


T H E  CAS E  F O R  INTERN. .TIONAL D I V E R S I F I C A T I O N

International diversif i c a t i o n  of an investment portfolio can p r o v i d e  

four benefits: r e d u c t i o n  in the v o l a t i l i t y  of ’.he portfolio; an in­

crease in the return; an increase in the m a r k e t a b i l i t y  of the portfolio 

as ;i whole; a nd pro t e c t i o n  against an u n e x p e c t e d l y  hig h  x \ t e  of i n­

flation in the U n i t e d  States.

1. P r o t e c t i o n  fro m  Inflation

D i v e r s i f i c a t i o n  into markets of different countries w i t h  d i fferent 

economic cycles and different rates of inflation r e d uces the r i s k  that 

an entire por t f o l i o  wi l l  sho w  a l o w  real r a t e  of return. T h e  r e t u r n  of 

the international element of the portfolio wil l  not be impaired b y  an 

unexpectedly hi g h  level of inflation in the U n i t e d  States. Indeed it 

w i l l  tend to b e n efit since the growth of the inflation d i f f e r e n t i a l  is 

likely to be refl ’cted in exchange rates so that overseas h o l d i n g s  will 

rise in terms of the U nited States dollar. A  ri s e  in the e x c h a n g e  rate 

of m e  U nited States dollar m i g h t  lead, on the other hand, to the r e­

turns o n  overseas investments not matc h i n g  those on U n i t e d  States i n­

vestments. A n y  fall in the U n i t e d  States rate of inflation would, 

however, be h i g h l y  beneficial to the performance of U nited States i n­

vestments. Since the proportion invested in overseas m a r k e t s  would 

likely be r e l a t i v e l y  small, the overall performance of a por t f o l i o  wi t h  

90 per cent invested in the U n i t e d  States and 10 per cent in overseas 

m a r k e t s  wo u l d  still be quite satisfactory during this period of low 

domestic inflation. International diversification protects the assets 

of a fund in that it provides a higher return on overseas s e c u r i t i e s  at 

the time it is m o s t  needed - wh e n  the rate of domestic inflation is 

unexpe c t e d l y  high.

2. Reduced V o l a t i l i t y

T he prices or different shares in any one m a rket tend to m o v e  

fairly closely together, but the correlation b e t ween share p r i c e  m o v e­

men t s  in dif f e r e n t  m a r k e t s  is low.

Co r r e l a t i o n  coefficients between U n i t e d  States and F o r e i g n  St o c k  

M a r k e t s  1970-1979.
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O n e  st u d y  has indicated that the r e d u c t i o n  in v o l a t i l i t y  for the 

period 1959 to 1979 for a portfolio wi t h  90 per cent invested in the 

Standard & P o o r’s Composite Index and 10 er cent equally d i v i d e d  among 

the equity m a r k e t s  of France, Germany, Japan, and the U n i t e d  K i n g d o m  (as 

represented b y  the Capital International Index f or each of t h e s e  m a r -  

ke ) from the v o l a t i l i t y  of a portfolio invested w h o l l y  in the S t a n d­

ard & Poor's Composite Index w o u l d  have been n e a r l y  half that w h i c h  

w o u l d  hav e  b e e n  obtained by h o l ding 10 p e r  cent of the p o r t f o l i o  in cash 

equivalents. International d i v ersification thus leads to a s u b s t a n t i a l  

r e d u c t i o n  in volatility.

3. Greater R eturn

The rate of return in the years 1959 to 1979 was g e n e r a l l y  g r e ater 

in the major m a r k e t s  outside N o r t h  A m e rica than in the U n i t e d  States.

A  study made by InterSec R e s e a r c h  Corporation shows the rates, of return

a chieved by investment in the Capital International Indices of the 

m a r k e t s  of Canada, France, Germany, Japan, and the U n i t e d  K i n g d o m  and in 

the Standard & Poor's Composite Index in the United States ove r  four 

periods (1959 to 1979, 1965 to 1979, 1970 to 1979, and 1974 to 1979), 

a fter taking account of dividend yield and adjusting for f l u c t u a t i o n s  in 

e xchange rates. T he returns in every period we r e  higher in e a c h  of the 

overseas m a r k e t s  than in the U n i t e d  States except in the case of the 

F r e n c h  m a r k e t  in the longest period. The race of return of a portfolio 

divided equally among the four markets outside North A m e rica w o u l d  have 

b e e n  h i g h e r  by about 70 per cent in the-first period, 150 per cent in 

the second period, 160 per cent in the third period and 85 per cent in 

the final period. T he investment of even a small proportion of a U n i t e d  

States p o rtfolio in international markets would, therefore, h a v e  r e­

sulted in a significant increase in the return of the whole portfolio.

