrease for 1975 · Housing o.ccornrnodnti.ons are in desperately short supply 
uue to the influx of oil related ·rorkers; o.nd ancillary services such as 
telephoneo , police , water , sewer, schools and electrical facilities are 
vuntly overburdened. Other categories of employment a.re in short labor 
~iupply due to pipeline wage competit:l.on. '!'hose on fixed incomes in the 
State m·c in deep troul:le financially. 

A potential side bcnefi t of the construction of the pipeline 
nnd 11ncilltiry fr.cilities will be in the opening of new o.rens in the 
Gtat.e for l.he development of other extractive o.nc.l regenerative resources . 
l~xp.1.orction for and production of coul, copper, iron o.nd gold and other 
rnlnemls should i ncreas e. Lumbering o.nd the development of fish hatcheries 
wlll become more cconomicnUy viable o.s the nccesn to new regions is eased 
untl the world ' s need for rnw materials grows. 

J\J nsku ' s qunndnry is hov to gauge the current hectic pace of 
N:onnrn le clevelopmen t, und plun for orderly future grow th. 'l\.ro questions 
1:om<.• LCJ rnincl: 

1 . J\re the gns nnd oil revenue proJcctionA of Alo.ska 
pn~mnl.urc in light of the short.- tcrm possibility of a vorld glut 
l n o j L supply? 

2. In whnt manner should Alnskn prnc ecd , should its projected 
wc.·o.l t h become a. reality, in order to stimulate dependable economic: 
d1.vcnl.i t y o.nd via.bility? 
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Financial Operations 

Alaska's debt burden of $1,673.33 per capita is extremely 
high. As a basis or comparison, median 5tate per capita debt of the 
fifty states is $136, according 'to Moody's - substantially bclov that 
of Aluska. Since per capita debt is a function of population, the 
level vill most certainly be higher after the exit of tb~se people 
itssociated vi th pipeline construction. In addition, deb~, retirement 
is somevhat slow: 17.4% of outstanding debt matures in five years 
and 39.6% in ten. 

High per capita debt is due to the fact that extraordinary 
1apit l.l."'t expenses for the governmental services associated vith pipeline 
4evelo~ment have been borne through the issuance of debt, dravdovn of 
cash surpluses, and failure to increase State tax revenues. The State 
ls also more heavily involved than is the case in the 'lower forty-eight' 
in the direct development or subsidization of local services such as 
schools , porto, nnd roads, resulting in more depennence upon State 
rinw1cing. 

Slow debt retirement is perhaps a result of historic antici­
pated cash flows from oil related activities. In any event, past debt 
management policies have placed an undue burden upon Alaska's finnnc ial 
fut.ure . 

General Fund expenditures have been far in excess of current 
revenue:; since t.he receipt of some $900 million into Lhc General Fund in 
1969- 70 us n rooult of o lnrge oil l ease sale. At. June 30 , 1975, a 
:rnrplus of $517 million remained i n Lhc General Fund, dowu from $6li5 million 
the ycnr before . Budgetary inc r ea s es boscd upon a govcrnmentol policy 
of runninR vus t dcCiclts coupled vilh dclnyo in completion or the Truns­
Alusku Plpel lnc ( pootponing oil royalty rcve nu<'o) huvc led the Stnte to 
ttnt.lcipatc thnt the current Oenerul Fund ~urpluo vlll be fu.l.ly eroded by 
.Ju.Ly 1, 19.(6. Tn an effort to incr cus e General ~'md r eceipt.a, o. 20 mill 
tnx on tho value or oil and gnn reserves ha:.; been cnnc tcd for flncnl 19.,6 
oncl 19'(7 , Thi s lo.x ie being levied to offoot on LlcipaLed ocvernnce tox 
rbvcnuco which huvc been de~.nycd os n r esult of correspond! ng del ays in 
pipe line compl ~t. lon. Rcver.ues ftom Lhi.s oource arc cutimt\t.cd by t.hc 
St.c.t.c- at. $211. 7 rnlllion for 1976. In nddit.ion, the: Ct.ut.c lnt.cndr. Lo hol d 
HU wlcllt.lom1l oil urid gaa lease utLlc wit.h rcg<U"d t.o t.hc Dc1\ufo rt. l ~J lund:: 
to·co. near Prudhoe Bay in 1976. The St.nt.e opcculut.cs oomc $250 million 1 n 
rl· v•·nucn rrom t.h l & source . . 

Conclu:i t on 

AJ ur.ka' o high per cnpitn dcllt. level nnd ulo\I tlcbt. rot.it'cmcn 
il'l cllnturbln~ In llght of t.hc Rt.at.c'a c.: xt. i·cmc level o f 1Judp.ct.n1·y jmlJu l nncc . 
,\nt.lc i pot1on o r oil royalt.y r cvonuc& in ru t.urc y'nro (hy horro ... ·lng nGn innt. 
:.uch rcvcnuco ) l n extremely dongc rouu in lt Kht. Of e.cncrnl oconomic 
1u<.1.1.lons uclri~ ru ined obout. t.ht- ncnr-t rm coot. vinbiU ,\' o r i\ltu1knn oil . 
0 iprl1 nc cont. o vl' ri·uns , q\t•1H.i o n- irJ1 r k Fcdcrul ux n nll c:nor('Y po tld cu , 

18. 
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and o. potential. vorld oil g:.'1t can a.11 contribute to a questionable 
short-term economic and financial. future for the State. '11here is no 
doubt that Alaska's oil and gas reserves vill eventually pay off sig­
nificantly, but heavy current deb t service requirements coupled vi.th 
continued severe budgetary deficits could result in financial diffi­
culties over the next three years. Maintenance of General Fund surpluses 
and a mandatory balanced budget vould be. a prefl?rable policy as the future 
ot Alaska's economy comes more clearly into focus. 

10 , 
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Critique of Legislation for 
Alas\.'.an Municipal Bond Bank 

The following comments result from a review of Alaska's 
Municipal Bond Bank legislation. 

We are generally opposed to the use of the t: inancing vehicle 
afforded by the legislation establisning the Alaska Municipal Bond Bank 
Authority. Whi~.e we agree in principle that Alaskan municipalities will 
need assistance i~ entering the municipal debt market. we do not feel 
that this legislat~on offers a method of assistance commensurate with 
sound public finan·: ,C!. The following examples of the Act's deficiencies 
are cited: 

1. The legislation allows the issuance of bond anticipation 
notes to provide municipalities a means of temporary financing. 
The current municipal market is evidence of the financial dnnger 
inherent in the sale of bond anticipation notes should it become 
imposs i ble to fund such notes with the sale of bonds. The gap 
has narrowed substantially between documented disclosure require­
ments necessary for the sale of notes as opposed to bonds, and 
sound long-term financing i s recommended should an option to 
sell notes or bonds exist. 

2. The legislation makes it quite clear that Bond Dank 
obligat Jons arc not an obligation of t11e State, yet on the other 
hand j L allows the establishment of a reserve fund for the benefit 
of bondholders. The re9erve may be funded by legislative approp­
riation or from the proceeds of the sale of the bonds. Oef iciencies 
in t he fund may legally be made by the legislature through the 
use of o "moral obliga tion" certif ication/nppropriation procedure. 

The morn} obligation pledge no longer provides the 
mnrketing ndvnntoge 1t once had. In addition , des pite the fact 
that the bonds arc not n direct obligation of the Stotc , the 
morAl 1•ledge creates what con be construed as n contingency obliga­
tion for the State - an obligotlon which is unnecessary inn State 
\.:ith an alrcndy high debt load . 

1. The legislotion mentions little or no control over the 
d~bl pol k i eH of the participating mu nicipalities. Recent mun le tpa l 
fina11cr experience has dcmons trn ccd the value of Stnte overview of 
munlclpn l fina nce activities. 

l L h: suggc~tcd, ther efore , thnt this lecielation be :iml!nded: 
t o C'limin:'!l • the power of the Dank to 1nsuc bond anticipnti.on notes; 
to remove> the r.1ornl pledge of the le{\L!l loturc to fund rcr.crve fund 
Jrflclcnclc: : and to provide Co t· t he cRtnbli ohmcnt of n St<itc ndmJnistra­
tiv c vC?hJ cll· to overv iew nnd approve t he Cinancial plonnl11g nnd debt 
mnnogcmcnt nf AlnRknn munlc lpot government s . 
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TEXT OF PROPOSED STATE OF ALASKA CONSTITUTIONAL AMENDMENT 
TO CREATE A PERMANENT FUND 

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

SECTIO!l l. Article IX, Section 7, Constitution of the State of 

Alaska, is amended to read: 

Dedicated funds. The proceeds of any state tax or 

license shall not be d~dicated to any special purpose, ex.::ept as provided 

in Section 15 and except when required by the Federal Government for state 

participation in federal programs. This provision shall not prohibit the 

continuance of any dedication for special purposes existing upon the date 

of ratification of this constitution by the people of Alaska. 

SECTION 2. Article IX, Section 15, Constitution of the State of 

Alaska, is amended by adding a nev Section to read: 

State of Alaska Pennanent Development Fund. A 

minirnwn of 10% of all mineral lense rentals, royalties, cash bonuses 

and minct·n.l severance taxes received by the State shall be place:: in a 

Sta~e of Alaska Permanent DevelopmP.nt Fund, the principal of vhich shall 

be used solely, directly or indirectly for projects relating to the 

induotrial and economic development or the State. Such principal not 

invested i n Rforesaid projects shall be invested in accordance vith 

Section Trnnsfers may be made frorn the Perm.anent Development Fund 

Lo t,he General Fund in c111 annual o.mount, not to exceed such annual income o:' 

the Pcrmnnont Devel opment Fund, net of all such unnunl i ncome othervise 

pledged . Such annual income not so transfcrl'ed to Lhc General Fund shall 

become p11 rt o r the principal of t he Permanent Development Fund. The 

leg is l o t\l r~ r.:rn.y appropriate adtli Uonul t\mounts to Lhe Pcrmancn t, Oevelopmcn t 

Fund 1Jhkh 1:1he.ll become part of t.hc prlncipnl of t he Fund . 

?J. 
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SECTION 3. The amendments proposed by this resolution shall be 

?laced before the voters at the next statewide election in conformity 

with Article XIII, Section 1, Constitution of t he State of Alaska , and 

the election laws of the state. 

22 . 
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LEGISLATIVE AFFAIRS AGENCY 

September 15, 1977 

POUCH Y . STATE CAPITO\. 

JUNEAU, ALASKA 99811 

907·•6:J .J800 

M E M 0 R A N D U M. 

SUBJECT: Updated Revenue Impacts of Pump Station No. 8 Explosion. 

TO: 

FROM: 

The Honorable Clark Gruening, Chairman 
House Permanent Fund Committee 

The Honorable Russ Meek~~s 

Richard G. Haggartf~-:tJ-
Research Analyst l ~ 

This memorandum is in response to your request tha t we update our 
memorandum of July 15, 1977 discussing potential ·mpacts on state 
revenues arising from the explosion at Pump Stati on No. 8. Since 
July 15 two major changes have occurred in the underlying assumptions 
used to calculate the revenue impacts contained in that memorandum: 

1. The length of the delay in getting Pump Station No . 8 back on 
line is now known with greater prec ision . According to both 
industry and government officials with whom we have spoken, it 
now seems most likely that Pump Sti\ tion No. 8 will go back 
into service about March 1, 1978, and that as a result, 
fiscal 1978 average daily production from the North Slope will 
be about 720,000 bbl/d - down from the pre-explosion estimate 
of 940,000 bbl/d. 

2. Wellhead values for Prudhoe Bay oil, which had to be estimated 
in July, are now available for the months of June and July. 
For a variety of reasons which will be discussed below, these 
actual values are significantly lower than those previously 
estimated. 

Pump Station No. 8 Impacts 

Assuming that Pump Station No. 8 is back on line by March 1, the total 
delay entailed in terms of Prudhoe Day production will have totaled 
approximately 8 months. As a result, Prudhoe Bay production for fis­
cal 1978 will be approximately 23% lower than 1t would have been if Pump 
Station No. 8 were to have been in operation. While further delays are 
clearly possible, we found no indications in our conversations with 
either industry or state officials that Alyeska's March 1, 1978 start-up 
estimate for Pump Station No. 8 is unreasonable. 



Hon. Clark Gruening September 15, 

Prudhoe Bay Wellhead Values 

Prior to the star t- up of actual production at Prudhoe Bay, most revenue 
forecasts assumed wellhead values in the $7.25 t~ $8.00 per barrel 
range, for purposes of calculating state royalty an~ ~~verance tax 
revenues. Based on company returns filed for the months of June and 
July (the only returns available at this writing), wellhead values wi11 
be significantly lower than those previously forecast. 

There are three primary reasons for these differences between actual and 
estimated wellh~ad values: 

1. The companies are claiming field gathering and treatment costs 
as deductible against the state's royalty payments. 

2. Tanker charges to all markets are higher than .previously 
estimated. 

3. Sales prices in all markets are lower than previously fore­
cast. 

All of these issues are currently in litigation . On September 2, 1977, 
the state filed Civil Action No. 77-847 against 18 North Slope companies 
and lease-holders requesting relief in regard to the matters outlined 
above. According to the Attorney General's office the state has a 
"good" case, although many of the issues are "close". Regardless of the 
eventual outcome of the suit, however, it seems likely that the state 
cannot avoid suffering at least the short-term revenue losses outlined 
above - even if the revenues are recouped, by court order, in later 
years. The specific areas effecting the state's wellhead values are 
discussed in more detail below. 

Table I contains the wellhead values which were asserted by the three 
largest North Slope producers in June and July. 

As can be seen from Table I, there are in es~ence two wellhead values . 
The value under the first column (LACT meter value per-barrel value) is 
the basis on which state severance taxes are calculated . The amount in 
the third column (net value per-barrel) is used by the producers as the 
basis for computing state royalties . The difference between the two 
values is contained in the second column of Table I - representing so­
cal led field gathering and treatment costs. 

The question of which of the two values to use for calculating state 
royalties (the recently enacted severance tax clearly sets forth the 
point of taxation at the LACT meter, and consequently that issue is not 
in dispute) essentially centers around the definition of the phrase "at 
the well" as 1Jsed in both the state royalty statute and in the Prudhoe 
Bay leases . The companies contend that gathering and treatment costs 
which occur after the oil physically emerges from the ground should be 
deducted before calculating the royalty value, whil e the state contends 



that such costs should be borne by the companies and that royalties 
should be based on the value of oil in "good and merchantable" condi-
tion. · 

Table II contains the tanker charges claimed by the companies for the 
month of June. 1977. as compared to previous estimates of the level of 
such charges. As can be seen from Table II. in all cases these charges 
are significantly in excess of those forecast previously, and according 
to Department of Revenue officials, are well above "reasonable" levels. 
Obviously, the level of tanker charges effects both state royalties and 
severance taxes. 

Table III contains imputed West Coast sales prices for North Slope crude 
oil for the month of June, again• as compared to previously estimated 
levels. These values are calculated by adding the Trans-Alaska Pipeline 
tariff and the tanker charges onto the LACT meter wellhead values con­
tained in Table I - a sort of reverse "net-back" process. As with the 
tanker charges, the sales prices for North Slope crude 'are lower than 
those previously forecast, and affect both royalties and severance 
taxes. 

The net effect of these lower-than-expected wellhead values and of the 
pipeline explosion on state revenues and Permanent Fund contributions in 
fiscal 1978 are set forward in Table IV. 

It should be noted that the figures contained in Tables I-IV are pre­
liminary in the sense that only two months of production data from th~ 
Prudhoe Bay field are currently available. Data for August should be 
available apprl)Ximately the first week in October, and monthly there­
after. As can be seen from Table I, shifts in wellhead values occurred 
between the months of June and July - Exxon's wellhead value declined 
marginally, wh'lle Sohio's increased significant'ly . . Such shifts are 
likely to continue, as different mixes of tankers and destinations for 
Alaska oil occur in the months ahead. likewise, some price fluctuations 
in lower-48 markets can be expected as the North Slope companies seek to 
market increasing volumes of crude oil at varying prices and discounts. 

In sum, we expc?ct that it will be necessary to revise and update the 
fiscal 1978 revenue forecast each month, at least until such time as 
overall cost and price patterns for North Slope crude oil stabilize to 
a greater degrf?e than is presently the case. We do be 1 i eve, however, 
that such chan!Jes will tend to be smaller than those which have already 
occurred. Thi!i is because the largest effect on fiscal 1978 revenues 
arises from thu Pump Station No. 8 explosion. In addition, the varia­
tions in wellhuad value that can reasonably be expected to occur for the 
remainder of the year are likely to be substantially smaller than was 
the difference betwee;, the estimated price in July, and the actual 
prices which hllve been posted. 

DH:dh 



Company and Month 

ARCO 

June 

July 

Exxon 

June 

July 

Sohio 

June 

July 

Table I 

Prudhoe Bay Wellhead Values and Field Costs for Three Companies 
June - July 1977 

Value at LACT* Meterl Field Costs Net Value Per Barrel 2 

$7.55 

$7.55 

$6.954 

$6.954 

$6.24 

$6.65 

$0.636 

$0.636 

$0.528 

$0.528 

$0.66 

$0.66 

$6.914 

$6.914 

$6.426 

$6.411 

$5 .52 

$5.93 

* Lease Automatic Custody Transfer; i.e., the measuring device used as a transfer point for the oil 
from the unit operators to the Alyeska Pipeline Company. 

1 

2 

This value is used for calculating state severance taxes. 

This value is used for calculating state royalty payments. 
Prepared by: 

Legislative Affairs Agency 
Research Division 
15 September 1977 



Table II 

Actual vs. Estimated North Slope Oil Tanker Charges 
for Three Companies 

June 1977 

($/bbl) ($/bbl) 2 Company June Charges1 
Estimated Charges 

ARCO $0.88 $0.60 

Exxon $1.10 $0 . 75 

Sohio 

1 

2 

West Coast $0.89 $0 .75 
Gulf Coast 

I $3 .47 $2.00 

It should be noted that tanker charges for June are likely to be 
hi 9her in most cases than they wi 11 be in subsequent months. This 
is due to the fact that some companies are engaged in short-term 
chartering as the oil flow builds--a process which i s likely to 
be more expensive than utilizing either long- term charters or the 
company's own tanker capacity. 

Based on Department of Revenue, Legisla t ive Affairs Agency Research 
Division and miscellaneous private sector estimates. 

Prepared by: 
Legi slative Affairs Agency 
Research Division 
15 September 1977 



Table III 

Imputed and Estimated Sales Price for North Slope Crude 
by Three Companies 

June 1977 

Company Imputed Sa 1 es Price1 . 2 Estimated Sales Price 

ARCO $13 .34 $13.50-14.00 

Exxon $13.15 $13.25-13.75 

Sohio3 $13.05 $13.25-13.75 

1 

2 

3 

Calculated by adding the LACT meter value contained in Table I, the 
tanker charges contained in Table II, and the Interstate Commerce 
C01TJT1ission 1 s int~rim Trans-Alaska Pipeline tariffs. 

Based on estimated tanker charges contained in Table II and repre­
sentative West Coast prices of imported crudes of similar quality 
to Prudhoe Bay. 

Sohio's imputed sales price represents a weighted average received 
for crude oil sold on the West Coast and the Gulf Coast. Sohio's 
weighted average tanker charges for both destinations (not included 
in Table II) was $2.11 per barrel. 

Prepared by: 
Legislative Affairs Agency 
Research Division 
15 September 1977 
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TABLE IV 

Revenue and Permanent Fund Impacts of TAPS Thru-Put Delays and. Revised Wellhead Values 
Fiscal 1Y73 ($Million} 

Production or Wellhead Total 
Ex~enditures2 

Permanent Fung Permanent Fund 
Val ue Assum~tions Revenuel Contribution Balance4 

Based on memo of 7/15/77 $978.5 $853.8 $87.2 $89.6 
{940,000 bbl/d} 

Pump Station Restart 3/1/78, $822.7 $853 .8 $60.0 $62.4 
Revised Wellhead Values 
{720,000 bbl/d} 

Pump Station Restart 3/1/78, $813.9 $853.8 $58.4 $60.8 
Revised Wellhead Va~ues 
and Modified Tariff 
(720,000 bbl/d} 

General Fugd 
Balance 

$690.2 

$593.6 

$587.2 

lBasic revenue data taken from memorandum of July 15, 1977, and adjusted to reflect differing throughput and 
wellhead values. 

2 Expenditures taken from July 15, 1977 memorandum. 

3 Permanent Fund contribution level is set at 25% of state royalties from Prudhoe Bay and Cook Inlet oil and 
gas production. 

4 Permanent Fund balance includes previous year's carry-forward . 
5 General Fund balance includes previous year's carry-forward and reflects any deficit in the year. Also deducted 

are payments to the Native Claims Fund equal to 2% of the gross value of royalties, leases and bonuses . 
6 Tariff effects due to Pump Station No. 8 explosion have been estimated to be approximately $0.19 per barrel . 

North Slope companies have not filed for any such revision however. 

Prepared by: 
Legislative Affairs Agency 
Research Division 
15 September 1977 
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LEGISLATIVE AFFAIRS AGENCY 

MEMORANDUM July 7, 1977 

POUCH Y • STATf CAPITOi. 

JUNEAU, AtAS~" 998 11 

~7 ·'-~S.Jil<Y.> 

SUBJECT: Pennanent Fund and Revenue Forecasts 

TO: 

FROM: 

Hon. Clark Gruenin~~C~atnan, 

Richard G. Haggart~ 
Research Analyst 

House Permanent Fund Committee 

Enclosed are five (5) copies of our analysis of the State of Alaska's 
revenue outlook, and associated effects on the Permanent Fund. As you 
requested, the analysis is divided into three "cases": Case I which 
postulates low petroleum income coupled with high state expenditure 
level s , Case II which postulates moderate or 11concensus11 levels of 
petroleum income and expenditures, and Case III, which postulates rela­
tively high petroleum income and rel atively 10\·1 state expenditure levels. 

Each of the three Cases has four separate sheets -- one each for Perm~­
nent Fund contribution levels of 25%, 50%, 75% and 100% respectively. 
Because the computer print-outs and the Case titles are somewhat unob­
trusive you should caution anyone reproducing the material to be sure 
they are assembled in the proper order, to avoid any potential confu­
sion. 

Obviously, a number of assumptions went into the three case studies. 
These assumptions are contained in a supplemental memorandum which is 
now being prepared and which will be forwarded to you as soon as it is 
complete. Because of the complex nature of these forecasts, as well as 
the numerous assumptions that went into them, we believe it would be 
very desireable to include the supplemental material \·/hen the forecasts 
are di s tributed, at least as appendices. The objective here would be to 
allow those who are interested to reconstruct our work and satisfy any 
curiousity that might exist regarding methodology. 

If you have any further questions let us know. In the meantime, Gregg ~ 
John and I look forward to seeing you and the Committee in Anchorage on 
the 15th. 

RGll:dh 
Enclosures 
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l. . ' 
{ 

$72€.. 0 ! . . 
' I 

$747. '?J 

$S3E-. 7 

51, 00~.G ' · 1 
r 
r 

I 
$1,142.5 i 

I 
! 
' I 
I 

$1,2!5.4 

· ; 

$1, 241. £ 

$1,205. G 

$1,205. 6 



197S $453. 1 $50.S $166. 3 

197":1 $522. 8 $47. 4 $170. 6 

1'3SO $G1S.7 $44. S 

1S21 $741. 0 $41.9 $226. 7 .. 

1932 $203. 2 $3'3.2 $251.S 

1S83 $839.3 $43.'9 $257.0 

1·;,34 $8'94 . 2 !#46. G $261 . 4 

$'318. 3 $44. S 

TOTAL $5,791.0 ~35·:> . 5 $1,824. 9 

$44. 5 $225.S $942 .G $853. S 

$50. 4 $260. 2 $1,051.4 $93S. 2 

$59. 0 $302. 4 $1,217. 9 $1,033. 1 

$72. 2 $322. 0 ~1,403.9 $1,136.4 

$87.2 $315. 2 $1,4$6. 7 $1 , 250. 1 

. 
$•39. '3 $324.S $1,SG.4.7 $1,375.1 

$109. S $349.4 $l 1GG1. S $l,s12.o 

$116. 8 $379.3 $1 1 755.2 Sl,663.S 

$G40.1 ~a,47S.8 $11,094. 4 ~'3,764.1 

CASE I: Low Income-High Expenditure ~:odcl 
(See Uotes for Explanation of Assumptions) 

$162. 1 $164. 5 

$lSO.G $345. 2 

$1,92. 2 $537.S 

$201.3 $738. S 

$215.S $954.3 

... 
$233.4 $1,137.8 . 
$245.l $1,432.S 

$255.4 

NOT AP?L. $l,6SS.3 

prep,:;red by: 

lcgisl.:;tivc iffalrs ~gency 
rcsoDrch division 
july 6, 1'377 

- s~.e .. 6 

$E.22. 7 

Z52C..S 



1'37S 

197'3 

19ao 

19S! .. 

1982 

1'333 

1·3s.; 

19SS 

TOTAL 

NORTH SLOPE OTHE~ 
REVENUG PETROLEUM 

REVENUE 

~453.1 $50.8 

$522. s $47.4 

iPGlS.7 $44.S 

~741.0 $41.9 

~803.2 $39.2 

'Z83·3. 3 ~43.9 

.Z4G.G 

G'!>lS . 3 ~44.8 

~S, 791. 0 e359.S 

~17J.6 

$1'33.2 

~22€..7 

$251.8 

~257.0 

$261.4 

$1,824.9 

INTEREST 
INCOME 

~44.S 

$50.4 

$59.0 

$72.2 

$87.2 

$102.3 

$14G.3 

$626. 1 

$225.S $942.~ ~SS3.S 

$302.4 $i1,217.S e1,033.1 

$322.0 01,403.9 ~1,136.4 

$:;:1s. 2 S1,49G.7 $1,250.1 

'41324. 5 $1,567.1 $1 , 307.S 

$349. 4 $t,G75.S Sl,307.B 

$379.3 ~1,784.8 $1,401.G 

$2,478. 8 $11,140. 4 ~9,229.7 

CASE I: LO\·I I ncor.te·Hi gh Expondi turc Mode 1 
(See Notes for Explanation of Assumptions) 

$245.e. 

G271.0 $S1G. 6 

~2SS.4 ieos.o . 

~301. 9 $1,107.0 

$323.2 Sl,430.2 

.... 
~350.2 $1, 7SO. S 

~3G7.E; $2,148.1 

~383.1 S-2,53!.3 

NOT APPL. $2,531.3 

lo~i~l~tlvo ~Ff~i r~ ~gon er 
ro~o~rch ~iv i ~icn 
Ju ly G., 1'3Tl 

s40;.1 

~301.~ 

\;201.2 · l 

$190.E\ 

~100 • .:::> 

.. 100.0 

ClOv.O 

S1GO.O 



F/V 

1978 

1sa2 

19S3 

1935 

TOTAL 

NORTH Sl..Oi'E OTH!:R 
REV£N'Ji PETROLEUM 

REVENU£ 

$453.1 sso.s 

~522.S '!.47.4 

~olS.7 

~741.0 'li41. 9 

~43.9 

¢894.2 

~918.J ~44.0 

ss, 791.0 $359.5 

$168.3 

$170.G 

$193.2 

i2S1.8 

~257.0 

~261.4 

~295.9 

-.1,824.9 

INTEREST 
Ir\COME 

G44.S 

~50.4 

~ss.s 

$107.4 

~134.3 

-;163.1 

~193.1 

~834.3 

TOTAl. 
REVENUE 

~225.S 

4'260.~ 

~~02.4 

~1,414.1 s1,011.s 

~315.2 ~1,516.9 $1,0SS.9 

$1, 714.8 ~l,224.S 

~379.3 el,831.6 $1,320.6 

, 2,478.a s11,2ss.s ~B,534. 9 

CASE 1: Lo\I Income-High Expenditure Mode1 
(See Notes for Explana tion of Assumptions) 

$324.3 

$361.3 GGSS.O 

~.384. s i1 ,072.G 

$1,475.2 

$431.0 'Ll 1 SOo.2 

... 
s4Go.9 •2,373.2 

•. 

$4'30. 2 $2,B~3.4 

11510. 9 $3,374.3 

NOT APPL. i.3, 374. :3 

prop.lrct<I by: 

logi~l~tivo ~ff~lrs ~s cncy 
ro'o~rch divicion 
j uly 6, 1977 

F' .... ~o 
BALANCE 

s4ea.e 

$233.7 

~lOv.O 

~lCIO. 0 

$10\).0 

ZlCV. O 

$100.0 

1-lvO.O 

'l- ! 00.0 

.· 



NORTH SLOPE OTHER OIL ANO CAS 
REVENUE PETROLEUM PROPERTY TAX 

REVEN'JS: 

1978 $482.S $50.S $168. 3 

$47.4 $170.G 

19~0 $917. 1 $44.S $193. 2 

19S1 $1,107. 0 
' 

1•::>82 ~1 , 205.G $39. 2 $251.8 

1983 1'1,342. 3 $43.9 $257. 0 

1sa.:. ~1,421 . 0 $.4G.G '*201 . 4 

19SS il , 535.G 't44.8 . G29S.9 

TOTAL ~8,GSS. 7 $359.S $1 , 824. 9 

$4$. 4 ~225 . S $973.2 $SS3.S 

$57. 5 $200. 2 $1,213. B $917. S 

$82. 2 $ 302. 4 $1,539. S $9SG.G 

$322. 0 $1,SlS.2 $1 , 060.G 

$1€.6.9 $315. 2 $1, ·:i1a. a $1,140. 2 

$219.S $324.5 $2,193. 4 $1, 225.7 

$278. 0 $349.4 sa, 356.4 'l'1 , 317. G 

$342. G $379.3 $2, 590. 3 $1,416.4 

$1, 31 3.0 ~2, 47B. a il'>, 671 . s ~a, 912. 7 

CASE II: Medium Income-Medium Expenditure Model · 
(Seo Notes for Explanation of Assumptions) 

, 
'BERMANENT 

FUNO 
' CONTRISUTION 

$86.3 

$453. 2 

$166. 4 

'-· 
!.£18G. 7 . 
$1'37. l 

$212.6 

NOT APPL. 

prcparcG by: 

$83.7 

$34·rt. 1 

$502. 3 

G.$€.8. 7 

iess.s 

-i1,0;2.G 

~1 , 2GS.3 

$1,265.3 

lcgi~l~tivc ~ff~ir' n9cncy 
rcs~~r ch division 
july G, 1977 

S7S1.3 

$1,340. 0 

$!,944. 4 

$2,E-16.G 

$3 1 3'37.G 

..__., 23S. 3 

-MS , 2CS.o 



197S $4S2.S $SO.S .. 

1S79 $67S.C $47.4 

1sao ,911~1 $44.S 

19S1 , $1, 107.0 $41.9 

1':)32 $!,205. G •Ji3'3.2 

1983 ~1, 3118. 3 $43.9 

1'3S4 G1 1 421.0 \.146. e. 

1955 Sl,535.6 $44.8 

TOTAL. $8, 6'35. 7 $359.S 

,... . ._ 

$1E.S. 3 $45.4 $225.S , ~973. a $853.S $172.7 $175.l 

$170.G $57.5 $260.2 $1,213.S $'317.S $239. 7 $414.S 

$193.a $$2.2 ~302. 4 $1,5~9.S ~9aG.G $,2S0.9 

~2C:G.7 $120.4 $322.0 $1 1 818.2 $1 1 0GO.G ~30~.4 $1,002. 3 

$251. s $lE.G. ·3 $315.2 $l ,':.t78. s $1, 1't0. a $332.S 1-l, 335. l 

... 
$257.0 $21·3. s $324.S $2,193.4 $1,225. 7 $373.4 $1,70S.6 . 

~ae.1.4 $278.0 $349.4 $2,356.4 $1,317.€. $3'34. 2 ~2,102.8 

$342.6 $379.3 $2,SSB.3 $1,416.4 $425.3 .z2,s2s.2 

$1, 224. '3 $1,313.0 ~2,478.8 $14,,671 .9 $8,918. 7 · NOT APPL. $2,S2S.2 

CASE JI: Medium Income-Medium Ei<penditurc Model 
(Sec Notes for Explanation of Assumptions) 

lagi~lativa ~ffairs ~gon'y 
ros~arch division 

. -
july G, 1'377 

..-121. a. 

~·3S3. a 

$1,SS0 . 2 

$2, si • .:,. s 

~3, lS'?. 1 

$3, Si45. 7 

~3,945.7 



NORTH Sl.OPE 
R~~ 

.. ,. 
e 

1972 $4S2.8 
... 

1 'Z>7•3 $G7S. O 
• I 

1-SSO $917.1 
.. . 

1'9S1 .. $1,107.0 

1982 $1,205.6 

cz1,34S.3 

lSB4 ·.U,421.0 

!S3S '.tl,535.6 

iuTAL $8,6SS.7 

OTHER INTEREST OTHER 
PETROLEUM INCOME: INCOME 

REVENUE 

$SO.S $168.3 $45.4 $225.S $973.2 $853.S 

$47.4 $170. G $57.5 $2G0.2 $1 1 213.S $917.S 

$44.S t1·~3. a $82.2 $302.4 "1,539.S ¥9So.6 

~41.9 $22G.7 $120.4 $:;aa.o $1,S1S.2 ~1,060.6 

$251.S $16E .• 9 $315.2 ~1,97S.S $1 1 140.2 

$43.9 . $257.0 ~324.S ~2,193.4 $1,2a5.7 

$46.G $261.4 $278.0 $349.4 $2,356.4 $1,317.G 

$342.6 

$35'3. s $1, 824. ·:> $1,313.0 

CASE II: Medium Incoma-Medium Expendi ture Model 
(See Notes fo~ Explanation of Assump ti ons) 

. .. 

1' .• 

~ERMANENT 
t 

PERMAl\ENT ,. FUNO FUNO 
CONTRIBUTION BALANCE 

$259.1 $2o1.S 

$359.G $621.1 

$ft21. 4 $1,042.G 

$459.G $1,502.2 

$499.3 $2,001.S 

... 
$560.1 $2,561.7 

$591. 3 $3,153.l 

$G3S.O 

NOT APPL. $3,791.2 

propClrcd by: . 
. lc!)isla'tivc uffoirs .Jccncy 
rcse~~ch division 
july €., 1977 

CENE:~AL. 
FUND 

SALANCE 

~S7S.e. 

$515.0 

SiE.40. 5 

$·~44 . 5 

•2,GS2.7 



1S78 $4S2.S $SO .!: 

1979 $G78.0 $47.4 

1·:.iso $917.1 $44.S 

... 

1SS1 • $1,107.0 $41. ·~ 

1sa2 ti1,20S.G $3'3.2 

1'383 $ 1,348.3 

1'384 $1,421.0 $4G. €. 

$44.S 

.. 
TOTl'.1- ~s,~·~s . 7 $359.S 

. ' 

.. 

Ci16S.3 $45.4 ~225.8 $973.2 $853.S 

Gi170.6 
'. 

(;~:,':? . s $260.a $1,213.8 $917.S 

$19:3.2 $82.a ~:302.4 $1,539.S $9SG.G 

G22G.7 G120.4 $322.0 $1,818.2 $1,0GO.G 

$251 . S $315. a $1,978.S ~1,140.2 

. 
$2S7.0 $21'3. s $324.S 

$261.4 $278.0 $2,3SG.4 $1,317.G 

$2';>5.9 $342.6 $379.3 ~2,598.3 $1,416.4 

$1,824.9 $1,313.0 $2,478.8 $14,671.S $8,918.7 

CASE II: Mcd1u~ Inco~e-~edium Expenditure Hodel 
(See Notes for Exp1anation of Assumptions} 

$:345.4 $347.S 

$47·~. 5 SS27.4 

I 
~·· 

$?61 . 9 $1,339.3 

ie.12.s $2,002.2 

$G6S.7 

... 
$74G.8 

$7S8.4 $4,203.3 

$850.7 $S, 054. 1 

NOT APPL. ss, 054. 1 

prepared by: 

l ogi~lativc ~ff~irs ~ gcncy 
ro~earch division 
july e., 1977 

$4Sa.2 

~ •. 

$308.7 

$2·~·9. 2 

$444.S 

$833.2 

~1,41·3.a 

1i1,419.8 



$1,355.6 
' 

$41 . 9 

1sa2 $1,542.0 $3'3. 2 

1 ·;,33 $l,SS2.G $43. 9· 

.. 

1984 ~=, 14'3. 3 $46 . 6 

1935 $2,325. S .. 44.S 

TOTAL $11,721 . l $359. 5 

~22t>. 7 $147. G $322.0 

~251.8 $211. G $315.2 $2, ::is·~. 9 $1,16:3. 7 

$257. 0 $296. 0 $324 .5 $2,804.1 $1,103.7 

$261. 4 $40G.3 $349.4 $3,213.1 $1,12€..4 

(;2~5. 9 . $53G.7 $379. 3 $3, 582 .8 $1,191 . 4 

~1,S24 . S $1 , 802.0 $2 , 478.8 · ~1B,18G.4 $8,496.S 

CASE II I: High Income-Low Expenditure Model 
(See ~otes for Explanation of Assumpt ions) 

$ 187.3 

$2 12. 4 $805.3 $3, 4aS.3 

... . 
$250. 0 

. 
· . $1 , 0cS.3 'l4' 2\:.~ . 7 .. 

$297. 0 $1,362.4 ~i:., 6 56. 4 

~320.9 'lil,~3. 3 $S,72~. S 

NOT APPL. 

' 
Legi~lativQ Aff~ir~ AQ~ncy 
Re ~c~ rch Di vis ion 
July <:. , 1S77 



1'37S $523.2 $50.S 

1 s1·;, · f7G·3. 5 $47.4 

1·330 $1 1 172•6 $44.S 

1·3Sl $1,355.G $41.S 
' 

1·:..s2 ~1,542.0 $3·3. a 
.. 

1SS3 $l,S82.E. $43. '3 

i·~g.:. $2, 14'3 . :3 $4G. G . 

• ·.35 $2, 325. ·3 $44.8 

TOTAL $11,721.1 $359.S 

. . 
. . 
• 

$168.3 $46.6 $225.S $1,014.S $853.S 

$170.6 $61. 7 $ae.o.a $1, ::io·:>. 4 

$193.2 $SS.a $302.4 $1,SOS.O $1,012.S 

$226.7 $147.6 ~322.0 $2,0'9410 $1, 091.2 

~251.S $211.6 $31S.2 $2, ~s·~. ·3 $1,163.7 

$257.0 $2'3G.O $324.S $2,S04.1 ~1, 103. 7 . 

$261. 4 $40G.3 $3.l;';). 4 $3,213.1 $1,12&. 4 

$2'35. 9 $536.7 $37'3 . 3 $3, 582.S $1, 191.4 

$1,824.9 $1,802.0 S2,47S. 8 $18,186.4 . $S, ~96.S 

CASE III: High Incoffie-Low Expenditure Medel 
(See Notes for Explanation of Assumptions) · 

$18°:1. 5 

·. 
$272;3 $4E.1. 9 , 

.• 

$346.4 $SOS.4 ' . 

$374.7 $1,1a3. a 

$424.9 $1,60S.2 

'· $520.0 
. 
" · $2, 12a. 3 

' 
$5~4 . 1 $2,722.4 

$€.41. ;3 $3,3~4.3 

NOT APPL.. 

pr~parod by: 

lo~isl~tivo ~if~irs agency 
rc te~ rch divi~!on 

.j ul y E., 1 ·~77 

se.s2. 2 

$775 .2 

$1,224.2 

$1, SS2.2 

$2, €·2:? . 4 

$3,E03.3 

s5, 2·:10 • .:, 

$7,0-+5 .9 



NORTH SLOPE O~R 
Ri::VENUE PETROLEUM. 

REVENUE 

1s1a eso.a 
.... 

~76'3. s ~47 . 4 

1SSO $1,172.6 S44.S 

1sa1 $41 . 9 

1';)82 $1,542.0 $:3':.i. 2 

1·3B3 $!,S~2.G $43. '3 

1'384 'Z2,14S. 3 ~4G . G 

~a, 325. ·:> $44.8 

TOT;o.L $11,721.1 $359. 5 

$1GS. 3 ~4G . 6 Ui2::!S. 8 Sl , 014.S $$53. S 

$170.6 ~GL 7 iaGo.a 

i3oa. 4 $1,SOS.O $1,012. 5 

$22\:..7 $147.6 

$251.S $211. 6 $315.2 $2, 359. ·3 $1,163.7 

$257. 0 ~2SG.O $324.S '$2, 804.·l $1,103. 7 

$2G1.4 ~40G . 3 $349. '• G3,213.1 $1,12E.. 4 

$536.7 $37-:>. 3 $3,582. 2 . $1,191.4 

$1,824. 9 $1,802.0 $2, 478. S $18, H?6. 4 $8, 4'36. S 

CASE III: High Inco~e-Low Expenditure Model 
(See Notes for Explanation of Assumptions) 

G280. 7 

$408.5 

I $$1'9o 7 
~- · 

$1,au.4 

$G37.4 $2,411.1 

... 
$7S0. 1 ~3,191.2 

. 

$891.2 !i.4,022.4 

NOT APPL. $S,04S.3 

prepared by : 

lc g i~la~ ivc uffuir5 •gcncy 
rccca rch d ivision 
july G, 1S77 

$545. 4 

$1,aav.s 

~,740. S 

$3, ·~3e.. 3 



$523. 2 $50.S 

$7€.9. S $47. 4 $170.G 

1sao ~1 . 112. e. ~44.S $193.a 

1SS1 $1 1 355. G $41.S ~2aG. 7 
' 

1$82 $1,542. 0 $3"3. 2 $251.S 

1':183 s1,ss2. G $L•3. 9 ~257.0 

1S84 ~·2, 149. 3 ~'+€.. 6 $2E·l. 4 

$2,325.9 

l'OTA!.. $11, 721. l $359.S $1,SC:4.9 

. ' 
. '' 

' .... 
• t 

• 

$4E..G $225 . S $1 , 014.S $853. S $374.:3 $37G. 7 

$l , :a09.~ $544. 7 $921.4 

$'35. 2 $302.4 $1,SOS,O $1 1 0 12 . S ' $1 ,E.14.4 

$147. G 1-322. 0 ~2, 0·1)4 . 0 . $1, o·~L a $74'3 . 5 <Z2,3G4.0 

. $211.6 . $315 . 2 $2, 35·3. •;) $1,163.7 $S4S. 9 ~::l,214 . 0 

.... 
$2':lG. O !t.324. S !;;2, 804. l $1,103.7 $1, 0:10. 1 ~4 , 254.2 .. 

$400.::l $3l;•3. 4 $3,213. 1 $1 , 126. 4 $1,188. 3 $5,442.:: 

~536 . 7 $379.3 $3,582. 8 $1,191 . 4 $1 , 283.8 

$1,802.0 S2,478.S · $18,l~G.4 $8,496. 8 

CASE III: High Income-Low Expenditure Model 
(See Notes for Explanation of Assumpt ions) 

NOT APPL. $€.,726.3 

prt>pilrad by: 

la9i s lnt i vc a ffuir~ ~n~ncy 
rcG~~rch divicion 
july <:., l.::J77 

~sos . o 

$315. E. 

~~71.4 

$1,017.E. 

$1,C.77 . '3 

52 1 57G.'.:i 



Working Paper #1 

STATE OF ALASKA PERMANENT FUND 

INVESTMENT OBJECTIVE OPTIONS 

August 25, 1976 

In accordance with the directive given to us, this first wor king 

paper focuses on identifying all of the possible investment 

objective options for the proposed permanent fund . 

Our effort emphasized comprehensiveness and completeness. It was 

not our purpose at this point to engage in any analysis of the 

options. Nevertheless , in the accompanying list some preliminary, 

somewhat superficial analytical observations are made. 

The options appear to fall into three general categories: those 

with a social orientation, those with an economic orientation, 

and those wi th a fiscal management orientation . 

Social Orientation 

I . Income Red istribut ion 

The principle objective of the fund would be to 

serve as a ve hicle for redis tribut i ng income from 

'ilh & F Streets • P. 0 . Box 420 •Anchorage, Alaska W510 • (907) 276·3110 



high income earners to low income earners. This 

would imply a strategy of placing investments in 

the safest securities, with the income from these 

investments going to low income families on the 

basis of some sort of formula perhaps similar to 

those developed for the proposed Federal Negative 

Income Tax. Obv iously, considerable actuarial 

work would be required to insure that the program 

were operated so it would not have to be supplemented 

by the general operating budget . 

l J. Subsidization of Lower Income Families 

llerc t he f und would be utilized to guaranty or purchase 

loons up to certain amounts and for certain purposes. 

'l'hc program wo uld be struclurcd so us to provide 

fi nancing to families who otherwise would have a difficult 

Lime obtainJng Cunds. An e xample would be expans~on of 

the SLotc ' s home morLg agc program. 

l l t. Gcoc1ruph i c Re d is tr ibution o f Wealth 

Under this objective Lhc f und would l nvcst princlpolly 

ul rural development prog rtims, making c.lpital avll ilablc 

(.I) 



for both public and private projects that otherwise 

would not be able to attract such capital. This 

objective t~nds to fly in the face of an important 

concept which s hould be kept in mind: just because 

f inanc ing is available for a partic ular project no t 

necessarily make the pro j ect sensible from a long­

run opera tional viability standpoint. 

IV. Support o f a Specific Designated Social Objective : e .g., 

Endowment to Finance the University of Alaska 

'I'his strutegy, similar to the one pursued in Texas 

(Permanent Un iversity Fund) , repn~:· •.mts a rather 

dramatic commitment of state funds . It would seem 

that s uch a commitment would have to have some degree 

of f lexibility, as it runs the risk of not coinciding 

with future social priorities . 

v. Direct ly Increase the Quality of Life of All Alaskans 

'l'hrough various Subs i dies 

The structure ot this program would be identical to that 

undor 1r, e xcep t that t he l ower i nterest loans would be 

«vallable al l Alaskans regardleas of i ncome or ther 

Cluancial criteria . Naturally, such a program would 

run Lhc risk o f some rather dramatic di s parities, such 

dS a n oxtromcly weolthly individual receiving a state 

subsidized loan. 

( l) 



VI. Provide a vehicle to allow all Alaskans to participate more 

directly in the economic development of the state through 

an ownership position. 

This would involve creating a private corporation, the 

stock of which would be given to Alaska citizens on the 

basis of some sort of criteria and formula. The 

corporation (e.g., Alaska, Inc.) would receive the 

revenues designated for the permanent fund and would 

have the power to declare uividends on the basis of 

its earnings. 

The legality of such a vehicle is certainly opened to 

question. Further, establishing such a program would 

be an extremely complex matter. Such a vehicle might 

be implemented as a "general stock ownership plan" 

similar to an "employee stock ownership plan" recently 

authorized by Congress. In addition t o the legal 

questionability and mechanica l complexity, there are 

some major philosophical questions which such a program 

brings forth. 

EconomJc Orientation 

VlIJ. Subsidize small businesses through expansion of existing 

loon programs (Small Business Revolving Loan Fund, Commercial 

f'lshing Loan Fund, nnd Tourism Revolv i ng Loan Fund) and the 

development o( now similar loan programs. 
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This program would likelv ~ake the form of loan 

guarantees or purchases to bring about lower interest 

rates. 

Important note: subsidies only make economic sense 

if the activity directly and indirectly induced by the 

subsidy generates in the long-run revenue to the state 

government which exceeds the cost of the subsidy, 

thereby bringing about a net benefit to the state. 

VIII. Vehicle to bolster, beef up, and make viable Alaska's 

traditional industries, particularly fishing and forest 

products. 

Such a strategy would imply a variety of programs including 

loan guarantees and purchases, bond purchases, (e.g. 

"Industrial Bond Bank"), and direct ownership of major 

projects which effect substantially the viability of 

these industries (e.g., Quebec Industrical Development 

f\sslstance Act} . 

These programs should be pursued only if they sufficiently 

alter the very structure of these industrie s so as to 

create truly vi able ente rprises which in the long-run 

will generate tax and other revenues which more than 

offset the costs of these programs to the State. 

IX. Vehicle to create a more stable and broadly based economy . 

( 5) 



objective the priority would 

be placed on the financing (either debt or equity) 

of major projects which substantially alter the very 

structure of Alaska's economy. 

Examples might include hydroelectric facilities, 

petrochemical plants, agricultural projects, hardrock 

mining ventures, etc. 

The organizational structure and modus operandi might 

be similar to organizations such as The World Bank , 

the Asian Development Bank, and the Development Bank 

of Puerto Rico. 

Fiscal Managemen t Orientation 

X. Vehicle to provide cushion for possible future revenue 

down t.urns. 