4. Increased M a r k etability

Capital International has published figures for turnover in 1979 in 

14 stock m a r k e t s  in Europe and the Far East. Turnover in th e s e  14 

m a r k e t s  amounted to $220.7 billion, over 86 per cent of the turn o v e r  of 

the United States and Canadian equity m a r kets in the same year. Capital 

International has also published figures for the m a r k e”. capi t a l i z a t i o n  

of equities on 16 st o c k  exchanges outside North America. At the end of 

1979 the total amounted to $755 billion, almost 71 per cent of the 

combined m a rket capitalizations of the U n i t e d  States and C a n a d i a n  st o c k  

m a r k e t s  at that time. The size of markets outside Nortn A m e r i c a  is thus 

considerable, and turnover forms a larger proportion o f; m a r k e t  c a p i t a l­

ization in them, taken as a whole, than in North America. M o r e o v e r ,  

there w e r e  127 companies listed on these 16 m a r kets outside N o r t h  A m e rica 

w i t h  a m arket capitalization w h i c h  was greater than that of the 200th 

largest listed U n i t e d  States company at the end of 1979. T h e r e  is thus 

considerable opportunity for large scale investment in m a r k e t s  outside 

the United States and Canada.

m nw



5 . In ve s tm en t in  I n t e r n a t io n a l  Bond M a rk e ts

T h e  total capitalization of the Eurobond m arket and the n i n e  national 

b o n d  markets of Australia, Denmark, France, Germany, Japan, the N e t h e r­

lands, Sweden, Switzerland, ■\nd the U n i t e d  K i n g d o m  at the end of 1979 

w a s  about $1,414 billion. By comparison, the taxable bond m a r k e t  in the 

U n i t e d  States had an estimated capitalization of about $1,400 b i l l i o n  

and that of Canada a capitalization of about $105 billion. T h e  large 

size of international bond m a r k e t s  provides U n i t e d  States investors w i t h  a 

f u r t h e r  m e a n s  of ben e f i t i n g  f r o m  international diversification, but with 

a lower degree of v o l a t i l i t y  than that involved in equity investment.
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Some return comes from currency exchange 
rate changes.
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Studies show that international diversification
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Foreign markets have shown better returns 
than the U.S. market for the past ten years.

p
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Foreign markets have shown better returns 
than the U.S. market for the past five years.

Compound annual return in dollars 1974-1979 (percent per year)
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Foreign markets have shown better returns 
than the U.S. market for the past two years.

Compound annual return in dollars 1.977-1979 (percent per year)
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In t e r S e c  RESEARCH CORP.
Reg is te re d  In v e s tm en t  Adv ise r s

Consultants on International Diversification 
for Pension Managers

TOTAL R E T U R N S  ON INVESTMENT  FRO M M A J O R  WOR LD S T O C K  M A R K E T S

BE F O R E AND A F T E R  U.S. IN F L A TION FOR TH E  F I V E  Y E A R S 1974-* 78+

TOTAL RETURNS 
L OCAL C U R REN CY

TOTAL R E T URNS  
U.S. $ T ERMS

I N F L A T I O N  
in U.S.

TO T A L  R E TUR NS 
AFTER U.S. 

I N F L ATIO N

U.S. )i n n ~T • c- 2 4 .29 n nil ( • 2*1
Japan 9.48 17-72 -9.06

U.K. 14 .54 11 .61 3.40

Ge rman y 11.85 21 .04 12.14

France 6.70 10 .13 2.03

Swi tzerland 1.37 16.84 8.25

Au s t r a l i a 9-92 4.44
•

-3.24

Canada 5.40 1 .93 -5.57

EAFE# 12.11 3.86

’♦Europe, A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s ,  w e i g h t e d  
a c c o r d i n g  to the.fr size. P r e pa red by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ percent  per annum, compounded.

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Te lex: 428552



I n t e r S e c  r e s e a r c h  c o r p .
Reg is te re d  In v e s tm en t  Adv ise r s

fearj^
Consultants on International Diversification 

for Pension Managers

TOTAL RETURN'S ON I N V E S T M E N T  FROM MAJOR W O R L D  S T O C K  MARKETS' 

B E F O R E  AND AFTER U.S. I N F L ATION  FOR THE T H R E E  Y E A R S  1 9 7 6 - * 7 8 +

TOTAL R E TUR NS TOTAL RETURNS  I N F L A T I O N  TOTAL RETURN S 
L O C A L  C U R R E N C Y  U.S. $ T ERMS in U.S. AFTER U.S.