Under this program the fund would be invested re­

latively conservative ly. Earnings would be re-invested 

separately in the safest securities, and the accumulation 

of such earnings would be ava ilable to fill any gap 

resulting from a momentary short-·run decrease in revenue 

to the State of Alaska as a result of cyclical or other 

temporary factors . 

XI. Reduction i.n the state debt and/or the tax burden on 

Alaska's taKpayers. • 
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Under this objective the fund would be utilized to buy 

back State of Alaska bonds, reducing the state's out­

standing debt and thereby (1) lowering the interest 

payments of the State, and (2) improving the State's 

bond rating which in turn would lower the interest 

rate on future bond issues. 

Further, under such a strategy earnings of the fund 

would be utilized to help pay for the State's operating 

expenses or for the distribution to local government 

for support of current operations. 

Genera~ Comments 

Upon considerable r ef lection on this matter, we feel that a subtle 

yet extremely important distinction must be kept in mind. The very 

name of this instrument which the Alaska voters will approve or 

disapprove -- permanent fund -- implies that notion of sustainability 

and perpetuity. Therefore , it seems to us that management of t he 

fund i n accordance with the intent of the Legislature and the 

Alaska vote r s would imply a long- range rather than a short-range 

orientat ion. 

In this r ega rd, .it is i mportant to acknowledge that often pursuit 

of short-run socia l objectives such as redistri bution o f wea lth 

of ten is counler-productive to the exten t t ha t it ca n undermine the 

very facto rs that are necessary for their long-run continuation. 

Fur t he r , it s hou ld be ack nowledged that pursuit of economic ob­

jective~, to tho extent t hat they expand the tax base, often more 
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effectively contribute to the long-run maximization of social 

objectives. 

It is thi s line of reasoning tha t at this point causes us to feel 

that pursuit of investment objective options VIII and IX would most 

effectively satisfy the intent of the Alaska voters i f they approve 

the c reation of the Permanent Fund . 

I t appears to us that the following activity is now appropriate for • 

the State Investment Advisory Conunittee: 

(1) Select on a preliminary basis the objectives to be 

pursued, establish the priority for each. 

(2) Fully analyze the implications and effects of the 

pursuit of each objective . 

(3) Refine, consolidate , and perhaps reduce the objectives 

to be pursued, establishing a relative priority for each . 

(4) Determine certain more specific guidelines (e.g. invest­

ments inside and outside the State of Alaska , the fund's 

interface with the private sector, and the mix between 

short-run a nd long-run maximization of objectives ) . 

(5) Determine the orgnnlzational structure , administrative 

procedures , and other specifics required for implementation 

of the fund. 

This working paper r epresents only our initia l thinking on this 

matter and is intended solely as a basis for disc ussion which wi l l 
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lead to a &pecif ic identifico~~~n ot 

v~rformed. 
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Working Paper #2 October 13, 1976 

THE CURRENT STRUCTURE OF' ALASKA'S ECONOMY 

In .accordance with the directive given to us , this second 

working paper defines the nature of the Alaska economy as it 

is today in order to better understand the economic climate 

within which any investment objective option for the proposed 

Permani::.lt Fund would operate. 



THE CURRENT STRUCTURE OF ALASKA ' S ECONOMY 

AS IT IS TODAY 

Cyclicality ..••.• . • • . • •••• 

Seasonality . .• . .•.•.•. •.• • 

Di versif ica ti on . ... .. . .• •• 

Labor Intensity .. .... . • . .. 

The Public Sector .... . ••.. 
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Wage and S.ul.:iry Civilian Employme~t Mix 1975 

l . u<J' __A Alaska 
. :/ .' ,.r) 

I /.r;· J.. 
l /;/ ' .. Indus t ry 

; / J . 
I ) frJ\, ~ ... 
f.~ y- ·V I " '(j' Trade, Services., Finance 

.v 
1 ror 
:./ . Government · 

Construction 

Trans., Comm., Util . 

Manufacturing 

Mining 

Industry Group 

Distributive 

Government 

Dasie 

% of Total 

36. 4 J 

3 ,, • 0 

14.4 

10.0 

5.5 

2.7 

% of Total 

46 . 4 

31.0 

22.6 

United States Average 

Industry 

Trade, Services , Finance 

Manufacturing 

Government 

Trans., Comm. , Util. 

Construction 

Mining 

Industry Group 

Distributive 

Basic 

Governmen t 

46.l 

2:l.6 . 

18 . 8 

5. 9 

4.7 

1.0 

% of 

52 .0 

29.3 

18. 8 
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ALASK.~ POPULATION DY REGION 

Sol\thcentral 

Interior 

Arctic & \·lestern 

Southeastern 

% of. Total 

5'1.5 

17.4 

16.3 

11.9 
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State 

ALASKA 
Distr ic t of Columbia 
Connecticut 
Delaware 
New Jersey 
Illinois 
New York 
Hawaii 
California 
Nevada 
Maryland 
Michiga n 
Massachusetts 
Washington 
North Dakota 
Ohio 
Colorado 
Kansas 
UNI'l'ED STA'I'ES 
Pennsylvania 
Minneso ta 
Flo r i l.:i 
~·!~'Oltd lhJ 

RhoJc Island 
Virginia 
Oregon 
IO\.J.:l 

Neb raska 
Wi sconsin 
Ind i..·l:Ut 
Ar izona 
Minsouri 
Montuni.I 
'J'exas 
New ll<lmpsh i.rc 
Idaho 
Georg ia 
Sou t:h Da ko tu 
t\orth Caroli.nu 
Mu.in~ 
Ok l ahom..i 
•rcnn'-·r. ::. ""2 

VcrmonL 
Utuh 
!\en tuc l:y 
l..ou i !;j .an"" 
\·lcs L v j rc:i i.n i. ~.1 
Sou Lh Cu rol l n ~• 
1\ l n b rn1tt\ 
f\ rk.::tn !Hl !i 
Mis n ln ::t ppl 

7,062 
7,044 
6,455 

' 6,306 
6,247 
6,2 34 

.. 6,159 
6,042 
6,032 
6,016 
5,943 
5,883 
5,757 
5, ·110 
5,503 
5,518 
5,515 
5,500 
5,448 
5,44 7 
5,422 
5,416 
5, 4 04 
5 I 34 J 
5,339 
5,204 
5, 2·19 
5 , ?. 78 
5 , '.l4 7 
5 ,1 84 
5 ,1 27 
5,036 
4,!> 56 
4,9 52 
4, 944 
4, 91 B 
4,7 51 
4, CiU5 
4, 6G5 
4,590 
4, 501 
4, 5!:> l 
4 I !> '\It 
4,'17 3 
4, 44i 
4, JC)J 
4, 372 
4 I ) ll 
4 I ~] 5 
.., , 200 
J ,OO J 

, . 

. , 

.. ~. 



LABOR INTENSITY BY INDUSTRY GROUP 

Government 

Trade & Services 

Fishing 

Tourism 

Forest Products 

Construction 

Petroleum 

Highly Labor Intensi~e 

Moderately Labor Intensive 

Capital Intensive 



State Percent 

west Virginia ... 41.3 
Michigan 38.4 
wu.shlngton . 38. 3 
Pennsylvania 38.2 
Hawaii 37.0 -. 
New York ' . 36.2 . --- . 
Illinois . 35.6 . 
Ohio 34.8 
India.na 33.9 
Nevada* 33.6 ~ : ! 

Missouri . 32.9 . 
.) .... J 

Montana 30.7 
Wisconsin 29.7 
New Jersey 29.1 
California . . ,.,.... . 28.9 
Minnesota 28 .3 
Oregon 2·1. 9 
ALASKA 27.6 
Rhode Island 27.3 
U. S . AVERAGE 27.2 . 
Connecticut 26.1 . ,, . 
Massachusetts 26.0 
Kentucky 24.9 
Maryland•* 21.7 
De laware 20.3 
I owa* 20.0 
Uta h* 19.4 
Altibama• 19.2 
Maine 19.l 
Colorado 10.9 
Wyoming* 18.5 
'tcnnessee 18.4 
Vermont 17.7 
New Hampshire 17.2 
Idaho 17 .0 
Nebr.:tsko k 17.0 
Lou i siana 16.9 
Ar izona _. 16.6 
Ar ka nsas • 16.4 
Noc t h O.'.l ko ta "~ J6.l 
Ok l.:i horn.:i lG.O 
Vj r q i.n i.'.l"' 15 .5 
Krtn Sll S .- JS.4 
f'J OC' lclu it 14. 7 
GCOC'<Jiu • l J . 9 
'l'c xa s • J 3 . !j 
N w Me xi.c o 13 . 2 
Mins i. ss j ppi ,., 12 . G 
South Oakot:LI* 11. e •• 
South C.:i rolina * 9.0 
North Caroli mi' 7.5 

* St\lto ho:.; •• right-to-work l.11w. 
• • J nc lucl<.!s nl ot . of Col. 
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STATE OF ALASKA ESTIMATED REVENUE SOURCES 
FISCAL YEAR 1977 

Source 

Peiroleum· Related Sources 

Reserves Tax . ..... • ............. . .•. 

Royalties. sovercncc tax, 
property tax, etc. . ... . ... . . ....... . 

SUBTOTAL . .... ... • . ...• . . .. .. 

Other Sources 

Income T;ixes ..... ..•.•.....•...•..•. 

Othu t:P1t?~. fees, etc. . . . ............ . . 

TOTAL 

Amount 
($Millions) 

$ 260 

$ 155 

s '115 

$ 145 

S MO 

s 700 

Portion 

37.2% 

22.1% 

59.3% 

20.7% 

20.0% 

100.0% 

- . 
I 
I 
I 

J .. 



Oil and 

STATE OF AIASKA ESTIMATED REVENUE SOURCES 
FISCAL YEAR 1985 

Amount 
Source ($ Billions) Portion 

Gas • ...•.....•.. $2.0 71.4 % 

Other Sources •••.••..••. 0.8 28.6% 

TOTAL ...••. • $2.8 100.0% 
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During the ten year period of 19 64 to 1974, state and local 

government employment increased.by nearly 15 ,000 employees. 

Assuming the state average household size of ·3 . l persons implies 

an increase in Al~ska ' s population of over 45 ,000. The mulitiplier 

efrec t then ' adds another 22 , 000 people . This totals 67,500 people 

attracted to Alaska because of the expansion of state and local 

government. This is near ly twice the population impact of the 

construction, petroleum, hardrock mining, flshing and forest 

products industries -- the entire bas i c sector -- combined. 

These employment increases reflect the general expansion of state 

and local government since 1969 . In one year (Fiscal Year 1971) 

the level of State General Fund expendi t Jres doubled. Over the 

past five years State spending has increased at an annual rate of 

26 . 2'L 

As ~ result of this expansion, the State of Alaska now spends 3 . 7 

times as much per capita as the average state in the country, employs 

2.9 tin1es as many people p~r capita as the average state in the 

country, and has 4 . 7 times as much outstc:mdin~ de bt per capita 

as the av\::rage state in the country. 



Working Paper #3 October 13, 1976 

FUTURE DIRECTION OF THE ALASKA ECONOMY 

SHORT-RANGE OUTLOOK 

Alaska's economy is now entering a plateau period . Over the 

next two years, our economic growth will slow considerably. 

Three factors are going to be responsible for the forthcoming 

slowdown in our rate of growth : 

1. the substantial decrease in employment on the 

pipeline project; 

2. the likelihood of more modest State spending 

increases; and 

3. a holding back in the private sec tor because 

most businessmen and develcpers in Alaska are 

expecting a slowdown. (As in any business 

cycle anywhere, t his i n turn causes them to 

become more conservative and helps bring 

about t he very slowdown t he y expect . ) 

'ilh ~ F Slrfll!IS • p 0 . Ooic • 20 . Anchor-o•. AIH 1<8 911510. (9071276 3110 



To put some preliminary numbers on this slowdown, in 1975 

civilian employment in Alaska rose 22% above the level of 

1974 . In 1976 the growth rate is expected to fall considerably 

to somewhere in the neighborhood of 10%. In 1977 employment 

is expected to decrease by about 5% - 10%. Employment 

should hold relatively stable in 1978, then in 1979 with 

subs tantial royalty and production tax revenues flowing to 

the State and· a gas pipeline probably under construction, 

the rate of economic growth should pick up. 

It should be emphasized that, despite this forecast of a 

slowdown, there is not going to be any sort of major bust in 

the sense of the pos t -gold r Jsh collapse. These factor s 

will prevent the forthcoming slowdown from turning into a 

bus t. 

First , we should keep in roind the huge underpinn ing of t he 

Alaska economy: government . Over the past decade, federal 

spending in Alaska has rieen s t eadily at an average annual 

rate of 10%. Thi• is expected to continue. At the state 

governmen t level large spending increases are occurring. 

The Fiscal Year 1975 appropriations provided for a 40 .1% 

i ncrease in expenditures over t he level of fiscal Year 1974; 

the fiRca l Year 1976 budget increased anothtc 28%; and t he 

Fiuco l Year 1977 level of expendi t ures is expected to ris~ 

hy nctlt' ly 20'1 •. 
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This huge base of government spending and employmen t (indeed , 

providing nearly half t he j obs in Alaska) presents a stable 

underpinning t o our economy which helps to mitigate cyclical 

fluctuations i n the private sector. 

A second element t o keep i n mind when analyzing the possibilit y 

of a post-p i pe line bust is the fact that this project i s not 

a si t uat ion wher ei n on July 1, 1977, everybody i s going to 

lay down t heir tool s ar.d go home . Rather, construct ion on 

t he pipeline wil l concinue into the early 1980' s, gradually 

increa s ing t he capaci t y to two million barrela a day . 

Nevert heless , t he fact remains that it appears at this point 

t ha t i n 1977 t here is going t o be a fall-off in the number 

of worke r s on the pipeline of approximately 18,000 . Interest­

i ngly , t his fall-off is not going to have the catastrophic 

effec t that would appear on the surface. The workers living 

in the camps and working on the pipeline are having a more 

modes t impac t on Alaska's economy than expected. Forty 

per cen t of t hem send t heir payroll checks directly to the 

"lo' ·"' r 48" to a bank in the ir hometowns fo·r deposit . F~ther , 

a substant ia l number of t he local checking accounts of the 

ot her 60% are s imply temporary or flow-through in nature . 

The second factor, then, preventing a post-pipeline bust 

is t he fact t hat the pipe line project has not itself 

-3-
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contributed as much to the present boom as i t appears on 

t he surface. Therefore, t he winding down of the pipeline 

project will not have as great a "bust" effect as some 

believe. 

The third element preventing a post-pipeline bust is the 

fact that it appears that most Alaskans are focusing on the 

longer range outlook. We know there will be construction of 

a gas pipeline, one route or another; we know that oil and 

gas exploration and development is just in its infancy and 

will grow substantially; we know that the economic impact 

from t he Native Claims Settlement Act will be significant; 

we know that a certain expansion of LNG plants and of the 

petrochemical industry is highly probable; we know that 

there is a good chance of a major hydroelectric project and 

of t he capital being moved; and w1e know of nwnerous other 

events likely to occur in the 1980'& . 

Th- relevancy of all of this is that there will continue to 

be anticipatory expansion in the private aector. In fhe 

very same way that the delayed pipeline in the early ~70's 

did no t s1uelch complete ly the plans of developers, I 'feel 
I 

Lhat the forthcoming slowdown also will not squelch comple tely 
I 

the activities of developers who look beyond t he valley to 

the strong growth anticipated for the 1980's . 

-4-



To sununarize the outlook for the inunediate future: definitely 

the rate of economic growth will slow down, anf there could 

be a slight downturn in 1977. But this slowdown will be (1) 

somewhat. modest, not in any '~ay resembling a bust, and (2) 

relatively short in duration. 

-5-



LONG-RUN OUTLOOK 

The decade of the eighties looks promising for Alaska's 

economy. Big oil and big government the factors underlying 

Alaska's prosperity in the seventies will again promote a 

great leap forward. 

For at least the next decade -- and likely far beyond -- the 

petroleum industry will serve as the vanguard of Alaska's 

economic gr owth . 

Pet roleum Industry 

The second major oil and gas project in Alaska following 

~onstruction of the trans-Alaska oil pipeline will be construction 

of a natural gas pipeline . Although there is as yet no 

spccif ic route approved for transporting the natural gas 

f r om Alaska's t~orth Slope to U. S . markets, three routes have 

been proposed. Canadian Arctic Gas , Ltd., has applied to the 

Federal Power Conunission for authority to transport the gas 

through Canada to Montana and onto the Midwest where it will 

connect with existing systemH, terminating in Pennsylvania . 

El Paso Natu~al Gas Company is proposing to transport the 

gas from the North Slope to Point Gravina near Cordova, 

liquefy it, and ship the LNG to the West Coast . A third 

entrant, Northwest Pipeline Corporation of Salt Lake City, 

IC\ 



has fi l ed for permission t o construct a pipeline parallel to 

the first oi l pipeline from Prudhoe Bay to approximately 

Fairbanks, turn east, and enter Canada where it would connect 

wi th existing systems to transport the natural gas to the 

United States. The Federal Power Conunission has announced 

its intention to rule on this .matter by the end of the year . 

Undoubtedly final resolution of the route is expected to be 

performed by Congress. This is anticipated to be accomplished 

by fall, 1977. 

Regardless of which r oute is approved , Alaska will feel a 

substantial impact during construction of a gas pipeline. 

Nevertheless, the trans -~laska route, which would transpor t 

gas to tidewater, would be most conducive to development of 

a petrochemical industry in Alaska. 

When looking to the future of t he petroleum industry in 

Alaska, it should be lept in mind that t he Prudhoe Bay 

proj2ct on the North Slope, which holds one-fourth of our 

nation' s proved crude oil reserves and nearly ten percent of 

our nation's proved natural gas reserves, is simply one 

reservoir in one of Alaska's fifteen s edimentary basins. 

That is, development on the North Slope represents only the 

beginning as far as oil development in Alaska is concerned . 

No one knows for sure, but the guesses in the industry are 

t hat the r e is in t he neighborhood of one hundred billion 

bar r els of oil underneath and offshore Alaska. 
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Sale Area 

Our nation's official commitment to pursuing greater energy 

self - sufficiency has placed a high priority on lease sales 

on Lhe Outer Cont i nen tal Shelf . Over Half of the U. S. Outer 

Continental Shelf lies off Alaska. The first offshore oil 

lease sale in the Gulf of Alaska was held last April, and 
\ 

eight more sales are schedulecl over the next two years as 
J 

indicated in the accompanying table. 

OCS SALE SCHEDULE F0R ALASKA 

Call For 
Nominations 

Sale 
Date 

Lower Cook Inlet November, 1976 to 
January, 1977 
February , 1977 
March, 1977 
October, 1977 
De~ember, 1977 
August, 1978 
October , 1978 
December, 1978 

Gulf of Alaska (Kodiak She lf) 
Bering Sea (St . George Basin) 
Beaufort Sea 
Bristo l Basin 
Bering Sea (Norton Basin) 
Gulf of Alaska (Aleutian She if) 
Chukchi Sea (Hope Basin) 

Source : Oil and Gas Journal 

July, 1976 
September, 1976 
May, 1977 
July, 1977 
September, 197 7 

Another factor inducing oil deve lopment is the transfer of 

for ty million acres of land from t he federal government t o 

Alaska's Native corporat ions . Moat of the Native corporations 

which occupy po t entially rich oil and gas basins have consummated 

expl ora t i on agreements wi th petroleum firmo , as outlined i 11 

the table fo llowing. 



NATIVE CORPORATION DRIL ... ING CONTRA,:Ts 

Native Corporations 

Arctic Slope Regional Corp. 

NANA Regional Corp. 
Cal ista Corp. 
Bristol Bay Native Corp. 
Koniag, Inc. 
Doyon, Ltd . 

Ahr.na, Inc. 
Chugach Natives, Inc. 

Contracting Companies 

Standard Oil 
Union-Amoco 
Texaco 
Standard Oil 
Shell 
Phillips 
Standard Oil 
Louisiana Land and Exploration 
Champlin 
.\sland 
Amoco 
Phillips 

Another bright star in Alaska's future is the expansion 

of the petrochemical industry. Current world economic 

conditions which are not conducive to the construct~0n of 

petrochemica l plants in Alaska can be expected to change 

in a more favorable direction over time. Of immediate 

significance, however, is the fact that the State of Alaska 

owns the oil and gas at Prudhoe Bay and will be receiving 

a 12%% royalty. Pr0bably the Srate of Alaska will take 

this royalty in kind, sell it to those firm• that agree to 

process the gas in some way in Alaska, and thereby strongly 

influence expansion of a petrochemical indu•try in Alaska . 

State Government 

Another major factor raising Alaska's economy onto a new 

pleLeau will be the tenfold increase of revenue to the 

Sta te nf Alaska by the mid-1980's from the 1970 level . 

( 9) 
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When the North Slope is in full production , t he mineral 

royalties, r ight - of-way leases, and production taxes will 

generate substan t ial revenue to t he State .· The greatly 

increased Sta te expenditures will be important no t only 

as ends in themselves by creating employment directly and 

indirectly, but, to the extent that they are devoted to 
I 

public works projects such as highways, ports, schools, etc., II 

they will induce additional economic development. For 

example, expans ion of transportation systems in Alaska's 

interior r egion might make certain proposed mineral ventures 

feasible. 

Hardrock t·!ining 

Although, Ala ska's min i ng industry has been relatively 

dormant except for ext raction of gold, sand and gravel , and 

o few minor operations, many projects are waiting in the 

wings to be developed. There is the proposed Lost River 

fluorite mine co !: he Seward Peninsttla, which contains an 

est imated one-third of the world's supply of fluorite; 

t here is Mitsubishi's iron ore deposit at Klukwan near 

Hai. ncs; Marcona 1 s iron deposit at Snettieham near Juneau ; 

NcwmonL Min ing's nickle deposit at Glacier Bay ; the U.S. 

Uorax tt~lybdenum deposit near Ketchikan ; Kenneco tt 's huge 

copper deposit near Bornite, and many, many o t hers. 
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One of the most exciting mineral potentials is the Beluga 

coal dL~osit across Cook Inlet from Anchorage. The sub­

bituminous coal there is very low in sulphur content. The 

estimated 2.4 bill ion tons of coal at Beluga contain an 

ene rgy equivalent 25% greater than that of the crude oil 

at Prudhoe Bay . 

Currently, U.S. Borax is pursuing development of its rich 

molybdenum deposit near Ketchikan. 

Despite Alaska's irmnense latent mineral potential, currently 

the annual hardrock mineral production of Alaska is less 

than one-twentieth as great as that of the average western 

state. 

Construction 

The primary beneficiary of the enormous increase in State 

expenditures and the necessary expansion of Alaska's 

infras truc ture will be the construction industry. The 

upsurge of construction projects is already about to conunence. 

In November Alaskans will vote on bond issues totalling 

nearly $250 million. 

Further, investments by Native corporations and greatly 

expanded oil and gas exploration and development will generate 

fl 1 ' 



large projects, all of which auger well for the construction 

industry. 

Visitor Industry 

Alaska 's visitor indust~y is expected to continue its 

soaring growth . Indeed , in just the past five years, the 

number uf visitors to Alaska has more than doubled . 

Alaska will continue to receive considerable national 

aLtentinn as a result of its dominant position in the nation's 

quest for energy. As a result, Alaska can look forward to 

receiving an increasing share of t he burgeoning f low of 

t ravelers t hroughout the country . The state Divi ~ ion of 

Tourism predicts that in ten years more than one million 

tourist s will be vis1.ting Alaska annually -- triple the 

current level . 

ru1other boost to Al~ska ' s visitor industry la the establish­

ment of the Anchorage Convention/Visitors Bureau. The 

objective of this organization l a to attract to Anchorage 

some of the more t han 47,000 conventions held annually in 

the United States . Additionally, Alaska's Native corporations 

arc investing in visitor facilities to accoD1Dodate a greater 

flow of touris ts to Alaska . 

(12) 



Fina . ly, a virtually untapped market for Alaska's t ourist 

industr y are the Japanese. At the height of Japanese 

visitations to Alaska prior to the imposition of exc~ange 

controls , 10 ,000 Japanese visited Alaska annually . At the 

same time more than 200,000 Japanese were visiting Hawaii . 

Alaska, with i ts spaciousness and splendor, two criteria 

high on the list of Japanese tourist&, has a strong competitive 

advantage in a ttracting this important market. 

In general the long-run outlook for Alaska's visitor industry 

is extremely favorable. 

Forest Products 

Alaska ' s forest produc ts industry looks bleak for the long­

r un . Not only has expansion been curtailed, but the very 

exi8~ence of t ht! industry in Alaska ie in jeopardy. 

Ketchikan Pulp Company, in the face of severe federal waste 

water t reatment regulations, has announced its intention to 

c lose its mill next year. Champion International, after 

nearly ten years of apparent endless litigation between the 

Sierra Club and the U.S. Forest Service , finally abandoned 

its plans for a huge wood processing complex at Berners Bay . 



Further. the Forest Service has adopted the policy of 

limit ing future timber contrac ts to ten years rather than SS 

years. This means an absence of wood volumes sufficient to 

support large operations, and, therefore, any future develop­

ments will be limited to relatively small mills. 

Despite the~ ? extremely adverse events, the basic facts 

remain that strong economic advance and growing affluence in 

Japan, combined with substantial population growth in the 

State of Alaska, are going to place heavy demands on our 

timber resources. At the same time, we are currently 

cuttinr. only about one-third of the s t ate's total annual 

allowable cut. Accordingly; there is considerable room for 

expansion of t his industry. 

I t is likely that the Nat~ve corporations, with their keen 

interest in creating jobs in their respective regions, will 

be t he key element in any future growth of Alaska's forest 

products industry . 

Fishing 

The long-run cutlook for Alaska's fishing industry is opti­

mistic as the in1ustry diversifies and its business management 

t echniques become increasingly sophisticated. The major 
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long-range po tential for Alaska's fishing industry may very · 

we l l be with bottom fish. Increasing demand from Japan, 

rapidly rising world prices, and improving market acceptance 

t hroughout the United States are inducing more and more 

Alaska fishermen to harvest bottom fish . 

Additionally, federal management of the shellfish and halibut 

fisheries is showing definite signs of effectiveness. Also 

State and federal aquaculture programs now suggest salmon 

harvests in the 1980's may approach 50 million fish. It 

seems reasonable to expect continued gradual growth of 

Alaska's fishing industry, accompanied, however, by the 

normal cyclical fluctuations resulting from biological and 

climatic factors . Again, Alaska's Native corporations will 

likely be a major force in the development of the state's 

fishing industry. 

Nevertheless, a huge question mark hangs over the future of 

this industry concerning the uncertainty of whether or not 

countries will develop the wisdom and cooperation necessary 

for effective management of our fish resources to conserve 

adequate supplies for future generation•. 

SUIMlary 

To summarize the outlook for Alaska's basic industrieri , the 

three most rapidly growing industries in the 1980 1
1 ·~ill be 

'15) 



I 
I 

petroleum, construction, and the visitor industry. By early 

in the next decade these industries will surpass the fishing 

industry in importance as a source of emploYi;nent. The 

fishing industry is expected to grow moderately. The hardrock 

mining and forest products industries are likely to experience 

some growth but in slightly more erratic patterns and uncertain 

rates. Finally, agriculture remains a ~ong shot . 

In the public sector, state and local government will replace 

federal government as the dominant employer in the state . 

Anchorage 

Anchorage is currently, and will continue to be, the state's 

commercial and financia l center. Aa a result, the growth of 

the Anchorage area will reflect the general economic develop-

ment of Alaska. 

In the early 1980's employment in Anchorage will break 

through the 100,000 mark -- a 50% increase over today's 

level . By 1985 the population of the Anchorage area is 

expected to be well over one-quarter million people. 

Sociul Effects 

Economic growth has always been accompanied by social coats. 

tt6\ 



But when looking at the complexio~ of Alaska's future economic 

gr c1wth, it is clear t hat the type of industrial expansion 

this state is about to experience will also contribute sub­

stantia l social benefits . 

In fact it can be asserted tha ~. to the extent the petroleum 

industry will play the major role in Alaska's economic 

development, the social benefit s accruing from continued 

grow t h will far outweigh the social coats . 

One social benefit wi ll be a more stable structure to our 

economy. Here tofore Alas ka 's major industries have been 

highly labor i ntensive , highly seasonal, and highly subjec t 

to cyc l ica l fluctuations. Now, however, certain areas in 

Al aska have the opportunity to break out of this pattern as 

a result of expansion by the extremely capital intensive 

petroleum indust ry. 

Another social benefit from growth of the petroleum industry 

is the fact that in the long-run public revenues accruing 

from this private operation will increase to a far greater 

degree than the need for public services. For example, the 

1,700 pe rmanent workers required t o operate the pipeline and 

produce North Slope oil implies a population increase of 

about 7,500, while at t he same time revenue to the State of 

Alaska increases tenfold from pre-pipeline levels. With huge 
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State revenues an<l few people, Alaska has an oppo~tunity to 

enjoy relatively profuse public services without a conunensu­

rately great tax burden on local families and businesses. 

Note: This discussion of the long-run outlook for Alaska's 

economy dwells solely on major anticipated events .and general 

trends. It is not intended to be a comprehensive dissertation . 

Certainly, many factors not discussed herein may play a role 

in Alaska's economic future. Some of these include the pro­

posed hydroelectric projects, the state capital move, and 

grow th of Alaska's agriculture and handicraft industries. 
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Werking Paper #4 October 13, 1976 

Cyclicality: 

Seasonality: 

POLICY IMPLICATIONS 

~laska's economy is conaiderably less cyclical 

than normally believed. However, certain industries, 

i.e., forest products, fibhing, and construction 

are more subject to cyclical fluctuations than normal. 

Therefore, economic development should seek more 

non-cyclical industries. 

More jobs are needed in November, December, January, 

1'"ebruary, March, and April -- the "wintertime." 

Some new sources of aubatitute wintertime jobs 

should rank high to moderate in labor. intensity. 

Future economic development ahould seek more counter­

seasonal industries. 

Diversification: The greatest dislocations in Alaska's economy 

appear in the lack of diveraification . Whereas, 

for the U.S. as a whole, about one-thir t of the 

jobs come from the basic industries and one­

fifth from government, in Alaska those propor­

tions are reversed. But despite government's 

large participation in the labor force, it 
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contributes only one-fifth 

product. Alaska is also out of balance in terms 

of regional productivity. Almost two-thirds 

of the gross state produGt come from southcentrai 

Alaska alone. 

Labor Intensity: Petroleum, which is ca: ) ·i:al intensive and supplies 

less ·than 3\ of Alaska 1oba, contributes about 

as much gross eti ~e product as government, 

which is highly labor intensive and .accounts 

for about one-third of all the job~ in Alaska. 

Outlook: The rate of economic growth is expected to pick up 
(Short Range) 

Outlook: 
(Long Range) 

in 1978 or 1979, followin~ a moderate lull . Ther e-

fore, no explicit, abnormal injection of public 

spending into the economy ia needed for counter­

cyclir.al purposes. 

The long range employment projections for Alaska 

assume continued, gradual expansion of the 

infrastructure. 

The growth that will naturally occur will be highly 

capital intensive and therefore will not imply a 

commensurately great demand for public services. 

(2) 



Working Paper #5 October 13, 1976 

REGIONAL SUMMARY 

As we have observed before, it is dangerous to make general­

i~ations about Alaska's economy. Activity varies considerably 

from r egion to region. The southcentral and interior regions, 

which provide approximately t hree-fourths of Alaska's gross 

state produc t , have exhibi t ed rather sluggish economic 

growt h in 1976 relative to the past two years . On the other 

hand , the Arc t ic with its stepped up oil and gas exploration 

a11d devel opmen t, western Alaska -;.iith its improved fishing 

i ndu s try, and southeastern Alaska with substantial production 

i ncrea ses in the forest products industry are experiencing 

sL r ong , hea l t hy economic act ivity . 

SOUTH CENTRAL 

Anchorage , wi th about half of the population and nearly half 

of t he jobs i n Alaska , is exhibi t ing poorer retail sales 

when compar ed to 1975. Further, during the first quarter of 

the yea r t he employment growth rate fell to half the rate of 

t he same per iod last year. Reflecting the slowing population 

l n [ lux, Anchorage school enrollment during the first quarter 

wns l ess t hnn 1% greater than the first quarter of 1975. 
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The Anchorage housing rnarkeL is considerably weaker this 

yea r thnn las t . The low sales to listings ratio of homes 

sell i ng above $70,000 implies a rather serious accumulation 

of inventory . Currently it takes approximately one week 

lon ger to sell a home this year than last. The value of, 

res idential building permits through the first seven months 

of t he year are down 26% from the same period last year. 

Further weakening is anticipated next year. 

Much of the growth from Anchorage is spreading north into 

Lhe Matanuska Valley. Both permanent and residential land 

::;a l es have been soaring at a pace similar to recent "land 

booms" i.n the southern United States. The Palmer Industrial 

Pa rk wi ll hous e a new acetylene and air separation plants 

fo r Lhe production of oxygen in its gaseous and liquid form 

(or distr ibution t hrough Alaska. 

On t he Kenai Penins ula a refined products pipeline is under 

const ruc tion from Kenai to Anchorage. Expansion continues 

on t he l argest nitrogen fertilizer complex in · the world as 

Collier Carbon and Chemical Company prepares to double its 

a11m1onio and urea plnnt capacity by the fall of 1977. Also 

in Kenai, Pacifi c Alaska LNG awaits approval from the 

Fede ral Power Commission to conunence construction of a $660 

mil Lion liquefied natural gas plant . In Seward consideration 

J:; being e,ivcn t o the construction of a $6 million borite 
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grinding mill for drilling mud used in offshore oil and gas 

exploralion. Also, i.n connection with anticipated OCS 

explorat ion in the Gulf of Alaska, t he coastal conununities 

of Yakutat, Seward and Cordova are commencing to feel the 

initial signs of industrial aqd population growth. 

INTERIOR 

Tlw Fairbanks area has registered virtually no employment 

growLh t his year, and sellers of both consumer goods and 

business, industrial, and construction equipment report 

rather poor sales. 

Similar to t he Anchorage situation, the Fairbanks housing 

1narket appears to be loosening. There are approximately three 

times as many units available for rent this year as last 

year's annual average. Rapid price increases appear to have 

abated, with some price declines being reported . 

Nevertheless, economic activity in the Fairbanks area remains 

strong. Work continues on rhe $120 million Chena River 

Flood Control project with a $1.4 million contract for levy 

const ruction let in April. Energy Company of Alaska broke 

ground in June for construction of the first phase of a 

refinery at North Pole. This job will not only create jobs, 

but will provide lower cost petroleum products to interior 

Alaska. 
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ARCTIC AND WESTERN 

The arctic and western regions of Alaska are enjoying relatively 

strong economic activity this year. Development at Prudhoe 

Bay and oil and gas exploration in Pet 4, accompanied by 

investment ac t ivity of the Arctic Slope Regional Corporation, 

arc contributing to a vigorous economy in the Alaska Arctic. 

Similary, oil and gas exploration and constrnction projects 

of the NANA, Bering Straits, Calista, and Briotol Bay Native 

corporations, accompanied by another good retcrn of salmon, 

s uggests a relatively satisfactory year for western Alaska. 

SOUTHEASTERN ALASKA 

Higher prices for fish and timber products underlie a scrong 

economy in southeastern Alaska this year . Offsetting somewhat 

t he favorable prices, the return of salmon to southeastern 

Alaska is expected to be relatively poor, having not yet 

recovered from flood damage to spawning grounds and severe 

winters of a few years ago. 

Hoth prices and output volwnes are up considerably in the 

forest products industry, responding to healthy economic 

recovery in Japan. 
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On the other hand , the vis itor i ndus t ry in s outheastern 

Alaska is r epor ted t o be registering a rather mediocre 

perfor mance when c6mpared to previous yaars ' growth rate ~. 
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Working Paper 16 

INTERFACE OF THE PERMANENT FUND 
WITH THE ALASKA BANKING SYSTEM 

November 5, 1976 

Relative to consumers in other states, Alaskans, enjoy access . 
to a broad banking system. Exhibit A indicate~ that on a 

per capita basis there a're more separate banking institutions 

in Alaska than in all of the other western states. Further, 

as indicated on Exhibit B, Alaska communities of over 10,000 

people have t wice as many banks as the United States average. 

Finally, as indicated on Exhibit c, some extremely small 

conununities in Alaska are served by b~nks . 

The map labeled Exhibit D indicates the broad geographical 

disbursion of Alaska's commercial banking system. A specific 

listing of the location of Alaska's banks ia on Exhibit E. 

Note that there are over 100 banking offices in Alaska. 

Conunercial banks are only a part -- and indeed a small 

part -- of Alaska's total financial induatry. Exhibit F is 

a partial l i st of other financial institutions doing business 

directly in Alaska . 

As you can clearly see from theae exhibit•, Alaaka consumers 
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have available to them a relatively broad geographical 

disbursion of commercial banks and a very wide variety of 

types of financial institutions with which to deal. 

The information that I have pre~ented to this point is 

primari ly background data. The most important element of 

the Alaska banking system in terms of the Permanent Fund is 

the role which Alaska banks have played as conduits for 

channeling funds from large, long-term investors to Alaska's 

families and businesses. 

Over 80\ of the money which finances the ·purchase of homes 

in Alaska does not come from Alaska bank deposits. It comes 

from large institutional purchas~r• of mortgages. These 

institutional i nvestors are comprised basically of (1) feder; l 

agencies (Federal National Mort gage Association and Federal 

llome Loan Mortgage Association) and (2) "outside" savings 

institu tions, a nd (3) union pension plans. 

The banks orig i nate the mortgages, that is, they take the 

application f rom the borrower, perform the credit analysis, 

do all the pap~r work, etc. Then the banks sell the mortgages 

to these large i nvestors and service the mortgages for a 

f ee. Se r vicing includes accepting the payments, making the 

Lax and insurance payments, etc. The borrower deals solely 

with the bank and is not even aware of the institutional 

i nvestor who purchased his mortgage. 

Another way i n which the Alaska banks serve as conduits for 
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the flow of funds into the Alaska economy is through loan 

participations with "outside" banks. This situation normally 

aris es when a cus tomer comes into his b?. nk in Alaska and 

r equests a loan that exceeds the lending authority of the 

par ticular Alaska bank. . The bank then presents the loan to 
I 
t 

a n o utside bank with which it has a correspondent relationship 

for consider~tion by the "outside" bank to lend the amount 

of money whid 1 exceeds the Alaska bank's authority. This is 

a very common practice, and it goes on everyday. Exhibit G 

is a partial list of United States financial inatitutions 

participating in loans in Alaska. 

Pr obably the most signi f icant investor which injects funds 

i nto Alaska's economy through the Alaska banks is the State 

oE Alaska. •rhe state General Fund, the Public Employees' 

Reti rement Fund, and the Teachers' Retirement Fund currently 

hol d over $1 00 million of loans and mortgages which were 

purchased f rom Alaska's banks. 

Additiona lly , the Small Buaineaa Adminiatration has been a 

s ul 's tantial purchaser of Alaska's loan•. 

The r e levancy for all o f this for our discuaaion today i s 

t hat t he Alas ka banking system ia structured and has operat i ng 

pr ocedures established for serving aa an effective conduit 

fo r the f low of funds from large investing agencies to 

Al aska ' s famllies and businesses . The Alaska banking system 

hns ~ considerable amount of experience in thia procedure 

and perceives thi s as one of its important roles. 
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•rhc investin<J agency benefits from this system by receiving 

the knowledge , skills, manpower, and entire mechanism of, I think, an 

extremely effi cient group of institutions set up to perform 

this very function. The large institutional investor pays a 

fee for this service which obviously the institutional 

investors to date have felt was more economical than setting 

up their own organizations to take loan applications, process 

the paper work, etc. 

'I'he conclusion then, it seems to me, is that if a portion of 

the Permanent Fund is allocated toward loans to consumers, 

fami lies, or Alaska businesses and organizations, it appears 

to make sense to do this through an efficient system of 

f i nancial institutions already set up to perform this function. 

F t rther, I think that consideration ahould be given toward 

allowing Alaska banks to partlcipate in large economic 

development type loans. Some Alaaka bank• already participate 

in major f lnancing in the state which actually waa originated 

between the corporate headquarters of national firms and a 

major bank ttoutside.tt The advant•ge of havinq the participation 

by the Alaska banks is twofold: (1) the Alaska bank can 

of fer an understanding of the environment within which the 

loan is being made and (2) the Alaska bank provide• a certain 

amount of local supervision of the loan by maintaining 

surveillance over the activity which the loan ia financing. 

l t hink that most bankers, in Alaska are quite enthusiastic 

over the Permanent Fund because thoy are aware of the tremendous 
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good that can be forthcoming from this vehicle. They certainly 

do not perceive it as a threat. It should be kept in mind 

that commerc ial banks are in business to make short-term 

conunercial loans -- hence, their name. The Permanent Fund, 

on the other hand, as indicated in my very first working 

paper presented to you, should have a long range orientation. 

Its very name implies this and, indeed, the Alaska voters 

had this in mind when the approved it. So, operated as I 

think they ought to, the Permanent Fund and the Alaska 

hanking system should not be in a competitive posture. 

As an added service to the Permanent Fund, however, the 

Alaska banking system offers an efficient, conduit through 

which the Permanent Fund could channel certain of its investments. 
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EXHIBIT A 

NUMBER OF BANKS* PER 100,000 PERSONS 

State Number 
---
ALASKA. 3.75 
Idaho 3 .43 
Washington 2.79 .; 
Oregon 2.32 
Nevada 1 .60 
Hawaii .88 
Arizona . 83 
California .77 
Utah .SS 

*Number of separate institutions 

Source: "Blue Chart - A comparative poaition table of the non-reserve 
city banks and the ' reserve city banks in the Twelfth Federal 
Reserve District," The Pacific Banker and Busineas. 
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EXHIBIT B 

AVERAGE NUMBER OF COMMERCIAL BANKING ORGANIZATIONS 
PER CITY IN U.S. AND ALASKA 

5-10,000 

(1970) 

Size of Cit 
10-15,000 1~-30,000 

Total U.S. l. 99 2.41 

5.00 

2.83 

30-SO,O~O 

3.29 

6.00 Alaska 2.50 

Sources: 1970 Census of Population, Advance Report, Final Population 
Count, Bureau of the Census U.S. Department of Commerce. 
American Bank Directory, Spring and Fall Editions, 1970, 
Fall Edition 1973. Operating Banking Officers, January 1, 
1970, FDIC. Standard Metropolitan Statistical Areas of the 
United States, 1967, Bureau of the Budget, Executive Office 
of the President. Subsidiary Bank of Bank Holding Companies, 
Dec. 31, 1969, Federal Reserve Board • 
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EXHIBIT C 

ALASKA COMMUNITIES WITH COMMERCIAL BANKS 

Conununity 

Dead horse 
Yakutat 
'l'ok 
Wasilla 
Nenana (Clear) 
Glennallen 
Skagway 
Delta Junction 
Dillingham 
Valdez 
Metlakatla 
Horner 
Palmer 
Cordova 
Soldotna 
Haines 
~ eward 
~<otzebue 
!"'ort Greely 
Wrangell 
Petersburg 
Bar row 
Adak 
Bethel 
Eagle River 
Nome 
Sitka 
College 
Kenai 
Kodiak 
Ketchikan 
Juneau 
Fa i rba nks 
Anchorage 

163 
190 
214 
300 
362 
363 
675 
703 
914 

1,005 
1,050 
1,083 
1,140 
1,164 
1,202 
1,351 
1,587 
1,696 
1,820 
2,029 
2,042 
2,104 
2,249 
2,416 
2,437 (incl.Anch.Borough) 
2,488 
3 I 370 
3,434 (incl.Fairbanks Bo~ 
3,533 
J,789 
6,994 

13,556 
45,864 

126,333 

Source: Research and Analysis Section, Employment Security Division, 
State of Alaska, Department of Labor, June, 1971. 

*1970 census 
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ALASKA FINANCIAL INSTITUTIONS 

BANKS 

Conunercial Banks 

National Bank of Alaska 

Firs t National Bank 
of Anchorage 

Alaska Statebank 

Alaska National Bank 
of the North 

Main 
Off ice 

Location 

Anchorage 

Anchorage 

Anchorage 

Fairbanks 

Main 
Off ict~ 
City 

4th and E 
Dimond 
Fifth Avenue 
Spenard 
Ft. Rich. 
Gov' t Hill 
Airport 
Mall 
Russian Jack 
Sand Lake 

646 w. 4th 
5th Avenue 
Eagle River 
Eastchester 
Elmendorf 
Northern Lgts. 
Parkway 
S. Center 

442 w. 5th 
Drive- in Br. 
Mt . View 
Northern Lgts . 
Tudor 

Head Office 
Airport Rd . 
Eielson 
Int'l Arpt . 
University 

Other 
Offices No. 

Adak 33 
Cordova 
Dillingham 
Fairbanks (2) 
Glennallen 
Homer 
Juneau (2) 
Kenai 
Ketchikan (2) 
Kodiak (2) 
Metlakatla 
Petersburg 
Sitka (2) 
Skagway 
Soldotna 
Valdez 
Wasilla 
Wrangell 

Bethel 19 
Cordova 
Fairbanks 
Haines 
Juneau (2) 
Kodiak 
Palmer 
Seward 
Sitka 
Valdez 

Fairbanks (2) 8 
Kenai 

Anchorage (3) 16 
Barrow 
Deadhorse 
Delta Junction 
Kotzebue 
Nenana 
Nome 
Tok 
Valdez 



Alaska Bank of Conunerce 

First National Bank 
of Fairbanks 

First National Bank 
of Ketchikan 

Peoples Bank & Trust 

B. M. Behrends 

Securi t y National Bank 

United Bank Alaska 

Ala s ka Pac i fic Bank 

TOTAL NATIONAL BANKS 

TOTAL STATE BANKS 

TOTAL COMMERCIAL BANKS 

Savi ng s Banks 

Ala ska Mutual 
Savings Bank 

Ht . McKi nley Mu t ual 
Savings 13ank 

TOTAL SAVlNGS BANKS 

TOTAL BANK S 

Main 
Off ice 

Location 

Anchorage 

Fairbanks 

Ketchikan 

Anchorage 

Juneau 

Anchorage 

Anchorage 

Anchorage 

Anchorage 

Fairbanks 

-2-

Main 
Off ice 
_fity 

712 w. 4th 
Airport 
C Street 
Drive-in 
Eagle River 
Tudor 
Bon if ace 
O'Malley 

Cushman 
College 
Cushman & 
Gaffney 
Ft. Wainwright 
Gavora Mall 

Head Off ice 
Totem 

644 w. 8th 

Other 
Off ices 

Palmer 
Wasilla 

Clear 
Eagle River 
Ft. Greely 
North Pole 

Anchorage 
Craig 
Petersburg 

Sand Lake 
University Center 

Head Office 
Mendenhall 

Head Office 

Head Off ice 

Head Of £ice 

5th & F 
Airport Heights 
Eagle River 

Third Avenue 

Hodnah 
Yukutat 

No . 

10 

9 

5 

3 

4 

l. 

l 

l 

83 

27 

110 

3 

l 

4 

114 



Main 
Off ice 

Location 

Savings & Loan Association 

Firs t Federal Savings 
and Loan 

Alaska Federal Savings 
and Loan 

Arctic Fi rst Federal 
Savigs and Loan 

Home Federal Savings 
and Loan 

Anchorage 

Juneau 

Fairbanks 

Anchorage 

TOTAL SAVINGS & LOAN ASSOCIATIONS 

Mb~n 
Off ice 
City 

Other 
Of £ices 

305 W. 5th Kenai 
Dimond Kodiak 
Muldoon 
Spenard 

301 N. Franklin Ketchikan 
Sitka 
Palmer 
Valdez 

Head Off ice 
Downtown 
Steese 

535 D Street 

Anchorage 
Craig* 
Petersburg* 
Wrangell* 

TOTAL BANKS & SAVINGS & LOAN ASSOCIATIONS 

,\'Agency only 

-3-

No. 