I N F L A T I O N

U.S. . • 6.92 C A «
U A PA\J % \J \J tw o

Japan 24.49 30.73 2 2 . 3 3
U K. 17.12 17.42 9 . 8 8
Germany 3 - 8 2 19.49 1 1 .82

France 1 0 . 2 8 12.93 • 5 . 6 8

S witze r l a n d 2.34 20.76 1 3 . 0 0

A u s t r a l i a 10.31 7 . 1 6 0 . 2 8

Canada * 14.77 9.13
*

2.12

EAFE* 18.39 10.79

* Eur ope, A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s , , w e i g h t e d  
a c c o r d i n g  to their size. P r e p ared by Capita l I n t e r n a t i o n a l ,  Geneva.
+ p e rcent  per annum, compounded.

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Te lex: 428552
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Greater capital formation in foreign countries 
leads to greater economic growth.

Amount of capital
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I .  RELATION BETWEEN REAL ECONOMIC GROWTH 
AND STOCK MARKET RETURNS 1970-1979
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3L PROSPECTS

GOVERNMENT CONSUMPTION 
ftS %  OF GNP IN 1978

UNITED STATES 20.5 

UNITED KINGDOM 20.2 

WEST GERMANY 20.0 

AUSTRALIA 16.9 

FRANCE 15.3

SINGAPORE I 1.1 

JAPAN 9.5

HONG KONG 6 .0

FOR PROSPERITY

SAVINGS RATE IN 1977

JAPAN 21.5

FRANCE 16.1

WEST GERMANY 14.0 

UNITED KINGDOM 13.9 

UNITED STATES s T

Not Available: Australia, 
Hong Kong, Singapore

IN THE 1980 's
PRIVATE FIXED 

CAPITAL FORMATION 
AS % OF GNP IN 1978

SINGAPORE 22.9

WEST GERMANY 22 .9

JAPAN 20 .4

HONG KONG 18.2

UNITED STATES 15.5

AUSTRALIA 14 . 1 

UNITED KINGDOM 9.7

Not Available; France



IE  ECONOMIC PROGRESS
GROSS DOMESTIC PRODUCT GROWTH 

IN ASIA

*>

N THE FAR EAST
REAL PER CAPITA GDP IN ASIA



jmA v e r a g e  A n n u a l  R a t e s  u f  T o . a l  F —  
3o n d  M a r k e t s  -  No C u r r e n c y  A d1u s u - j s n t

1970-1979

KLEINWORT BENSON

Be r.d M a r k e t s  -
A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n  

A d j u s t e d  f o r  C u r r e n c y  H .o v eo e r . t s  r e l a t i v e  t o  D o l l a :

La

20-

13-

i-L
A u s t r a l i a  C a n a d a  F r a n c e  G e m a r . y  

.1.1 5.4 7 .7 16.7
I ' a p a n  N e t h e r l a n d s  
9.9 . 13.7

l a n d  U .K .  
9.6

m
m

U . S . A .
6.5

S o u r c e :  , ' C l e i n v o r T ,  B e r . s c n  L t d .  ,  L o n d on
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A v e r a g e  A n n u a l  R a ' - e s  o f  T o t a l  R e t u r n  
B o n d  M a r k e t s  -  Ho C u r r e n c y  A d j u s t m e n t

1920-1979 
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G e r o a n y  J a p a n  N e t h e r l a n d s  S w i t z e r l a n d  U .K .  
5.3 9.9 6.2 3.9 5.2

A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n  
B o n d  “ a r ! < e t s  -  A d j u s t e d  f o r  C u r r e n c y  H o v s c e n t s  R e l a t i v e  t o  D o l l a r

1360-1979
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15-

10 -

5-
V’rnj?
^5f«%*3Jb
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Pr>

"̂>13
m U  .y. -

’M s s
&3I

F ra n c e
8.4

E P S3r-*iqf s p ;

i p
B

ir«X“*n

eo?o.