6 

5 

4 

1 

130 



PARTIAL LIST OF FINANCIAL INSTITUTIONS DOING BUSINESS IN ALASKA 

Conunercial Banks 

National Bank of Alaska 
First National Bank of Anchorage 
Alaska Sta tebank 
Alaska National Bank 
Alaska Bank of Conunerce 
First National Bank of Fairbanks 
First National Bank of Ketchikan 
B. M. Behrends Bank 
Peoples Bank and Trust Company 
Security National Bank 
United Bank Alaska 
Alaska Pacific Bank 

Savings Banks 

Alaska Mutual Savings Bank 
Mt. McKinley Mutual Savings Bank 

Savings and Loan Associations 

Pirst Federa l Savings and Loan 
Alaska Federa l Savings and Loan 
Arctic First Federal Savings and Loan 
Home Federa l Sav ings and Loan Association 

Credit lJn ions 

AF & S Federal Credi t Union 
Alaska Command Federal Credit Union 
Alaska Teamsters Federal Credit Union 
Anchorage Ci ty Employees Federal Credit Union 
Anchorage Teachers Federal Credit Union 
CAA8 Federal Credi t Union F301 
Starliner Federal Credit Union 

Leasing Companies 

NBA Leasing Corporation 
UCO Leas ing Corporation 
Dank of California Leasing Corporation 
Crocker-McAllister Leasing Corporation 
First Rank L~asing Corporation 
Chandler Leaoing Corporation 
TDS r~asing Corporation 
Liberty Leasing Company, Inc. 
Profess ional Leas ing Company 
Oooth Computer Corporation 
Rockwood Computer Corporation 
IBM Corporation 



~ortgagc Companies 

Ballard and Associates 
Coast Mortgage Company 
Commonwealth 
Cr onin Mortgage Company 

EXHIBIT F Cont'd. 

First Chicago Realty Services Company 
Kassler and Company 
Lomas and Nettleton 
Metropolitan Mortgage and Security of Alaska, Inc. 
Spokane Mortgage 
T-K Mortgage-Investment 
First Bank Mortgage 

Finance Companies 

Household Finance Corporation 
Lectro Alaska Finance, Inc. 
Beneficial Finance Company 
Pacific Finance 
AGC of Alaska Sale s and Service 
GMAC 
Chrysler Credit Corporation 
Ford Motor Credit Corporation 
Friendly Ford 
CIT Corporation 
Northwest Acceptance Corporation 
Westinghouse Cr edit Corporation 
Genera l Electr ic Credit Corporat.ion 
Safeco Finance Company 
Deere Credit Corporation 
Credit Alliance Corporation 

Inves tment Banks, Advisors, and Money Managers 

Brown Brothers llarriman and Company 
Schroeder Capital Corporation 
Scudder, Stevens, and Clark 
Loomis and Kennedy 
Lehman Brothers 
Wells Fargo Bank Trust Department 
Un ion Bank Trust Department 
Bank of Amer ica '!'rust Department 
Seattle-First National Bank Trust Department 
Trust Company of the West 



PARTIAL LIST OF U.S . FINANCIAL INSTITUTIONS WHICH BUY OR 
PARTICIPATE IN ALASKA LOANS 

Commer c i a l Banks 

and Trust Company 

Baak ' o f Amer ica 

Oankr of Californi a 

Bank of Hawai i 

Bank o f t he Southwest, Houston 

Brown Brothers Har riman & Company 

Chase Manhat tan Bank 

Chemical Ba nk New York 

Citibank (First Nat 'l Ci ty Ba~k, N. Y. ) 

Con tinental I llino is Na tiona l Bank 

Crocker -Citizens Na t iona l Bank 

First Nationa l Bank of Chicago 

Fi rst Na tiona l Bank of Dallas 

Fi rs t Nationa l Bank of Oregon 

I First City Nationa l frJar\k of Houston 
I 

First Western . Bank and Trust 

Mellon National Bank 

Morgan Guaranty Truat Company 

National Bank of Tulsa 

Pacific National Bank of Seattle 

Peoples National Bank of Washington 

Rainier National Bank 

Republic National Bank of Dallas 

Seattle-First National Bank 

security Pacific National Bank 

Texas Commerce Bank 

United California Bank 

U. S. National Bank of Or egon 

Wells Fargo Bank 

Savings a nd Loan As sociations and Mutual Savings Banks 

Gibral ter s . a nd L., L. A. 

Old Stone Ba nk, Pr ov ., R. I. 

I nsurance Compa nies 

Beneficial Standa r d Life 

Equitab le Li fe I ns urance Company 

New Yo r k Li fe Insur a nce Company 

Prudential Mutual Savings Bank, Seattle 

Washington Mutual Savings Bank , Seattle 

Prude11tial Life Inaurance Company 

Standard Insurance Company 



Working Paper 17 December 16 , 1976 

ALASKA EMPLOYMENT SEASONALITY 

In compliance with the State Investment Advisory Committee's 

request, attached are graphs depicting Alaska's employment 

seasonality by industry and region and a table with comparative 

cost of living information. 

~th & F Strfftl • P. o . Bo• ~20. Anchofeoe, AtuM •10. (907) 27&-31 tO 
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COST OF LIVING 
DIFFERENTIAL 

Approximate cost of living differences between Anchorage, 
Alaska, and other cities are es~imated below. Actual spending 
patterns for individual famili~o. however, will vary in 
Alaska because of life style changes; therefore, the data 
below should be regarded solely as general approximates . 

CITY 

Atlanta 
Baton Rouge 
Boston 
Chicago 
Cleveland 
Dallas 
Denver 
Detroit 
Hartford 
Honolulu 
Houston 
Kansas City 
Los Angeles 
Minneapolis 
New York 
Philadelphia 
Portland, Maine 
San Francisco 
Seattle 
Washington, D.C . 

U.S. Urban Avere~e 

PER CENT MORE SPENT 
BY ANCHORAGE FAMILY 

41% 
38% 
12% 
27% 
28% 
37% 
37% 
28% 
22% 
101. 
387. 
331.. 
29% 
34i. 
14i. 
28% 
30% 
22% 
257. 
29% 

31% 

Based on information supplied by the U.S . Department of 
Labor, Bureau of Labor Statistics. 
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European atudlea ahow 
the adverae Impact of 
f arge publlc outlaya 

"I 1c111l 111 fct•I l hut 11n ovC'r-lari,:u 11ulilic 
sector is a sil(n o( incipient dedinu," says 
Ed111111ul Stillman, director IJI ~ 1uiJson 
lnstiluk ~~urnpc, an i11Jcpcntlc11l 1-',\ris­
hasctl afliliatc uf I lur111un Kahn's lJ. S. 
think tank . This vit•w arisus from 
onguinlo( research led by Hudson ccono· 
111h1t Richtml Em;or. I l111lso11's finciinl(S 
tt•ntl to show that uverull l(rowth is the 
lowest in countrlc~ whurti the gowrn· 
nicnl sl'ctor is lari,:l•:!I. That raises the 
strOnl( su:1pkio11 that larj.!l' and growing 

hy the expanding govc•rnnHmt :;el'lor in 
Western intlustriulizecl countries 1-,.s 
been massive - cutting allainabl1: 
growth rates by us much us one-third in 
I.he past 15 years. 

A major reason governm1mt grows 
rapidly is that higher public spending 
always 11roves effecli ve us a short.-lerrn 
cure for reces1:1ion. Uut since the level of 
puhlic spending seldom falls after recov­
ery gets under way, a ratchet effect 
comes into being. The long-term result, 
according to Alexandre Lamfalussy, 
chief economist for the Bank for lnt.er­
nntionul Settlcml!nts, is that "in many 
advancetl countries, taxation seems to 
have a&pproached or exc1.'<Jdcd the limits 
of t.'Conomic llfficiency." 

pensation, anti wel fare - are the most 1 wasteful form of ~ovcrr11ncnt expendi­
tures, both Smith 1111d the Hudson i.,rrottp 
fountl thnt. such payrucnls had far lt'~!t 
irnpuct on differences in ~rowt.h rale!I 
than clid government spending for JtoodS 
and crnµloyee11. Bacon, ·md Eltis lay far 
less cmpha11is on tran •fcrs than on thtl 
huge growth of ~o' .:rnment payrolls, 
and Smith stresses the fact lhnt trans­
fers do not 11ctu111ly tit' up Jlroductive 
resourcl!S in tho production of socially 
de!lignated scrvic('s. Thill distinction has 
important implications for public service 
cm1>loymer.t. 11ropoi.;;.'1 in the U.S. 

w...-'"'9h lftn.tlon m•Y .., .... ,... en 
lmport11nt • M"'"9 -"·'* th•t government 
11 growing too feet. When expandccl 

l 1 *M ·····.~ • ' . .. .• I. ' 

-~ larg~r the ~ub~lc •~IOI! ~.~n ~o~~r.~~~~·' 1~1,re~I. gr~~--
25 

20 

15 

.•. 

pultllc !llll!lldin~ 11ct11111ly c1msc11 11 luwor 
ct·o110111ic ~rowt h. 

Tiu .. M11d!lnn findin~H un• 11111• t•xumph.: 
uf 1m i11111res!liv i1 body of F.ur1.1pt•u r1 
r'':ll'lll'th polntln~d to lhi11 same cond11-
11iun. In Llr ituin, which h1111 had i1low 
l(l'tlWLh for thu lt1!1l fl() Yllllrs, lwo Oxford 
l'conu111ii1tH, Huw rt Buron 111111 Wultcr 
~It 1:1, h11v1• doc1111wnlt.'tl the rniw 111(11ir1111 
11 .crowin~ ~11v1• rn111cnt with h1111r11101iv1• 
utt.tontion lo thu 1lut11ilud i1111111ct. of 
11pc.,'Ciflc 1111hlir 11t11icil's 011 tht' lnllustrlul 
structuru. Simil11r irnplicatio1111 huve nl~ 
1J111(1r6(ct l from 11 11tmly hy Dnvir l 8111ith, 
prindpnl rl!!ICnrch olllct!r in cc11nornit•t1 
111. 1<; nula11111's Nat ion•I W c11t m I n11l~·r 
Bunk. A nrl llw Or1e1&niiulion tor Bco · 
nnrni1· ('00111.·rntion & f)c•v1•l1111111t•nt it< 
prl•1111rinl( u Htudy un lht• !1111111' i;ubjocl 
for 1111hl icut ion oarly rwxt y1•11 r. 

'l'ho new stuJ ius differ in tlctuil, huL in 
6(c1111rnl tlwy l'llllrhulc thut Lill' tull 1iak1111 
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I ' I .: 4,' I,. 1 J'J' ~ ~,",. ' • • • f • I 

· ~,, .: · 111~~)~.~ ... ~~~· 

Thrt.'tl other major thernc11 of thu new 
:1tu1lic11: 

DHf.,eMM In the MH of lhe ~:"•tn· 
lfteftt •• nol lh• ontr feclOf H ,Wn"'e 
dtfl.,•nc•• In growth relM 9mOft9 ooun­
lrlM. 

Any cconttmy'11 ''n11tural" .crowth r1&te 
dcpcnd11 Jt1111ically on the l(rC>WI h of it11 
lnbor force 11ntl the protlu1:tivily of It.a 
wurkcr11. l!or h vury over Lime and 
lJ1.!twe1111 cou ntrit•s OOCltU!M! or a vurlcly or 
culturul, lcchnulOllical, and other fuc­
turu, or which Lht• slui of 1(0\'crnnwnt ill 
only one. Still, Onviil Smlth'e atutly t.11tl­
m1111•11 thut dlffcrence11 in puhlic·llUCl.or 
siio 11cco11nt1.'t.I for fully 35% of the 
overull v11ri11tlon in w owth rutu In hi!! 
l!l· nuli1111 saniplu durin1t th(' 196011. 

Nol .et ~ ~ogr•m• •r• equNr 
harmful t• 1rowttt. Thouwh the lr14dltlonal 
view is t hut lrnn11(cr puymcni. - 11uch 1\8 
1101·i11I in11urunc:c. um•m11loymcn1 rom-

J ... 

puhlic ll(lrvico11 arc provided frocl y, tho 
11rinl'i1HLI w11l of their ilo!!iruuility is 
whi!thcr pt.'Ople will puy the rc11ult.inJ( 
taxe11 without Jcmandin6( hll(lwr wu"o!I. 
'"fhoite who control 11ublic 1•xpt!1111it11re 
crunte thu 1111hlic 11t.ict.or thnt they hdie''ll 
to be cc1rrccl," Elti1111ay11 dryly. "But the 
workers havu ehown an unwilllnl(tU.'Sil 10 
puy for U111 Jovel of :1crviccs th111 public 
offlcirtls deem npproprin1t1." I le l'it('!I tho 
lncr111111td rnilllancl! or Britil1h l1tbor that 
bt.'Qan In tho m ld -1960s 1111 11 vh• i<l 
cxam1llu of Um haiurd11 of un m•erhlo¥.'n 
puhllc 110Ctor. 

Thtt muchani1m1 by which u l11'1(or 
puhlic »hare le1ull to sl11wl1r l{ruwth i11 to 
he found in 1hrinkin1< prollr 1:1 unil fallinll 
invHlment- ll Ri1<ant k n1111-1111111111nry 
"crowi.llnw-uut elTc<'I " ~1 111·<· 1 lll'rt' 1-t 11 
IOll4t·Mlll rtJluliun r1hip 1>1.·· AWi• .111 c•cono · 
my's 11tock of e11plt1tl ~·11 1 1p n11•1 .1111! thl· 
love) Of output it Cllfl produn•, 1111,\ l(iven 
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:.: 11 .. 1t· 11r ohu)!"•Jrtol'-·r 1. l tJ7ri 
.1 ~·,, 14u1•n1·y 11( laauu. w .. ,.~,,. ,.,, .•. , •• '•·r one· l""u~ hi 

J ru11HU). 

:tA A11n11i-t !'Cu f,..:ai11l lon l 'rit't'! f~I ~t 
I. l•••• li•111 uf kn•"''" 1~llr,•1.1f vuhllu 1l11n.ltil "'"'""' u( 
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.crowl.h rate re4uire1i that n certa.in 
proportion of t.oUil product.ion must oo 
invested in new capital good11. f(, for 
instana!, it took $3 worth of capital 
investment to produce $1 worth of 
annual output, then n 4% rate of growth 
in productive cupacity would requirt! 
thut 12'J. of coch yenr'!i net nnlionul 
11roduct be set a!lidc for new investment. 
If thl! hiKher taxt!s resulting from h l~hcr 
government cosl!i ent into profit.a and 
private savings to tht! degree that invesl.­
ment of .his 12% proportion boo>mes 
impossit e, growth will (all oolow the 
4% rate. even if labor force and produc­
tivity w owth remain favorable. 
,.... llnll. The HudllOn ifOUJI reels that it 
has statistical evidence o( a 11ianificant 
causal relationahip between a ri11in11 
income ahare for public apendhll and a 
lower share for private invutment. This 
linkage is stron1J9r in aome countrie11 
than others, Hud110n'1 Stillman con­
ct:.ides, and in 110me cuea tho 11low growth 
of an aging economy could aiu.e hi,her 

Publlc •pending gr~•• 
becau .. It 11 •1hort-term 
cure tor rece11lon 

public !!pending, rather than vice Vl!r88. 
Noucthuless, he believes that 
"nonmarket spendlna, (u oppoeed to 
invc&tment in aelf-1upportinc public en· 
lerprillt!s) is the preemptive factor in 
overall economic growth." 

The institute'• Hud:ron lAJtter recently 
t?stinutlt.'<l the degree lo which specific 
economies have ~n hurt by the rapid 
l(rowth in l(Overnment over the µia11t 15 
year11. For Denmark and Swllden, the 
att.alnablu .crowth rate hM bctln cut by 
1.3 to 1.5 percentqe polnla; for C1rnadu, 
Finland, Germany, and Urllain, about 
0.8 polntJt; the l'ther European membera 
of o~cn are llllfane<l r«luctlon11 of 0., to 
0.5 points. France, which doea not 
1111pear to havu enlarwed IUI public 11eet.or 
:1hare, is lhc exccptlcrn. Smith has 
arrived al 11imilar e11timaW11. He euaeala 
the rule of thumb that "each 6% 
incrt:a&e In the 11har11 of dlsponblt! 
income 1ib110rbed by •I.ate co111umptlon 
lmplle. a J % drop in the lfl'Owth r1tte." 

Daron and Eltl1 have foc:uMCI on the 
Hriti•h experience, and believe that 1966 
inarkl'd a eo1tly turnl~ point for that 
nation. Gov11rnment reaponded to bal­
ance-of-payment difficultie11 with a plan 
to lllOW lhe l(rowth o( l(OVernment 
purchai.es in order to free rwourcee for 
utte by lndu11lrln that exJ>Ort or compete 
wilh i111JX1rta. But It did not provide the 
proposed additional 11Urnulu1 of a devaJ-
1uation, and ll allO shelved a I0"1·ran1e 
economic 11lan to 11timulaui lndualrlal 
expan•ion. It wait In thi11 offhand 
fa11hion, th11 Oxford cconoml11l.t 1ay, that 
Rrlt.al n'• economic 11lructure wu nudiced 
fat.fully In thu dlrtctlon o( rialn11 public· 
~ector C011 l.t. Without the encouraaement 
or ~·;~" J~ron" e.<port markt1lJI or tho 
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indu11triul expan11iun largclR of the 
1fo1carcled national plan, bu11in11118 cut 
back on private investment. Mtianwhile, 
government departments steamed ahead 
lowarJ employment goals that had been 
based on the assumption of a stronger 
economic recovery. 
EmploJmenl. Despite recurring allempt11 
to shorn up the private economy, a spiral 
of r ising public sector payrolls and 
falli ng private investment took hold. 
"Over the period from 1966 through 
l!l7t1," Ellis notes, "the market !M!C:tor 
was losintc 175,000 jobs Jler year, and the 
public aervice sector was addinK ~rhape 
120,000 per year. Thal means a smaller 
number of produr.er11 o( marketable 
outputs in the private sect.or has (Cot lo 
support a larger number of tax­
supported public employees.'.' 

Inevitably, taxes rose eharpl y. 
Amounting to nearly 30% of earninKS, 
the average British worker's tax burden 
ia now proportionately hiKher than that 
of a bank man1Mer or univeraity profe11-
sor in 1963. And deficits have alBO 
mounted. 

The point is not. that public !lt!rvice• 
should be eliminated, but that either 
their growth mu!lt he kept in balance 
with private output or people should be 
prepared for a iuowlh 11lowdown. "Aa 
per capita incomCB riee," Bacon u ya, 
"you would expect people to be prepared 
to 11ive more of their own consumption lo 
make room for public consumption. I 
think Sweden, prior to the latest el4!C· 
lion, wu an example of this." 

In fact, the Scandinavian countries, 
with their smaller, relati\'cly homage· 
neous populations, have Kenerally done a 
Kood job o( bulrtl( 1111hlic·IWlCtor ex11an· 
aion upon the agreement of union leadcr­
ahip to actept a fair share of niall&tically 
ettimated costa. In England, on the 
other hand, dlacipline In the labor move· 
ment and accuracy in publlc-tteetor coat. 
projectlon1 have both btien lackinl(, 
accordin1 to the uccount in Ellis and 
&.con'11 new book (Britll in N Economic 
Probrom.: Too Few Produ.curs). From 
l9G6 to 1970, the public atetor'11 pretax 
income rote by more t.han 15% as a ratio 
to that of the market !M!Ctor. The conte· 
quenee O( tht hll(her t.aU'fl that raulted 
wu "nearly unlverul pn!ssuro for wage 
eettlementa in excesa of lO':li, at a t ime 
when the inflation rate was much letu1 
than lhle.'' Soon cnoul(h, of counte, prieti 
movement• had to cat~h Ufl; by 1970 
inftalion was nearing 10%. And with 
Kf>Vernment cont.lnuinl( to expand em· 
ployment almost any t ime worker11 
became availahle, lht! pr~&!I acceler· 
al,e(j. Co1111umer prlct't1 ro<iu 16c:t In 1974 
and more than 2-1% in 1975. Ironically, 
•II o( thi• oecurred al the 1mmu ti me that 
Oritlah industry hbd 1111cct'udc1I in ahak­
lna off decadeii of a11111uent decline, 
rah1lntc annual productivity i;crowth from 
2.2% In the 19508 to 4.2% 1ilnce 1961. 
Unfortunately, the b11l1rn~ \. :-.0 ~n 
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t.iltt!d c,far-hwtead or' raat-:lr total 
jp'Uwth, a 11hilt in reeou~ to tH,j public 
MCtor wu the only reeult. 1 

""-roe efleoetleft. Without lutvinl( 
•tut.lll!Oll 11111 llritiMh cil*' in clewil,

1 
Amur­

icun 1(1'11wl.l1 lhl'Orl11ta are lliJIOlllic alKJut 
the contribution that waae-pullh infta-
tion hlli. made to declining ralea of 
invt>11tment. While concedi111 thal such 
inllationary pre1111urea can be one aourre 
o( profit reductions, particularly in an 
economy as ope.n to low-cost import 
competition as Britain's, Robert M. 
Solow of the Mllllllachusetts Institute ol 
TechnolOKY fl't!la that the inflation and 
iirowth prt.hlem1 may proceed indepen­
denUy of each other. "Worken always 
want more take-home ~y and more 
public aervices," he &aya, "whenever they 
can Ket them." 

Growth dependa .on keeping 
public HrYlcea In 
blllence with privet• output 

As for the slow rrowth problem, 
Solow now that even without inftation, 
the public lll'Ctor would take an expand­
lf!M share o( total rHOUroet in any cue 
whore policymakers cont.inuou11ly uited 
ff1Cal stimulus to maintain relatively lull 
employment, while relyin1 on tiKht 
monetary policy to restrain oc:cuional 
innationary pressures. Even without 
W8"e·pu11h, "you would automatically 
aiet a ahilt in the composition o( output 
in Cavor o( 1fOvernment purchue!I and 
away from interet1t·1ensitive activitie11, 
auch u private investment," says Solow, 
who ht conalclert.>d lo be the ranki111( 
l(1'0wth theori11t in the U.S. 

For the U. S., the immediate question 
raised by the new studies la over the 
wisdom or the public employment pro· 
irrama u a cure for hiKh unen111loyrncnt. 
Solow concede& that "the Bacon-Ellis 
•f1Ument could hold &Mainst a larwe 
public aervlce .imployment prq{?'am on 
an onicolna hula." Mott American econ· 
oml1t1 tend to (eel comlortahle only with 
relatively unall public 1ervice employ­
ment propoaal1 that either dluppear or 
1hrink in 11lze whenever unemployment 
reacht111 low level1. 

Thu11 lar, it would aapp.•ar that ll. S. 
polltldan11 wlll not repeat the eiu:et11t.'11 o( 
Uwlr Uriti1h counterparts in both thu 
Labor and ConlM!rvative partitlll. Of tht.' 
two PrHidentlal candldat.i•, Jimmy 
Carter hu •poken 11tronl(ly In favor of 
Job creation effort.a. But h11 ha11 11ald that 
II laX·r'ft~ipt 1ain11 l&IJlud hehint.1 hiH 
projections, he would alow do~·n the 
ll"Owlh o( t10Cial 1ervice Protrr•m11. 

Meanwhile, 1-:ltla, who la 1pendin1< thti 
year aa vi1itlnl( 11rofe1110r at the Unlvcr· 
1lty of Toronto, is waakhln11 Crom his 
po1t 1ano11s thu border. lie uy11: 
"Pre11umMbly, your A merknn flX!lllrlll 
haave lookt:d carefully at th.- tax con11e· 
quenca of the prupoeala they put forth . 
IC not, lt '11 entirely irreM1ion11ihho," • 
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A oeciaion-making c:omouter eutomat• Blrlk of Virginia Company's new 
suburban "home:· Squeez" ou! the matt heating and air conditioning from 
the lowest energy usage. P\lrges emoke and createe llfety areas In case of 
fire. Surveys "1enaitive" locations with cfolld circuit TY. And much more. 

One example of Robertshaw'• energy efficiency SpeClal ducts collect 
the heat given off by lighta. The~ 
puter calculates and dlrecta the belt 
way to u98 this energy-for heating 
or air conditioning. AutomatlC'.ally. 

For more details on Robertlhew 
automation for your bulldlng, write 
to P.O. Box 26544U, Richmond, VA 
23281. 
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THE ALASKA "PERMANENT FUND1t 

· (billions in public policy) 

The following re .urt is the first of many 
reports which will . follow policy deve l opment s 
of the "Alaska Permanent Fund." The first re­
port deals with emerging ideas and concepts 
in the executive and l egislative branches con­
cerning the future management, goals, and t he 
problems of such a multi -bil lion dolla r fund. 

Forthcoming reports will pr.ovide a background 
and history of the permanent fund, providing 
some background for key policy areas where 
Alaskans have problems with a "fund concept," 
and also will provide some comparisons with 
other similar funds and projections relnting to 
the ultimate potential of the Alaska fund . 

April. 1977 

l'h1• Alaska Serles Is publishe d by Aluka Information Service, P. O. Box 2183, Fairbank• , Alaska 99707 



• 

The State of Alaska may hold an estimated $8.6-b.illion in surplus 

r evenues by 1985. Required shares of oil and other resource revenue 

accwnulating in the state' s new Permanent Fund is expected to reach as 

high as $7-mi llion by 1985, while an additional $2.6-billion balance i s 

projected to accumulate in the state's general fund. 

The $8.6-billion assumes no new dramatic oil discoveries, or the 

leasing of potenti ally rich state owned offshore areas, such as the 

Beaufort Sea (adjacent to Prudhoe Day). 

Alaska faces difficult tasks in handl i ng the growing excess revenues 

of the general fund in rclntionship to the state budget, and the growth of 

government, and also in setting up and managing the Alaska Permanent Fund . 

However, it hus now become obvious that the Pennnnent Fund is in 

itself one of Ala ska's richest resources , and one which could have a strong 

relationship to future development in the state. It i s further l ikely the 

Alaska Permanent Fund will accumulate so much capita l that n significant 

portion of i t s investments must go outside the s tate for investment nt "high 

but safe" returns , while tho remainder wit 1 be mnde avui lnble through a 

variety of investment and consumer-loan programs withi n Alaska . llowever , 

serious philosophical issues wil l be generated around ho" the fund is dt'­

volopcd, who controls the fund, how remote management should be from dlTcct 

control of elected officinl5, and fund infrlngcment jnto oom3ins of bnnking. 
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THE ALASKA PERMANENT FUND IN PERSPECTIVE 

Unlike many of his counterparts in other states, the Alaska policy 

maker has a distinct distaste for special funds in government. In 1955 the 

people of Alaska drafted a modern and highly streamlined s tate constitution, 

and one of its hallmarks was a prohibition against dedicated revenues. The 

new constitution created a highly centralized general fund concept, into 

which all revenues would flow, and out of which all ~xpenditures would be 

budgeted . However, the pro.hibition excluded not only troublesome dedicated 

funds --funds where the revenue was tied t.o some particular spending 

fun ction- - but also bTondl>ased funds for the purpose of invcst.ing excess 

revenues. 

The writers of the constitution di d not anticipate the rose-colored 

world of excess revenues, and even after the entry into that charming world 

in 1969 Alaska policymakers were hesitant to tamper wlth tho old prohibition 

for fear of creating a hazy and undisciplined line, one \~hi ch would keep on 

moving, leading them back into the world of dedicated funds. 

In 1976 a constitutional amendment modified the constitutional prnhi­

bitlon to allow a b1·ondbnsed fund to accumulate (a mini.mum) of 25% of all 

incoming oil and other resource revenue from roynltie. , fees, lnnd rents, 

and other bonus payments. 

The only restriction on tho perm:rncnt fund wns thut moni cs not be 

spent on thu general operations of government. Tho funds only dcdicn~ion 

was to maintain its principol nnd produce some incomo. Tho broadness of the 

amendment was ulso linked to another Aluskun "quality" --one of being 

double c:1ut i ous not to "practice gencrnl ln\-1 in the cons ti tuUon . 11 
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In enacting the amendment it appears lawmakers did not see the fund 

as simply a savings account, nor did they see it as a super-development 

bank. At the point of initiation many lawmakers viewed the constitutional 

amendment, and the fund, as first simply a means of excluding a certain 

percentage of excess Jevenue from the province of normal operational state 

spending._ The alternative structure created was left to the future as to 

apportionment of concept of the fund between trust fund, development brink, 

and source of small consumer loans .for individual Alaskans. 

BEGINNING NORK ON TllE PERMANENT FUND 

1be legislatur e and execut i ve arc now just beginning the task of 

filling-in where t he cons t i tut :ionol amendment left of f. The amendment is 

intentionally broad, including nlmost anything that pr eserves tl1c principal 

and earns some return. 

The refined concept s of tho permanant fu"nd h'erc left to "general lah·," 

and also intentionally subject to the revisions of futl1rc legislatures . 

Tho 1977 legislutive session will see a number of permanent fund bills 

introduced, ond these bi 11 s wil 1 fro me some of the permanent fund issues. 

llowever, action on tho pennanent fund wil 1 be delayed unt:il the 1978 session, 

wi th the permanent fund becoming the subject of a complex hearing nnd public 

seminar program during the legislntivc :interim. Portions of the interim 

effort mny be on a cooperat i ve effort between tho lcgislntivo nnd executive 

branches (the seminars??), despite portisnn differences . Tt is also likely 

that hoorings will uso complex TV-coverage vin-sotellito , with two-way com­

munication for ci tizcn p:irtj cipnt ion from even remote locat i ons. 
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Additionally, the legislature may approve a number of television public 

affairs productions, along the lines of 1160-minutes" in order to project 

some of the conceptal issues to the public prior to hearings. 

LEGISLATION GOES INTO THE HOPPER 

Some of the emerging issues surrounding the permanent fund might best 

be discussed by discussing one of the legislative proposals. On March 3rd, 

Governor Jay Hammond intorduced HB-298 " . . relating to management of 

the Alaska Permanent Fund . . . " On the same day the House Special Com­

mit tce introduced HB-300 providing for the same, and being very close to 

the concepts of llB-298 except for asserting legi.slati.ve per ogntives in fund 

manag~ment. 

The governor's bi ll was the work of the State Investment Advisory 

Committee, and consulting work of Price Waterhouse & Company (Wa~iington D.C.), 

and White, Weld & Company, of New York. A great deal of the consulting work 

appear.ed to revolve around the "development bank" concept, and the method 

of operation of other principal fund s i n tho wor.l<l --ranging from the World 

13ank to the Alberta Cultural llertitnge Fund. 

A "SUPER 131\NK" IN OVl:RALL FORM 

The governor's 1113-298 casts tho pormnncnt fund in tho form of u "super 

bank" with n great donl of autonomy from tho operations of the governor and 

the Jeiiislnturo . 

Tho lcgislntion c rcutcs nn ALASKA PERMANENT FUND CORPORATlON, a public 

corporati on of the state, nnd while the corporation would be 

-'1 -
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be lodged within the State Department of Revenue, it would have an inde­

pendent legal existance ot its own. The serpateness tends to follow the 

World Bank pattern, providing an insulation from the political structure 

insuring loans will be based on sound economic criteria, even though social 

and many geographic-political factors will be weighed. In contrast the 

Alberta Fund is operated in a conventional government manner by their 

equivilant of our Department of Revenue . 

The new legislation provides for 50% of all mineral lease rental 

income, royalty income, and bonus payments go into the permanent fund, an 

increase of 25% over the base 25% required by the constitutional amendment. 

It should be noted HB-300, the legis l ative version of the permanent fund, 

would provide that 100% of all bonus payments go into tht:! fund. Additionally, 

it should be noted that oil and gas (and mineral) severance taxes "do-uot" go_ 

to the permanent fund, but rather to the general fund. furt her, due to the 

wording of the constitutional urnondment, and the l egislative history of the 

. resolution, it is doubtful if severance taxes can constitutionally over be 

put into the fund. 

The constitutional resolut ion was specifically amended in the senate to 

exc lude severance taxes, creating a definitive negative history that the 

legislature meant to exclude severance tnxos, and other taxes , leavi ng the 

legislation only the future option of 1>utting non-t -ix income i n the fund. 

'fho nction was an example of Alaslrn's cnutlon in de<l.i..cat ing funds, wi th the 

lnwmnkors wishing to ho suro n future legis lature could not get "carried 

awny" und cntch the state in the tnJre of dedication of revenue. 
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SUPERBANK PURPOSE --FUDGING TOWARD FLEX! BILITY 

While the current legislative forms of proposed manageme~t for the 

permanent fund are cast in the overall mold. of "superbank," t he goals 

and purposes fudge considerably towards and mix of "trust for the future" 

and current consumer benefits. 

The purposes clauses of the legislation tends to shy away from any 

one concept, such as trust, development bank, or consumer bank. The bill's 

preamble reads: "The purpose ... is to provide a means of conserving 

revenues from mineral resources ... to the benefit of present and future 

generations o~ Alaskans. The revenues . .. shall be invested in income 

earning investments which will provide further benefits to the present and 

future generations of Alaskans. 

The preamble further speaks to the diversification of the Alaskan 

economy by investments in renewable and non-renewable resources, smoothing 

cyclical patterns of growth in the Alaskan economy, encouraging participation 

of private capital, promoting •.. capital for community purposes, and 

supplementing private investment. 

It appears that the State Investment Advisory Committee considered the 

more definitive ~ossibilities of trust or development bank, and specifically 

opted to soften the declared purpose of the fund. Alaska is unique in 

relationship to its pl'oposed permanent fund, because while Alaskans perhaps 

want a measure of control over their economic destiny --wnnt a measure of 

development-- they arc aware that the great asset of Alaska may be its 

small population divided i nto a high margin of excess wealth. 
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COMPROMISE TRUST/DEV~LOPMENT BANK/CONSUMER BANK 

The administration and legislative bills both option for a split 

concept in the permanent fund, probably representative of the multi-faceted 

view which most originating lawmakers and the public have of the permanent 

fund. 

The legislation provides the fund "must" invest 40-per cent of the 

permanent fund in investment grade securities, a bone for the trust fund 

or savings account principle, and insuring a maintenance of income for 

future generations of Alaskans. Since the interest from the fund goes into 

the general fund, or at least can or cannot go into the permanent fund at 

legislative option, the earnings of a steadily growing 40 per cent could 

stand to back-stop general Alaska government op~rations at some future 

point should the government find itself in revenue jenpordy from exhaustion 

of tax-paying natural resources. 

Second, the proposed legislation provides that not more than 30 per cent 

of the fund should go to provide a reasonable proportion of longer-term 

investment capital for financing expansion of productive enterprises, for 

which capital on reasonable terms is not nvailahle --hence, 30% development 

bank. 

Third, the fund may go not more than 30 per cent for investment capital 

needs of community investment projects of municipalities (utilities) and 

private dwellings --hence, 30% consumer bank. Jt should he noted that Alaska 

is already deep into other consumer loan programs, such as t11c nation's 

number one student loan program, an cxt"rcmely brond vets loan program, n 

number of fisheries loan programs, nnd others. 
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TOWARDS A BANK --THE POWER TO "BARROW" 

The apportionment of money perhaps allocated a disappointing 30 per cent 

to development bank operations of the fund, but the pending legislation also 

confers the power to raise capital and barrow against the assets of the 

permanent fund --the power to expand the capital base of the development 

bank portion of the fund. Hence, the fund twists ha.ck from pro-trust in the 

larger 40% allocation of money to pro-superbank, ~j,th the legislation likewise 

confcring the power to grant debt guarantees, in addition to debt, in the 

case of the 30 per cent development bank portion of the fund. 

THE STRUCTURE OF FUND MANAGEMENT 

The o.erall policy board of the fund, called the PERMANENT FUND POLICY 

BOARD, would consist of the Commissioner's of Revenue and Commerce, and seven 

other members appointed by the governor. The seven gubenatorial appointments 

must be Alaska residents and not state employees. Te1·ms would be four years 

and the issue of legislative confirmation remains a "difference" between the 

legislature .and the executive. Further, members would only be removable for 

"cause," a familiar feature in boards and commissions of other states, but 

one foreign to the Alaska system where vi rtually all appointees serve at the 

pleasure of the governor. It is possible the policy board may end up serving 

"at the pleasure," based on the logic that lawmakers want responsibility 

firmly fixed on the governor, and that uny "removal" from the policy board 

of a multi-billion dollar found would be bound to attract thorough press 

scrutiny. The chairman of the policy board would be the President (actual 

manager) of the corporation (although he would not be a voting member). 
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The policy board would be charged with the broad policies of 

investment, with selecting the INVESTMENT CO~~IITTEE (the next layer of 

management), relations with the legislature and public, reviewing investments 

and performance, and providing for reports and audits of the fund. The 

policy board would adopt a five year plan, revised annually, and do the 

sect.orial analysis of the Alaskan economy in order to guide investments into 

areas of economic need . 

Beneath the policy board would be the PERMANENT FUND INVESTMENT COM­

MITTEE, consisting of the President (also Chail·man of the Policy Board), 

who is appointed by the pol icy board and would serve at its pleasure, and 

four other members serving at the pleasure of the policy board. 

The investment col!lmittcc has sole responsibility for nll investments, 

with the concept being one of "seperation and balance" of powers, wi th the 

investment committee not interfering in the overall pol.icy decisions, nnd 

leaving that body to handle external political and special interest 

pressures. In the same vein the policy committee may not interfer in the 

individual decisions of tho investment committee on inclividual loans, with 

the principle being i11sulating that investment committee from the pressures 

fi elded by the policy committee. 

Under the two board system the President --the executive manager of 

the fund-- is tho link between the policy board nnd thl{J investment committee, 

with the President being non-voting chnirmnn of tl1e pol icy bonrd and a voting 

chuirmnn of tho investment conuni ttce. The concept is nlso one of fixing 

responsibility on the executive president. 
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The two board system points towards a procedure where the investment 

Couunittee would receive detailed proposals, and the staff produce a detailed 

analysis and recommendation free from external pressure. 

The superbank management operation would have a great deal of discretion 

beneath the broad guidelines of the policy board. The staff could probably 

exercise a great deal of judgement in terms of providing all of the debt on a 

project, participating to~~ther with private capital, obtaining an equity 

share, or perhaps working with equity in such a way as to support offerings 

of local securities, in providing guarantees of private capital, and with 

other authorizing legislation, perhaps participate in an arrangement where 

interest rates are subsidized (the i nteres t subsidy coming from a legislative 

appropriat i on in order to maintain tho integrity of the permanent fund). 

It should be remembered that the ~ind probably will be able t ~ : 1) barrow 

to expand its development bunk capital, 2) sell its securities and debt to 

other mortgage markets to recoup bnso capital, and 3) make investments in 

financial intermediaries who may bo better able to manage small invostm~nts 

deemed to be to small t o be under direct supervision of the permanent fund 

investment corporation . 

The legislation ns presently written follows nonnal development bnnk 

philosophy in dcclarlng thnt tl10 state corporation would never seek to 

control or manage a vcn~urc, regardless of financial condition . llowovor, it 

is likely through its position tho stnto would probnb ly be aware of trouble 

• 

r' 

,. 

on an cnrly basis, and he nhle to 1) insist on vnrious kinds of nudits, 2) offer 

tcchnicnl nssistnnco, and 3) insist on timely consulting assistance nnd 

consulti ng mnnagcment. 
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CONFLICTS OF INTEREST AND BOARD MAKEUP 

The sophisticated superbank structure makes interesting drawing on 

organizational charts, but poses some serious issues in a state as small as 

Alaska. 

Obviously the control of a. multi-billion dollar corporation offers a 

source of great power, and likewise attracts greed from a multitude of 

special interests One has only to look and see who sought to influence the 

State Investment Committee in their deliberations of the fund --the bankers. 

The question will be posed in legislative scrutiny: "Where do \~e find 

people with knowledge and expertise to put on the policy board and i nvestment 

conunittce who do not already have 'built-in' conflicts?" In larger states we 

might well find an abundance of people who have garnered excellent financial 

management experience, but long since departed those "special interest" 

institutions for academic life, or work in some large and more distant 

industry, where one might have reason to think the individual did ncl. one 

day expect to retur n to their old occupation. 

For example, one con expect tl1e Alaska banker to have immediate con­

flicts over what arc "reasonable tel'lns" i n the mnrket, or a hanker might not 

have an immediate interest in a proj ect , but l1is rival is a part i cipant in 

the package, or perhaps it might be the bankers "i1·iendly rival." The 

potential for subtle bias on both the policy bonrd and the inves tment committee 

is very high. Compouding the p·rohlcm is the fact in the small Alaska structure 

it will be difficult to find knowledgnblc board members without co1fflicts, 

nncl that same smallness may dictate that bAnk-cmployces may have to be pro: 

hi bi ted from serving. 
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Playing with the structure of the superbank is a fascinating mental 

exercise until the more human issue of "who serves and where do they come 

from" is considered. Its sort of like a government finding a good ciirector 

of ba11king or an insurance coJ!Ullissioner, if they have expertise it is likely 

they came from banking or insurance, who they are supposed to turn around 

and regulate. On the flip side of that coin, with political appointments 

being a precarious occupation, those so chosen likely expect to one day go 

back to their respective profession . The conflict is one of general 

institutional bias of both past association and expected future association, 

all of which stands completely seperate from the problems of actual "hard" 

conflicts within the investment community. 

It is possible that legislative interest could at first run strongly 

towards the superbank double-board structure, but at the encl of the game the 

legislature throw-in the towel and simp~y opt for a permanent fund as a 

sub-unit of the Department of Revenue, or as a seperate agency. 

We must remember that Alaska in general has a love affair with a tight 

and highly centralized executive, and a phobia generally running against 

independent boards, commissions, and executive officials. The concept is one 

of fixing all responsibility with the governor and providing no place for 

that executive to pass-the-buck. In Alaska t he governor is not only the sole 

elected executive official, but with only a few rare exceptions he has "no" 

officials, boards, and commlssions which do not serve at his "sole pleasure." 

:The centralized system with maximum accountability on the governor has worked 

well in Alaska and breeches in the system are not easily made. 

-12-
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A PROBLEM OF PUBLIC ACCOUNTABILITY 

Another problem in structuring the fund is the accountabilit.Y of 

permanent fund managers and policy makers to public officials, and therefore 

the public. The inter-relation of insulation from poltical and special · 

interest meddling versus the need for accountability to the Alaska public 

stockhold~r is a difficult one. 

The governor's proposed HB-298 puts the board on a staggered term 

appointment by the governor, but 1-:i th removal only for cause, while the 

legislative bill requires 111.egis lative confirmation," with removal also only 

for cause. There i s a special set of constitutional problems in Alaska 

surrounding confirmation, which will be discussed later. However, it appears 

the governor's bill probably does not satisfy the issue of public 

accountability, since the policy makers and managers once appoi11ted would 

not be accountable to the legislature, and only to a limited extent to the 

executive . 

Consultants to the State Investment Advisory Conunittee recommended an 

elected Permanent Fund Policy Board as their way of solving accountability, 

but providing i nsulation from the legislature and executive (directl)' 

accountable to the public). However, a brief look back at Alaska's highly 

centralized structure (with no other elected administration officials 

except Lt. Governor), gives indication why this recommendation was not con­

sidered and simply would not "fly" in J\ la ska. · 

The next step is therefore confirmation of tho policy board, providing 

i nvolvement in the appointive process of both logis lnture and executive, but 

again Alaska's tightly-wound constitution presents some unique problems . 
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The Alaska Constitution grants confirmation power to the legislature 

for Department heads and certain other enumerated instances, but for years 

it was felt t he legislature could provide by statute further offices to 

be required for confirmation . A 1975 Alaska Supreme Court decision has 

given the narrower view, again in line with Alaska's highly centrali:.!.ed 

executive concept, and there is some doubt as to whether confinnation of 

policy board members could be required if the corporation is a sub-unit 

of the Department of Revenue. 

It is pos sible the legislature could set the J\laska Permanent Fund 

up as an entity in itself, virtually a department with corporate status, 

and therefore require confirmation of the President, and possible tne 

policy board. If the unit was set up under Section 26 of the cons titution, 

which provides potential for exception from the straight-line executive 

accout)tability of the Alaska system (an appointive board with power of hire­

and-fire over the departmental manager), then clearly the board would be 

available for legis l ative confirmation. 

A third option which may be considered i s to lea.ve all policy board 

members serving at t he pleasure of the governor, with or without the 

clement of legislative confirmation. Such an option would make the governor 

publically accountable for their action in the Alaska tradition, wlth the 

protection of public questioning guard i ng against arbitrary removal of board 

members. In fact, in this day and age of publ ic investigations, special 

. prosecutcrs, public interest advocacy groups providing a special kind of 

public watchfulness, plus the scrutiny of the press, it is highly likely no 

other special protection nnd insulation for tl1c fund policy board is needed. 
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THE WORLD OF THE PERMANENT FUND 

All manners of potential can be dreamed up for the permanent fund, 

especially those portions assigned to a development bank concept or the 

so-called consumer bank. 

First, a word about the consumer bank which will be discussed further 

in a forthcoming Alaska Series report on the history and evolution of 

the !iermanent fund (as a guide to understanding the fund in Alaska). The 

consumer bank is that portion of the fund which the individual Alaskan, 

the lone citizen, has some reason to think he might call on one day. 

Second, it is that portion of the fund which might participate in funding 

a community enterprise, perhaps some recreation function, or a unique 

utility, or some such entity with which the pub~ic might identify as a sub­

stantial permanent fund benefit reaching them "as a group." 

The Alaska consumer bank has a his tory in the $900-million bonus 

money and a variety of legislation which followed setting up loan programs 

ranging From a extremely liberalized veterans home loan program, a student 

loan program among the most liberal in the United States, a number . of 

fisheries vessel and enhancement loan progrmns, to a stnte Municipal Bond 

Bank, and others. Many of these programs utilized what was called "madntory 

purchase," a feature whereby the loaning program qualified and approveu the 

loan, und the Department of Revenue was required to buy the loan with state 

excess revenues (revenues from the $900-million). 

It is likely for practical and political reasons that the permanent 

fund wil 1 have to allow for a portion nssigned to public community loans . 

and other consumer loans. 
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It is possible that the so-called consumer loans might be loaned to 

an intermediary better able to administer the smaller loans, or that an 

automatic purchase system be set-up with a certain percantage of the 

fund assigned for legislat~d loan programs. 

In the category of development bank there appear to exist many 

potentials, and also many potentials for conflict . The fund can provide a 

valuable source of total capital, cooperating capital, equity capital, 

guarantees, and etc. However , how t he fund operates will draw both the 

bouquets and brickbats of both business anJ banker. 

How will the banker feel about equity and participating c:apital i n 

projects by-passing their banks? How about potential competi :ors in a field 

in relationship to a project in which the fund is a particip1nt. For exampl e , 

Alaska was brewing no beer of its own, all wns exported, but when Alnska 

tried to grunt a tax exemption to a potential brewery, the st·11te and the 

browery were mired in litigation with competitors sclli.1g beer in Alaska 

for several years. 

Obviously the banker and the managers of the pernnnent f und may 

differ greatly as io when private capital i s, or i s not, available, and 

whether terms arc "reasonable . " 

The fund may provide a valuable source of participating capital for 

tl1e Native Land Claims Corporntions, especially the more vinblc Village 

Corporations who might find that the fund is n key source for cxpnndlng 

their capital to the point where t he sma ller villnge corporation is viable. 
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It would appear that the permanent fund will prove an inva luable tool 

in providing frontier capit al in Al aska's sprawling rural areas, where there 

i s an underdeveloped economy in the extreme. However , such zones also 

represent a risky area of investment, and poses a difficult conceptual point 

for fund policy concerning acceptable risk (and the rules of investment) . 

The native corporation became a source of capital for these same 

underdeveloped areas, but those corporations also have found : 1) they must 

bal ance their portfol io with vi abl e urban i nvestment s , and 2) that regardless 

of available capital front i er enterp1·ise in an almost economyless zone is 

extremely difficult . Simply adding an associated investor in the form of the 

fund \d 11 not change the fact that any business emerging in the high-cost 

rural zones of Alaska is goi ng to be a high r isk operation. 

The fund policymakers will have to wrestle 1'/ith diffi cult rules of 

investment , bnlnnci ng suc l1 aspects as broad socinl , economic, and political 

profits, agninst higher risk and loss of profits and capital (on occasion) , 

and perhaps to what degree the hi gher profit and more secure portion of the 

fund portfolio --.in the trust sector or more profitable urban bank 

structure- - should he gaged to offset expect ed loss from the frontier arens. 

Both bi ll s ns introduced i nto tl1c legislature currently declare for 

appli cability of prudont-person Tule , which could pose difficulties as tho 

fund is nppli.cd to frontier loans. 

Novorthol css , despite problems of invt-strnent jn J\ lasko sprnwling rural 

areas, i t is obvious that J\lasku nOh' possesses, in native corpor:1t ion capitnl 

and the f und, two extremely val unb l o economic tools. 
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Ten years ago in Alaska there essentially were no economic tools, or real 

hope of development capital, for the underdeveloped rural areas of Alaska 

and the peoples who live there. 

The peTIT1anent fund and nat ive corporation also have interesting 

parallels. The native corporation is a private firm with a unique social 

base of stockholders . 1t is not only motivated for profits but also social 

p-::ofits (jobs, business, etc. in rural areas). The fund is government with 

a probabl e twist in management and structure towards the private. Government's 

usual goal is social, but i n the case of the fund it takes on the usual 

private purpose of "profits." The two unique structures may mnke good 

partners nnd understand each other better than many observers think. 

FUTURE PERMANENT FUND IU:PORTS 

The permanent fund will become the subj cct of a Tegular and ongoing 

series of Al askn Series Reports. The Series wU 1 follow the fund during the 

legislative interim as special committee actions bel!in to mold the poli.cy 

and philosophy of the permanent fund , and in the near future will issue two 

brief reports. One of those reports wi ll simply provi1e l1 istoricn l bnckground 

of the fund, such things ns why f,lasku nvoi.ded a fund jn 1969 when it 

received the $900-mi ll'ion, nnd tho grndunl evolution to the present l>roadbascd . 

fund. The purpose of n report is simply to provide o source for observers to 

perhaps undcrstnnt.l why i\ln skans wll J shnpo the permanent fund in certain ways. 

The second Teport will simp ly mako some comparisons of tho i\la sko Permanent 

Fund with other world monetary funds, :rn<l ul so donl '"1th some fin ancin l 

projections dcnllng with tho monetary potentials of the fund. 
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THE ALASKA PERMANENT FIJND 

and 

011-IER SIGNIFlCAf\:T WORLD FUNDS 

The following report provides n compAra t ivc revie\\ 
of other significant resource based monetary funds, 
and development banks throughout t he World, i n re l at­
io11 to the J\las ka Permanent Fund . This report is t he 
seco11d in a11 initial t hree-part serfos dea l i ng with 
t he de ve lopment o f the J\l askn Fund. This report dis­
cusses n cross-section of Wor l d Funds ranging frorr the 
h:rnd 1 i ng of res ource revenues by other lJ. S. stat es, to 
Ara b rwtion o i 1 funds, including European Development 
Bu11ks , t he World Bank, tmd c l assj c r egi onul deve lopment 
bunk s such as t hose of Mcxj co :111d Puerto Rico , and 
fi n all)' r esource based funds, s uch ns the Alberta and 
Vcnezue 1 a funds, which have a kinshj p w.i th the curcum­
sta11ccs of the Al aska Permanent Fund • 

The f irst Permanent Fu11d r e por t dco l t with crucial 
i ssues and optfons i n t he fond structure (April , 1977) . 
The 1 Jd r d r cpur r (.l1111 c , l 977) 1d 11 give n hri ef hi s tor)' 
o f Al:1s lwn at t i tuclc s t oward government u11d " s pecial 
funds ,'' whi c h li kc l~ 1-.'ill contdhu t c to fi nal s haping 
o f the Al n.!-> ka Fund. Succc ~ :- ivc repo rts wjJl follo1o.· t he 
octuu l J cvc l opmcnt o f the fund durfop, t he next s eve ra l , 
)'Ca r s . 

May • 1977 

1"11 1• ,\Iuka SN lu hi rubll sh1•d by Al11k1 ln lorm1 tlo n Service , P. 0 . Box 21 83, F1 lrb1nk1, A luhu 997 07 



CONTENTS 

Structure of Development Banks and Funds ... . . . ... . . .. •. . • • . . • 2 

Severance Tax and Royalty Income Disposition 
by state (stat e ' s with ro)a l ty income) ..... •. .... .. .. . ... .. .. 3 

St ate ' s With More Specific Resource Funds: 

--Ar izona ............................... . . .. .. . .... S 
--Texas Permanent Fund ...........•.•. • .....•... . ... 6 
- -Wyoming Funds .. . ............ . .. . . . ... .... . ...... . 7 

Regional l.)evelopmcnt Bank Type-Funds: 

- - Puerto Rico .. . .......... . ........•... . ... . ....•.. 8 
--Pennsylvania ....... . .... .. .. .. . . ....... . . ... . .... 9 
--Swedish Bank .................... . .•............. 10 
- -Ja1Ja11 ..................................... . ..... 11 
--~fcxico .......................... . -.. .... .. ...... . 13 

World Bank Type- Funds: 

- -The Worl d Bank . • ••. . ••••. . . • • • •.••• •. •• • • .•.. .•• 14 
- -Inter-1\mericon Bank ... ... .. . .... . .......... ..... 16 
--African 13nnk, Asian Bunk ...... . ...... • .......... 17 
--European Bank ....... . .. . ...... . ..•.......•...... 18 

The Resource Based Funds : 

• - -Saudj Dcvc 1 opmcn t Fund . . ........•.. .. . .. . . ...... 19 
--Arab Development Bonk, Is lamic Bank, etc . .. ..... 20 
- -Ku\\·nit Bank, Comments on Arnh Banks . ..... . .. . ... 21 
--Vene z.uclr1n Fund . •• ••.• •••.• • ••.. • •••••••. • •• • • . . 22 
--Albert a llcritagc Fund .... . .... ... . . .. . .. . .... . .. 23 
--Comments on Al berta Fund .. ... ............... . .. . 211 

Gcncl'al Closing Commcnts . . ........... . .................... .. 25 



For the next year Alaska policymakers will be studying the potential 

philosophy, structure, and goals of the Alaska Permanent Fund. The 1978 

legislature will be called on to give statutory definition to the fund, 

and that action will have a distinct impact on development, business and 

financial institutions, and the future economic and fiscal posture of the 

state. 

In many respects the Alaska fund will prove to be unique, existing in 

a resource rich state, with a small but generally highly educated population, 

but wit h a climate tending to discourage an in-rush of new migrants. 

The suggestion of the permanent fund naturally generates comparison 

with other significant funds. Therefore, in the following pages we wil 1 very 

briefly review and comment on other such resource-based funds in the United 

States, Canada, and other countries of t11c world. Such a review puts the 

Alaska Permanent Fund in perspective, and contributes to a feol for general 

philosophy and concept which Alaskans might wish to choose. 

tlowevcr, such n comparison leaves the impression that t ho Alaska 

Permanent found wi ll not stund in the shudow of ot he1· si11d lar fund s , but 

rather has the potent ial of being among the more significnnt . The Alaska Per­

manent Fund will not on ly be n basic economic tool of Al:isknn development and 

security, but wi 11 give Aluskn stnndi ng and notice i n the financial community, 

n r i ch resource in its c 1 f. 
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Development banks and special funds vary from the international 

world bank, to regional development banks, include development banks for 

the simple purpose of harrowing and relending (without any particular 

natural resource asset~, and extend to a relatively small number of 

development bank funds, most akin to the Alaska situation, where the fund 

is heir to a significant income pf natural resource revenue. 

Generally the funds, or banks, fall into three categories, depending 

on their situation and activities . 

1) International Institutions consisting of a membership 
a number of countries, with the purpose of fostering 
development and growth of a particular region . Example, 
The World Bank, Asian Development Bank, Inter-American 
Development Bank, etc. Such banks are usually a vehicle 
for industrial nation members (receivjng no benefits) 
to channel funds to underdeveloped regions. 

2) Government owned banks for the purpose of harrowing 
funds in the international market nnd translating t .hen 
to target domestic development enterprise . Such banks 
barrow often from the international institutions (World 
Bank) and nre a convenient vehicle for picking up 
government guarantees of such lending: Example, on a 
Alaska lcve 1 the Al :1skn Mousing Finance Corporation 
harro1~s mortgage money and rel ends those funds for 
housing through local banks (with stAte guarnntecs via 
an nppropriated mortgage reserve). 

3) runds and banks restricted to o locn! gcogrnhic orcn , or 
to a spcci fie indust't"y, and based on resource assets. 
This 1p·oup contains the :>mn llcst number of fu11ds, such 
funds arc relatively new, ~ i th the mnjority based in the 
Midd le East, nnd arc usunll)' funded by resource related 
revenues. Basicnl ly, the /\Jasko Permanent Fund fits this 
cnte~?22:_ 

For purposes of revio1~ 1~c wil 1 first discuss various :>tato funds, 

pertinent funds of fo·deg11 count d os, a11d then tho lnrge intornationu l 

funds, since "lUCh of the permanent funcl "proposed" coqcopt dcri ves there. 
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SEVERANCE TAX AND ROYALTY INCOME DISPOSITION BY STATE 

Following is a quick review of how various resource producing s tates 

dispose of resource revenue from severance t axes and royalties. State 's 

which wil 1 be discussed specifically are excluded from the list belm'i. How 

tightly the use of such funds arc.: dedicated is worthy of note. 

ALABAMA : 

ARKANSAS : 

Timber severance taxes support State Conservation Department 
restoration activities. 

Coal severance taxes pays debt on docks and seaport facilities 
revenue bonds. The fund is reportedly now bonded to maximum . 

Revenue from severance taxes returned to local counties. 

CALIFORNIA: 56% of severance and royalty income goes for capital programs 
i n California ' s higher education system. 

22% special projects --irrigation and navigable waterways. 

8% to State Conservation Department 

COLO RADO : Severance tax goes into gcncru l fund . 

Il>AHO: Severan ce tax goes i nto general fund . 

KANSAS: All oil, gns, mineral revenue goes to general fund. 

KENTUCKY: Severance taxes go t o short-term i nvestment s , a portion to 
be divided semi - nnnuo lly with coun tics for special projects, 
\'d th a 11 remaining money going to tho genera 1 fund. 

LOUISIANA : 90% for state general income, 10% to parishes (counties). 

MI NNESOTA: 10% of taconi to tnx to stnte general fund, 90% to counties 
where produced. ~ ll royn l tics to genernl fund. 

MISSISSIPP I :Timber severance tax, 50<'6 Forest Redevelopment Funcl, 25~.; to 
s tnte general fund, and 25"~ to counties. 

N. DAKOTA : 35'\ of con l tnx goes to Con l lmpnct Office, then nllocnt ccl 
special projects whcTo con l is mlnod. 

35% to I.and Uo:.trd Trust Fund (2/3 for environmental studj cs, 
1/3 invested wi t h proceeds to genera l fund. 

30\ to St OtO genornl fund 1 nnd 5\ HJ IOClltCcl to COlln tieS . 
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OHIO: 75% of severance taxes used for restoration of orphaned strip 
mining land. 

OKLAHOMA: . f 5% t o the state general fund, 15% allocated to counties. 

UTAH: /,Jl funds to state general fund . 

GENERAL FUND VERSUS DEDICATION 

It is interesting to note that the major oil producing states li sted , 
except California, all tend to keep Tesource revenue unrestricted and place 
the funds in their general revenue accounts (Co l orado , Kansas, Louisiana, 
Oklahoma). The min~ng and timber states tend to restrict revenue to 
special areas of expeniture - -usually restoration activit ies. In other 
instances mining and timber states apportion a major part of ·funds back to 
producing counties, or to all counties in general. 

It shoul d be noted here that Alaska has b0en a general fund state tG 

the extreme, with virtually all revenue going to the general fund, and th('n 

havi ng to be sought by each spending sector on n basis (presumedly) of 

need und performance . Critics of highly i·cstrictivo , or dedicated funds, arc 

quick to point out t hat proceeds of n detl i.cated tax is often more than 

suffic ient at fi r st, but t hen os growth and cost escalat ion takes place 

the funds arc i nsufficient _,-yet t he 1·eve1we has become an inflexible spending 

guide . Further, cdtics point out thnt some government nl uni ts have become 

so mired in innumerable dedicated revenues thnt t hoy could sho\i nn overnl l 

sul·pl us but yet be on the verge of ln111ruptcy due to not being able shift 

revenue!' to nrcns of need . One of the rea sons for the breadth of the Alaska 

Permanent Fuml, and for t ho de l etion of sevcrnncc tnxcs from the fun d, is 

due to Alasknns hcstitnncy to depar t from the ir tight l y centralized genc1·n l 

fund system. On t he othot side, Al osknns perhaps l enrned that the "genera l 

fund rule" is most opplicnblc to ~>totes with normal revenue flow, where 11 

few pcrccntnco poi nts of excess, or d iscretionury new , r evenue is t he nort:l. 
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Hence, Alaska finding itself in the unusual world of excess revenue, in 

part saw the wisdon of r~rnoving large portions of funds from the temptation 

of day-to-day government spending, but still cautiously sought to keep 

such funds in a "broad concept" free of inflexible dedication --and capable 

of changing somewhat with changing demands of t he state. 

STATES WITH MOUE SPECIFIC RESOURCE FUNDS 

ARIZO~A: 

Arizona has a number of funds, of which the most significant is the 
New Mexico Permru1ent Fund created in 1898. The fund has assets of 10-million 
acres, and $675-million. 

Income came originally from sale of s t ate l ands . Revenue currently is 
earned from oil, gas, nnd mineral royalties, income from land rental and 
grazing lands, and from capital gains on investment s . 

Management is exercised by the State Investment Council (governor, 
treasurer, commissioner of lands, finance officer, and four members 
appointed by Lhe governor for five year terms . 

Funds arc i nvested from the permnnent fund. Present appo1·tionment is 
18% equity, 32% corporate obligations, 50% U.S. government obligations. 

Approximately 80% of the earnings of the fund go to the Arizona Public 
School System. 

The second significant Arizona fund is the Severance Tax Permanent 
Fund, with capital of $103-inillion, with earnings derived from petroleum and 
mining. Mnnagement is by the Stnte Board of f.inance (treasurer , governor, lt. 
governor, and three citizen members. 

F~n.v.c.s.t.cd-i.n-C · ificatcs of Deposit of State Banks. who in l 
turQ make can,J,_t.aLlorulS- to- tll.Q_J2TlVa c sec or. ,eneral loan app~n cness 
is left to the hanks, oJ thou..zlL n1rt~ip_~i.Q.n_in :;fi:rrb".tcrl.~ by the banks 
requires approval of the St.ate Boa rd of rinancc. 

Presently $94-mil .U on of the fund-i:-s-hr bank certificate of deposits 
maturing one-to-five ycnrs nt u rate floating at t l1c rate of short term 
treasury obligations µlus SO basis points. 

The Arizona Severance Tax Permanent Fund can be l ooked at as a mild 
form of Development Bnnk operating at the di scret ion of the private sector. 
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TEXAS PERMANENT UNIVERSITY FUND 

Texas is P.erhaps looked . at as being synonymous with oi 1 weal.th, and 

in a vague sense its university fund is perhaps the best known of so-called 

state resource funds. 

The Texas Pemanent University fund hai; assets of 2 .1-million acres of 
land in 19-west Texas counties and assets wi th a book value of $781-mill ion. 
The fund was established in the Texas Constitut:ion for the purpose of 
supporting a university. 

Funds come annual ly from oil, gas, and water royalties, gains on 
investments, mineral lease rentals, and proceeds of any land sold. Income 
is invested as principal, and then earnings apportioned 2/.3 to the University 
of Texas and 1/3 to Texas A & M. 

Management of t he fund is by direction of the Doard of Regents of th e 
University '-f Texas via the State Treasurer who holds the funds. The 
Regents are appoin t ed by the Governor for si.x year t erms with confirmation 
by the State Senate. 

Funds may be invested in bonds of the United States , State of Texas , or 
counties of the state, school bonds, or bonds of any city or state . The 
funds may be i nvested in securities guaranteed by the United States, and in 
bonds, debentures, and preferred and common stock issued by corporations . 
llowever , not more than g ; of the fund may &!> into a corporntion nor may the 
fumt-ctrn'trol more tffiUr 5"& of t he Voting stock of a ion. Additiona ly, 
firms in w uc s oc is acquire mus e is ct on t l C and 
must have paid dividends for five con~ecuti ve· years. 

Presently of t. he $781-million held by the fund, $279-million is j n 
corporate hands and $254-mil lion in common stocks. 

The Texas fund might be best di scribed as of the "trust fund," 01· 

savings account, variety, wit.1 fund s going for a relatively narrow purpose. 

The fund s go only for the University of Tcxns and Texas A & M, and then only 

for capita l projects. 

After Alaska had received t he $900-mil l ion Jn oil bonuses in 1969, the 

Texus fund wus often pointed t o as nn example "of ho1~ not to go," and the 

fact that once such "motherhood funds" nro constructed that thcr become 

virt unll)' impossible to dlsmnnt le. 
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WYOMING RESOURCE FUNDS 

The State of Wyoming has three resource based permanent funds dealing 

with: 1) the University of Wyoming, and income from university dedicated 

lands, 2) monies derived from severance tax on minerals, and 3) monies 

derived as government royalties in minerals. 

THE UNIVERSITY FUND has lands of 34,492 acres and capital funds of 

$8.S -mil lion . Income is derived from lands dedicated to the University of 

Wyoming, with the State Treasurer being responsible for investment with 

proceeds being turned over to the Treasurer of the University. 

WYOmNG PERMANENT MINERAL TRUST FUND is a creation cles ign0d to retain 

monies collected from a severance t ax on all minerals. The State Treasuer 

manages the funds and upon legislative approval -the fttRds mil.Y. be used for 

loans to local political subdivisions. The capital funds amount to $51-mil-- -
lion . Income eamed on the fund is placed in the state general fund. 

WYOMING GOVERNMENT ROYALTIES FUND has land assets of 3.1-million 

acres and an undisclosed amount of capital funds. Moni es are derived also 

from income from the state share 1:>f federal leases in Wyoming (50%). Funus 

go 50\ to public school systems , 35% to the s t ate general f und, 9% to the 

University of Wyomi ng, and 6% to counties . The funds are deposited with tho 

trcasuer, but since the fund was only created in 1973 the legislature has 

yet to address management detail. 
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REGIONAL DEVELOPMENT .BANK TYPE-FUNDS 

The most typical regional developmentoank examples are based in 

Puerto Rico, Pennsylv ... nia, Sweden, Japan, and Mexico. 

GOVERNMENT DEVELOPMENT BANK OF PUERTO RICO 

The development bank was created in 1948 as a public corporation to 
' 

1) act as a fiscal agent for the Commonwealth, municipalitic.s, and publi c; 

agencies, and 2) to make loans to private enterprise which will aid in 

developing the economy of Puerto Rico. The banks charter provides that no 

changes in law may impair the obligat i.ons of the bank, and that the bank 

is exempt from the Commonwealth Banking Law. 

In 1975 the bank had assets of $782-million, was originally capital ized 

by legislative appropriation, but today its capital is received from 

operations, capital notes (some guaranteed by the Commonwealtl1), and lines 

of credit with U.S. and Commonwealth banks. 

The governing body is a seven member Board of Directors appointed by 

the governor for four year terms sqbj cr:t to the approval of the Council of 

Secretaries of the Commonwealth. 

The bank is i·esponsibl e for the timing and sale of bonds by the 

Commonwealth and i ts agencies, and between 1944-75 arranged for $11-billion 

in such harrowing. Additionally from 194'1-75 the bank disbursc<l over 

$337-million in loans in the private sector (47% mnnafacturing, 22% for 

commercinl buildings, 6% for hotels). In 1976 the ha11k had $165-million in 

business loans outstanding. The bank also issues its own full fait h nnd 

credit notes ($40-million ns of 1975), and is the clearing house for cl1 ecks 

in the Commonwealth. 
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In 1975 the bank negotiat~d a $612-million note purchase agreement, 

guaranteed by the Commonwealth, with major mainland nnd Puerto Rican banks, 

tn provide for a revolving credit line for the Commonwealth. 

The Puerto Rican bank does not resemble what an Alaska Development 

Bank might look like, since the Puerto Rican bank takes on the comprehensive 

role of overall fiscal agent for the government in many re~pects, earns its 

profits from actual banking, and then seeks to reloan capital , and leverage 

capital, under a development bank concept designed to~ard Puert o Rican econ­

bmic development goals. 1bc bank is not n resource-based institution. 

PENNSYLVANIA INDUSTRIAL DEVELOPMENT AUTHORITY 

Cr eated i n 1973 the Authority has assetts of $266-million and capH:il 

of $226-mill ion . The purpose is to relieve unemployment and economic 

stagnation by promotion of research and development i n critical ;n:eas . 

The J\uthoi;ity is permit t ed to make mortgage l oans to non-profit 

Industria l Development Agencies, who in turn use the barrm1cc\ fun:ls to 

finance private industrial projects below market interest rates. 

Monfos have come from aggregate legi s lative appropriations of $191 -r.iil ­

lion between 1956 and 1975 , from the proceeds of tax exempt bonds amounting 

t o $72-mj 1 lion , and from repayment of principa I :ind fotcrest on outstanding 

mortgage loans. 

The Authority :i.s managed by u bonrd of six cnhin ot l evel officials 

nnd seven lay members nppointod by the governor for soven year terms. Monies 

hold nrc inves t ed according to stntu stntute. .. 
-9-



The present Pennsylvania Authority portfolio consists 

in mortgages at i nterest rates ranging from 7/8 of 1% to 4% per annum, 

representing a considerable interest rate subsidy. 

The Pennsylvania is a relatively narrow based Development Bank whose 

prime purpose is to barrow in the market and translate funds cushioned via 

state appropriations into industrial activity in areas of high unemployment. 

The authority resembles the Alaska State Housing Authority , or perhaps the 

Alaska Housing Finance Corpora ti on (an ASHA affiliate), which the legislature 

appropriates a 2% mortgage reserve for to back a 98% borrowing in the market, 

with those funds being transfered i nto commercial banks for loaning under 

the guideU nes of Al a ska' s mode1·ate income housing finance program, Note: the 

Alaska Legisl ature gave AflFC $2-mill ion mortgage rcsorvc al ready i n 1977, 

which could back $100-mi.J lion in financing, with the corporations last loan 

package earninr. a good enough rate to float some mortgages belo\v 8 per cent . 

SWEDISll INVESTMENT BANK 

Purpose to assist in financing industrial and commercial pro j ects in 

Sweden consistant witl1 national econom ic policies. As sets nrc $672-million 

with capital of $270-million. The bank depends of subscribed capitol , 

reserves, net i ncome, nnd cush flow from lendi ng operations ns n source of 

funds. The fund is not resource bnscd . 

The bank is governod by n 130<1.Td of nine directors nml nfoc dcput)' 

director5, with oporntional mnnngement rest ing with the Managing Directo1· 

nnd staff. The stnff is quite smn ll consist ing of 31 employees . Most stnff 

consists of lending o.fficors with previous investment honking experience. 
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The Swedish bank makes medium (S-10) and long-term (10-20) year 

loans an<l also guarantees loans, and is authorized to acquire equity. 

!n 1974 the bank held $487··million in debt against $270-million in capital, 

for a ration of 35% capital to 64% debt. 

It should be noted here that an Alaska Fund might also take its 

development bank portion of funds and increase, or lev~rage· , those funds 

by acting as a harrower and relender . Hence, a $2-billion development 

bank portion might yield a total of $6-bil lion in total cominand of funds 

going into Alaskan field investment. 

JAPAN DEVELOPMENT BANK 

Establis l1cld in 1951 the bank has assets of ' $11 . 4-billion and capital 

of $759-million. The bank' s purpose :is to supply long-term funds for 

industrial development and economic and social progress. Loans may be made 

for: 1) acquisition, construction, improvement of plant, 2) reclamation of 

lnnd, 3) for acquisition of land und construction for urban redevelopment . 

Sources of funds are ba1·rowings from the Japanese government, repayment of 

loans, nnd internal sources. Outstanding government loans to the bank arc 

$9. 3-billion, w· th other sources being foreign currency bnrrowings, and funds 

from the World Bank (nl 1 &unrnntecd by the Japnr1ese Gove:rnment). The bank is 

autl1orizc<l to barrow nn amount equal to 10-times its cnpitnl and statutory 

reserves. 

It should he noted thnt whil e the Jnpon Ocvo lopmcnt Bank is not n 

1·osourco hnsod i nstitution , mcon'i.ng it hos no nnnuul i nhoritnncc from oiJ, 

coo l, nnd etc. , the Japanese Government has nctod to back the bnnk wi.th 

cnpltnl in n very strong manner. 
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The Japan Bank is managed by a Governor, Deputy Governor, and eight 

Executive Directors, but also appointed are tl~O auditors and six Coun~ellors. 

The Governor, Deputy and Auditors are appointed by the Prime Minister for 

four year tenns, with the Governor then appointing the eight executive 

directors and counselors for two year terms. The executive directors arc 

assigned various management functions by the Governor, but final authority 

(and therefore responsibility) to make decisions for the bank in all matters 

resides exclusively with the Governor. 

It would be interested to learn the theory behind the finality of all 

authority assigned to the Governor of the Jar .nesc Bank, and to know if the 

concept resembles the fixing of responsibility as in the Alaska central 

executive system --the concept being that the clear fixing of responsibility 

i n itself is a preventative agai11st mismanngement and mis-use ·of offic~ by -
the chief execut ive (and his underUngs). 

The Japonese Bank lends money for the largo part below the market rate, 

with the ma.·imum bei ng 9.2%, and for usunl terms between 10 to 15 years . 

Mos t of the b~mks lendi ng operations involve financing in cooperation with 

prjvnte financial lenders, with the Japon Bank taking the intcnnediate and 

l onger term maturities and private banks t nking the shorter maturities. Unt tl 

1960 the banks lending centered around clectricnl }lO\\Cr, shipping, coal 

mjning, nnd the iron nnd steel industry , but since then hns become more in-

volved in u1·ban development and pollution contro l. Categorie s of investment 

ore as fo ll ows: -- 8\ technologicnl development 
--15 ~6 on erg)' 
--21\ ocean shipping 
--12\ regional development 
- - 16\ urbnn development 
--14\ pollution control 
-- 3\ quality of life projects 
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How well does the _Japanese Bank perform --for the year ending in 1976 

the bank earned $105-million, with $78-million going into statutory reserve 

and $26-million going to the national treasury. 

MEXICO "NATIO~AL FINANCIERA S.A. 

Established in 1934 for the purpose of fina:i cing Mexican economic 

development, the bank has assets of $6-billion and capital of $555-million. 

The institution i s a mixed private/public institutim1, but by law the Mexican 

government must retain 51% of the stock. In actuality t he government owns 68%, 

with remaining stock being owned by other Mexican institutions. 

The declared pur pose of the institution is: 1) create employment, 2) im­

prove personal income, 3) expand regional development, 4) centralize industry, 

5) promote exports, and 6) foster economic independence. 

Source of funds are capital funds contributed by government, retained 

earnings, and cash flow from lending operations. 

The Mexican institution is managed by a Board of Directors with the 

Mini ster of Finance as Chairman, with certain veto powers retained by the 

President of Mexico . The Director General manages the institution, which has 

n t otal of 1, 600 employees. 

The National Financiero may provide direct loans , gi ve loan guarantees, 

and participate in equity. However, the principal activity is direct lendi ng 

with $4.9-bi lllon outstanding. 1~c Mexican institution is not resource based, 

but is heavi ly supported by government cash input and operates as a classic 

development bank. 

-13-



A bank of worldwide scope , rather than regional, the World Bank acts 

as a conduit of funds from economical l y developed nations to underdeveloped 

nations. The purpose of the bank is to facilitate investment of capital for 

productive purposes, supplement private foreign investment throu~h guarantees 

or participation, and s uppl ement private i nvestment via loans from bank 

resources or harrowed fun<ls. 

The capital in the fund comes from member states and barrowings in 

U.S. and international capitol markets, plus profits from operations, and 

resale of l oans . The bank presently has assets of $29-bi ll ion, and paid-in 

capital of $3.1-billion . The bank operates with a 73% debt and 26% capital 

stock retained against guarantees and investments. 

The \\'orld Bank is i n tores ting i n that it a l so lias affi liatcd 

institutions such as the fnternational Ffoance Corporation and the International 

Development Associat ion. rrc makes loans nnd investments to private enter-

prise in 104 member countries, while lDA is to promote economic development 

i n "less developed" countries (ll6-membe1· countries ). l'Oi\ loan s go for terms 

as l ong as SO-years, an<l wi tlt very little interest . 

Management of t he Wor ld Bank is composed of a Board of Governors, one 

from each member nation, nnd 20-Executi ve Di rectors appointed by functio11. 
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The President of the World Bank is selected by the Board of Executive 

Directors. The bank has a staff of 3,500. 

World bank loans must be to governments, or their instrumentalities, 

or if to private enterprise must be guaranteed by member governments, loans 

must be for productive purposes ba~ ·Id on bank analysis, and the bank must 

consider the ability of the harrower to obtain foreign exchange necessary 

to ser vice the loan. Loans are also carefully monitered to assess their 

economic and social contri bution . 

Since inception the World Bnnk has made $31-billion in loans to 

95-countries, and currently has an outstanding loan portfolio of almost 

$28-billion. Largest barrowers are Brazil, Mexico, Korea, Yugo&lnvia, 

Columbia, Iran, Turkey, Philipi nes, and Nigeria. 

The world funds and their affi liates arc of i nterest, because it was 

to the management structure of these entities that state consultants on the 

permanent fund looked in making their recommendations for the management of 

the Alaska fund. The lfol'l<l Bank has a sizable staff partinl ly due to the 

eva luati on, technical assistance, and monitcring that is a pa1·t of the 

bank's function. It is }j kcly that an f\ la ska Fund wou1 d not have such a staff, 

nnd indeed might hove a qui tc smal J one. Neverthcl ess , a subsidcrar)' question 

in the development of the Alnskn Permanent Fund will be " ... to what 

extent cvalunti vc services --not simply of benefit to the fund in anal)'si!i 

of n loan. but of use to the borrower i n deve loping the loan nnd entire 

finr~.ncial package-- and ndditionally, to what extent ongoing technical 

assistance, wi.11 be avnilnblo to development Joun packngcs . Such a deci sion 

''ill de termine whether the Permanent Fund stnff js large, or quito smnll. 
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It should also be noted that the Alaska Fund, l ike the ~orld Bank, 

could construct affiliates to operate 1) in the l ess developed areas of the 

state, and 2) a second affi l iate designed to grant very long-term loans at 

very l ow interest. The later affiliate would operate where t heir is extreme 

needs to meet employment and social problems, could receive special technical 

help and monitering, and would be "sep~rated" in such a manner so that the 

l egislature and executive could "knowingly" watch the performance of this 

high risk unit. Additionally, the fund might be prot ected by the legislatu1·e 

reimbursing from the general fund a subsidy against the low-interest, or 

agreeing to in principal appropriate for the high risk frontier losses (note : 

the words "in principal" are used sjnce no l egislature can bind a future 

legislature --the arrangement would have to he one of moral conunitment) . 

OTllER INTERNATIONAL DEVELOPMENT DANKS 

Other International Development Danks tend to be more regiona l, and 

in most respects nre simi l ar in structure to th~ Wor ld Bank. Such banks will 

be discussed C'nly briefly, nnd arc: The lntor-J\mericun Development Bnnk , t he 

A~inn Development 13nnk, and the African Oovolopment Bank. 

INTER- AMERICAN DEVELOPMENT BANK 

Founded in 1959 tho bank hns ussets of $3-h ill ion, authorized capital 

of $6.3-l>illion, nn '' pai<l-fo- c:tpital of $983-million . Membership consists of 

2'1 - Amcri cnn government~ un<l lO-non-Amer i cnn governments. 

The hank ho s a rnanngcment structure of n board of one-each from member 

nutfons , nnd e leven executive cl l'roctors. Th o honrd hires the Prusiden t, nnd 

the directors the vice-president. 
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Loans are made to member nations, or are guaranteed b"y those nations. 

The ban!; has experienced two defaults totaling $11. 2-mill ion, and resulting 

in a net l oss of $1.8-million. 

Funds for the bank are derived from member nations, and also a number 

of special grant trust funds. A U.S. grant .of $537-million funds the Social 

Progress Trust Fund . - - for land settlement, land improvement, low income 

housing, water supply, and sanitation (119- loans). The Special Operations 

Fund, from special subscription of bank members, dea ls with specia l cur­

cumstanccs (special long-term loans , low interest). Assets 453-loans at 

$4. 3-billion. The Venezue lan Trust Fund consists of $500-mil lion granted by 

Venezuela in 1975, and loans are •d med at the "smaller members. " 

ASIAN DEVEJ.OPMENT BANK 

Es tablished ln 1966 and ha s assets of $?.. 8-bi ll ion, authorized capital 

of $3.3-billion , nn<l pni.d-in-cap.itnl of $1. l-billion . Funds come from member 

nation s . Munaged hy a Board of Governors nnd Bourcl of Dil'octors .• but with 

most power vested i n the Oont"d of Governors . The hank has 31 -rncmber nat ions, 

nncJ 1 '"luns in 15-member countl'los . t.onns t o other 'l.ndustria l development 

bank s 27%, for uti.llt i es 35%, tr:rnsportation nnd <:ommunications 21% , agri­

culture 14%. 

AFRICAN DEVELOPMENT l3J\NK 

The srnn l lol' of the bunks t he Africnn Bonk has authorJzccl capital of 

$400-rnilUon, nnd issued c::ipit11 l of $370-mi ll ion . t: stal> l ished 1964 it now 

ho s 39-mcmbcrs, 16 of which Ol'O in the U.N. ' s I Jst of least developed nntions . 

Mnnogcrnont is hy Uonrcl of Govornors tln·ough 11 Tlonr<l of Di rect ors . 
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Funds come from member country subscription, retained earnings, and 

harrowing, but the bank also operates the African Development Fund; a fund 

establ ished by grants from 16-non-African nations, and a seperate organ-

ization of private participants, with the fund providing interest free loans 

for as long as SO-years . . Present portfolio consists of loans in 31-countries 

for $192-mil l ion total. 

EUROPE1\N INVESTMENT BANK 

The EIB established in 1957 by the same treaty creating the European 

Common Market (European Economic Community -EEC) , consists of members of. the 

EEC, with its purpose to contribute to the balanced and orderly development 

of t he market among member states . Assets $6.4-billion, authorized capital 

$471-million, and paid-in-capital of $471-mill ion . 

f\ three tiered management structure consists of a Board of Governors 

111ember each nation), n Board of 18-Governors , and a management Committee 

appointed by the governors on advice of the Board of Directors. In 1975 loans 
• 

\o1ero apportioned 30% energy, 24% industTy, and L7% t1·anspol'tation. 

EUHOPf:i\N COAL AND STEEL COMMUNITY 

Estnblished 1975 with nssets of $3.S-billion (hy treatr). Membership 

9-Europcon nations, with the purpose of the fund being to aid the economics 

of member nntions through creation of a common mirrket for coal and stce 

The funtl structure is highly compl ex nnd subjects i tscl f to the Court of 

European Justice (treaty interpretation), :rnd the European ParUmcnt (which 

can compel the rc~ignnti.on of the govern ing comrni~s .ion). Income is derlvell 

from 11 month I>' 1 evy on pinticipati ng count:ri cs yielding $100-mil lion per 

year, nnd $3 . 3-billion in harrowing. 
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The European fund seeks to protect investments by government, bank, 

industrial .gua:i;antee, or by mortgage. In 1975 the fund earned revenues on 

investments of $307-million (57% interest, 26% l evies , 15% from interest 

investment and contributions), and paid out 55% to pay interest (on fund 

barrowings for reloaning) and retained 16% excess, most of which went to the 

loan guarantee fond . 

THE RESOURCE BASED FUNDS 

A quite seperate catagor y of special funds, devel opment banks, and etc., 

are those funds based on a generous income from a natural resource. Contrary 

to popular belief they are somewl1at rare, with several exceptions confined to 

the Middle East oil nations, and arc relatively NEW! 

Additionally, only several might be comparable Li an Alaska Fund, since 

the Alas ka curcumstance is one of a sizabl e specia.l fund in a state with a 

relatively small population, a population highly educated , and existing in a 

sophisticated democratic and economic framework . The Middl e East f unds possess 

the initial curcumstunce --the sizabl e fund-- but l ack the remainder (education, 

democratic framework, economic sophistication) . l101-1ever, to a greater degree 

the Alberta Heritage Fund and the Venciuel an Fund offer some comparison. 

SAUDI DEVELOPMENT FUND 

l;stab lished 1974 the fund is believed finoncc·d direct ly from Saudi Arabi nn 

revenues. The fund is managed by n six member Board of Directors selected hy 

the Cound I of Mi nisters . The purpose of t he fund goes beyond Saudi borders to 

foster development with loans to dovo l oping st <1 te:; . The fund limits loans to 

no more t hnn 5% of fund cnpital, and 50% of the project be:ng financed. 
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Reported capital of the Saudi Fund is 10-billi on Saudi Riyals, with 

total assets uncertain ($2.8-billion in U.S. dollars). 

ARAB DEVELOPMENT BAi'JK 

A regional development bank establ ished 1974 . Authorized and subscribed 

capital $~3 1-mi llion. Membership 18-Arab nations with oil nations contributing 

greater capital, and other members onlv about $1-million each. Typical 

Development Bank Board of Governors/Board of Directors management structure. 

Much of portfolio goes to African nations, with present portfolio believed to 

be 20 - 25 loans in about 20 African nations. 

ARAB FUND FOR ECONOMIC AND SOCIAL DEVELOPMENT (Kuwait) 

Organized by Arab League in 1968, with operations beginning 1973. 

Reported 21-member countries , with purpose financing of economic development 

projects in member Arab nations. Som·ce of funds by subscriptions. Reported 

interest rates general ly low --4% to 6%. Capital is $400-million Kuwait 

Dinars, and since 1973 loans totalling $93-mil lion Kuwait Dinars have been 

made for 18-projects in nine nations. 

ABU DHABI FUND FOR ARAB ECONOMIC DEVELOPMENT 

A great deal is not known about the Abu Dhabi Fund, except that its 

,• 

funds come internally from Abu Dhabi revenues, and that loans cxccding $500-rnil­

lion are outstanding to the fund in 11 countries. Loans go to Arab, African, 

and Asian nations within the Islamic sphere. 

ISLAMIC DEVELOPMENT BANK 

Bnnk established i n 1975 , base<! i11 ::>audi f\l·ahia, capit al $2-bi l lion 

l slami c Dinars, paid-in capital $755-mi l lion Is l amic Dinars . 
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The purpos,e of the bank is to foster development in Islamic countries, with 

present membership numbering 29-nations. The bank is permitted to purchase 

equity, make loans in the public and private sector, establish and operate 

trusts or special funds, assist members in matters of foreign trade a.nd econ-
• 

omic cooperation , and invest surplus funds. Funds come from members ' ,capital 

subscriptions, leverage is permitted hut not yet used. The bank uses ii the 
I 

development bank, more typical foremat, of a senior board of Governo~is, then 

appointing a Board of Executive Directors and President to be responsible for 

management . Executive Directors approve a ll loans . 

KUWAIT FUND FOR ARAB ECONOMIC DEVELOPMENT 

Authori?.ed capital $1-bil lion KU\\ai t Oina1·s, paid-in-capital $328-mi llion 

Kuwait Dinars. The purpose is to assist Arab and ··Other developing nations 

i n development through loans and the guarantee of loans. Funds appropriated 

annually. Management .structure is Prime Minis ter as Chairman of the Board, 

with nine otl1er directors serving two year terms. Chairman appoints Director 

General of the fund. Net i>rofits arc credited to the reserve account unti 1 

reserves equal 20% of capital, thereafter profits added to the ca1, it:al of 

the fund. 

COMMENTS ON ARAB RESOURCE r:UNDS 

Jt- should be noted that the Arab funds arc regional development hanks, 

whose primary purpose reaches beyond the borders of the sponsoring nation, 

or nat ions. The funds are based on l'E":ource revenues, hut not in a statutory 

or specified amount. Generally the cnpital comes from membership subscript ion 

or special appropriation by the naUon, or nations, to the fund. The: fact the 

funds are of relatively recent orlgin is of interest, nnd marks the rapi<l 
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expansion of Middle East economic affairs that came with swelling oil revenues 

after the successes of OPEC in the early . 1970's. 

FONDO DE UIVERSIONES DE VENEZUELA 

Establ \shed in 1974 following the OPEC oil price increases, the fund 

has assets a1d capital of over $5-billion (paid in as of 1974 - 1975) ~ The 

purpose of the fund is to : 1) create a professionally managed reservoir of 

public funds that would be kept out of the domestic money supply until needed;. 

2) to invest in ex .. ernal capital markets funds not immediately needed in 

Venezuela, 3) to assure a rational and diversified internal investment pro­

gram designed to reduce Venezuel a's depe11dcnce on oi 1 revenues, and 4) to 

generate economic growth tl1at creates full employment, redistributes national 

income, and encourages technological independence . 

Sources of funds come from yenrly allocations of oil revenues determined 

at the highest level of governm~nt nnd approved by the President. 

Fund operations overseen by General Assembly consisting of State Ministers 

and high level government officials. Policy dictates from the Assembly and 

other high level political sources, \~ :ith management by un Executive 

Directorate (speci fic investment decision level). 

Internal staff div.ldecl into tltTe<! groups: 1) Internnt·ional Financial 

Group (extcrnn l runi-kct investments), 2) Tnternationnl Financial Cooperation 

Group (loans to non-Venezuelun government agencies), 3) tltc ~ationn l Investment 

Group (debt and equity i nvestments in Venezuelan entities) . The Venc:rnelan 

Fund is one of the more siznbto funds, ond in · just two years of allocations 

is about what the Alaska Permanent Fund rni~tt be expected to be by 19R4. 
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COMMENTS ON THE VENEZUELAN FUND 

The Venezuela.n Fund is of interest because of its size an<l its ba5is 

on oil revenues. Secondly, like the Alaskan . fund one of the pt~rposes is to 

keep a deluge of public revenue . temporarily out of the local money supply 

"until needed." In Alaska the same rational is geared towards problems of 
I 

excess revenue g<\vernment and goverr:nl!ent g·rowth, while. in Vene.zuela it is 

likely geared to the same plus inflationary and trade probl.ems. Thi rd, like · 

the Alaskan Fund may l1a\ e to do, the Venezuelan Fund recognizes specifically 

a need to invest prudently in external markets excess funds (keeping them out 

of the loca l supply and prudently invested). Fourth, the Venezuelan Fund like 

the Alaskan Fund has a declared purpose of diversifying with internal invest-

ment to reduce Venezuela's dependence on oil revenues. Fiftl1, the Venezuelan 

Fund declares normal investment bank purpos~ of i nvest i ng to create full 
. 

employment, redistribute jncome, and gnin technological independence, 

Similarly in Alaska the fund seeks to smooth Alaska's economic cycles, and 

diversify the economy. 

ALBERTA HERITAGE SAVJNGS TRUST FUND 

Established in Mny 1976 to invest o pol'tlon of non-renewable resource 

t·evem1c to the .futtrrc benefit of tho people of Alberta. 

The fun<l 111ny i nvest up to 20% of Hs total in p1·ojccts of 1ong-to1·m 

economic nnd socinl benefit to the people of Alberta, but ~hich will not 

yie ld returns to the fund. ll01~eve1·, funds in th.is cntogoTy mu s t be spcciflca lly 

appropdnto<l by the legislature. Tho fund may i nvest up to 15l'i> in lonns to 

the Crown, or to other Provinces , or in lonns gun1·anteed hy the Crown. 
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An Investment Committee may invest in ' other loans yielding a profit to 

the fund and which strengthen and diversify the Albe:rta economy. The basi.c 

· funding · derived from original funding of $1. 5-billion, plus 30% of the 

non-renewable resource revenue to be received in fi s cal 1976-'77, an<l each - . 

fiscal year thereafter if the Legislative Assembly enacts a Special Act 

authorizing such transfers. 

However, in the Alb<n·ta Fund is managed in a very ordinary government 

way, with the fund principally lodged in their equivilant of our nepartinent 

of Revenue, witl1 actual management in the Provincial Treasurer's Offjce. 

The Treasurer interact s with an Investment Committee composed of nll 24-members 

of the Privinci al Eexccutiw~ Counci l. 

It s hould be noted the funJ has no ability to guarantee the loans of 

others, or to act to leverage its f unds in a development bank manner. 

COMMENTS ON THE ALBERTA FUND 

The Al be·rta Fund could prove to he a s .izabl e fund, nnd like the Alaskan 

Fund operates in a northern region, is not an nbsolute sovereign (a Province 

within a natfon), nnd like Alaska exists i n n modern cl cmocrntic frnmcwork 

with a highly educated population. 

In rolatfonsh:ip to stn1ctuTing, lt is inteeest:i.nti to observe that 

Albertans felt l:i.ttlo need to gjve the·i1· fund "politl ca l shelter," and 

instead clonrly run the fund with the polit1ca1 principal~ in command. In 

addition, Albertans expressed cnuti.on in commlting i.nfinitc )"cttrs of oil 

revenue to the fund, perhaps as Alaskan 1 mnnakcrs were hesl tont of such 

unilat e ral commitment and hedged on including sevcrnncc taxes \\°ithin the 
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An Investment Conunittee may invest in other loans yielding a profit to 

the:: fund and which strengthen .and diversif~ the Alberta economy. The basic 

funding derived from original funding of $1. 5-billion, plus 30% of the 

no11-renewab)e resource revenue to be received in fiscal 1976-'77, and each 

'· 
fiscal year thereafter if the Legislative Assembly enacts a Special. Act 

authorizing such transfers. 

However, in the Alberta Fund is managed in a very ordinary government 

way, with the fund principally lodged in their cquivilant of our Department 

of Revenue, with actual management in the Provincial Tre~surer' s Office. 

The Treasurer interacts with an Investment Committee composed of all 24-members 

of the Privincial Eexecutivc Council. 

It should be noted the fund has no ability to guarantee the loans of 

others , or to act to leverage its funds in a development bank mannc;r. 

COMMENTS ON THE ALBERTA .FUND .. 
The Alberta Fund could prove to be a sizable fund, and like the Alaskan 

Fund operates in u nortl1er n region, i s not an absolute sovereign (a Province 

withi n a nnt i on), and like Alaska exists in a modern <lemocrati.c frnmework 

with a highly educated population. 

In relationship to structuring, it is interesting to observe that 

Albertans fc:it little need to give their fund "political shelter," and 

instood clearly run the fund with the polit ic pl"inc i pals in command. ln 

oddit:ion, Albert:ms expressed caution in commitfog in fj ni tc years of oil 

revenue to the fund, perhnps as J\ln s kan l awmakcrs we1·e hesitant of such 

uni lateral comnri tment nn<l hedged on incl uc.ling sevet'ance taxes \d thin the 
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framework of the 1976 constitutional amendment creating the permanent fund. 

GENERAL COM~IENTS 

The reader can draw tl1t ir own conclusion from the previous brief 

rundown on the large world uonetary funds . However , several things do stand 

out, and some of those .fr.. ures challenge some usual misconceptions. 

First, while Alaskans were cautious in 1970 concerning rushing into 

dedicated resource funds, it. would appear in l ooking at the World Funds 

that such caution was not unusual (and perhaps not unjustified). Some of 

the U.S. st ate funds date to the early 1900s, a few to the nineteenth centur~·. 

but most of those funds also reflected quite narrow dedications nnd l ack of 

flexibility is use of funds. A few of the reglonal development banks pre- date 

Worl d War II (Mexico), but most date from the 1950s period. Lastly, qu it~ 

contrary to what may he the standard conception, few resource based pre-dat e 

tho 1970s. 

Secondly , not only do few resource funds pre-date the 1970s, but they 

arc relatively few i n number (Alberta, Venezuela, Midd l e East) , with most 

being keyed to the early 1970s run-up in oil prices and the creation of the 

"excess revenues problem." 

Thirdly, it becomes obvious that there arc few classic mode l s to fo ll o1o.· 

fo1· something like the Alaska Fund , part l y because other fund ~ ore of such 

recent history , and partly because Alaska ' s cxistance in a sub-sovereign 

condition in a sophisti cated democratic and economic infrastructure is akin 

perhaps only to Albertu . 
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Thirdly, a variety of sophisticated management structures are reflected, 

with many funds opting to involve the fund in high level s of decision 

making, rather than attempting to insulate the fund (Alberta, Venezuela, 

Mexico, etc.). 

Fourth, the structure forecast for the Alaska fund seems to require a 

complexity equal with the more complex of the development funds. The Alaska 

fund may be a trust account to earn future security, part development bank 

to loan debt, acquire equity, provide loan guarantees, to leve~age and reloan 

harrowed funds, plus the overseerer of a Consumer Bank, or a consumer bank 

affilaite (or affiliates),designed to handle a large portfolio of consumer 

level loans (for which there is scarce capital or um·easonable t erms) . Note, 

the latter consumer orientation is perhaps a by-product of the Alaska fund 

existi ng in the previously mentioned condition of: 1) a sophisticated demo­

cratic structure, and 2) a sophisticated economic infrastructure. 

Finally, in comparing the monetary funds it i s difficult not to be. 

impressed by the fact that the Alaska Fund may be among the larger funds, 

depending ultimately on what percentage of resource income (above the 

constitutional 25%) Alaskans wish to dedicate to the fund . 

The Alaska rund could rank among the world leaders, and therefore 

implicit i n that fact is a challcn1~c to Alaskans for management and control 

that will combine with "size" to make Alaska a credible and respected entity 

in the financial markets. l n fact, the prest igc of a well managed Alaskan 

funci coul<l spin off benefits to "jnvcstments i\laskanw· completely outside 

the framework of the fund itself. 