G e r n a n y  J a p a n  N e t h e r l a n d s  
10.4 11.8 9.7

S w i t z e r l a n d  U .K .  
8.9 4.0

I
S o u r c e :  K i e i n w o r c ,  B e n s o n  L t d - § L on don
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T HE CASE F O R  EUR O D O L L A R  DEPOSITS AND C. D.s

Eur o d o l l a r  time deposits and E u r o d o 1 lar certificates of deposit 

a re time deposits denominated in U. S. dollars and accepted or issued by 

the L o n d o n  branches of major European, United States, Canadian, and 

J a p a n e s e  commercial banks as wel l  as the international subsidiaries of 

United K i n g d o m  clearing banks. The Eurodollar deposit and C. D. m a r kets 

g r e w  rapidly in the 1960's in response to measures taken by the UniLed States 

to restrict the outflow of dollars. Significant growth is also attrib u t a b l e  

to the tight money periods of 1966 and 1969 w h e n  short term rates in the 

United States rose above the maximums U. S. commercial banks could p ay on 

domestic time deposits in accordance with Regulation Q. This forced U. S. 

banks to b orrow heavily from their branches abroad where interest rates 

w e r e  not regulated.

As the result of recurrent balance of payments problems d uring the 

1 9 6 0’s, such foreign investment controls as the Interest E q u a l i z a t i o n  Tax, 

V olu n t a r y  Foreign Credit Restraint Guidelines, and Overseas Foreign Direct 

Investment Regulations w e r e  instituted. Although these controls effectively 

closed the U. S. capital.markets to foreign borrowers and prevented U. S. 

.firms from transferring capital abroad, they contributed signi f i c a n t l y  to 

the development of an active market for U. S. dollars on d e p osit o u t side 

the U. S. In early 1974, these control programs were all eliminated. Many 

o b servers thought that the Eurodollar market as a result would disappear. 

However, since no reserve requirements were levied on these deposits, the 

continued growth of the Eurodollar market was assured. The lack of reserve 

requirements enabled banks to pay higher interest on deposits while at the 

same time charging a lower .rate on loans and still to increase profits.

The v o l u m e  of outstanding Eurodollar negotiable C. D.s co n t i ri ied to grow 

to its present size of approximately ?32 billion while the m u c h  larger 

E u r o dollar deposit market has grown co an estimated $425 billion.

Mos t  Eurodollar negotiable C. D.s are issued with maturities up to one 

y e a r  by prime international banks. Ranks usually quote rates for three, 

six, and twelve mo n t h  maturities, corresponding to thair loan rollover

requirements, rather than for all maturities as in t h _ United States. U. S.

pu r c hasers of Eurodollar C. D.s include commercial bank portfolios and trust 

departments, corporations, insurance companies and various o t h e r  institutions. 

In addition, a large number of foreign entities are active p a r t i c i p a n t s  in 

the Eurodollar C. D. market. Investors generally receive an u u ’ttiocal 

1/8 to 1/4% in yield over domestic C. D.s of the same issuer and -iaturity 

wh i l e  a holder of a non-negotiable Eurodollar time deposit n o r m a l’’/ picks up

still an additional 1/8 to 1/4%. These spreads may change as the result

of the recent (November 13, 1980) requirement that U. S. and f o r eign agency 

banks hold 3% reserves against their net balances due to foreign branches. It 

still too early to determine what the likely impact of this reserve require­

ment on the Eurodollar markets vill be.

Man y  investment bankers and commercial banks actively trade Eurodollar 

C. D.s providing liquidity to these investment instruments. The standard 

trading units are multiples of $1,000,000. The trading v o l u m e  c£ Eurodollar



C. D.s has grown steadily from a m o n t h l y  average turnover of about 

$2.1 billion in 1974 to more than $12 billion in mid-1979 with trades of 

$20 to $25 million not uncommon. T r a ding activity in the market is 

influenced not only by normal seasonal pressures affecting the domestic 

C. D. market but also by periodic loan rollover pressure and foreign 

exchange developments wh i c h  m a y  have a significant impact o n  rates, 

thereby presenting opportunities for the investor.

W i t h  regard to credit risk, the deposits are general obliga .ions of 

the issuing ban k  under the laws of England where they are issued and 

payable. Holders of these deposits are creditors of the entire bank and 

aot just thr issuing branch. If a branch f iled to pay a C. D. because 

of insolvency, it could be enforced against i. ie head office of the bank.

A  depositor or C. D. holder could be negatively alfected by government 

action in two ways. One would be an action of he En^iish government such 

as its imposition of currency controls or interest limitations and tne 

other would be by the action of the b a n k’s head office. This could ake the 

form of modification or termination of the issuing bank's liar.' j_y 

regardless of where .he h older sought payment. The chances of such 

g overnmental actio- are viewed as highly unlikely.



Yield* ol Three and Six Montb-Eurodollar Certlllcat** ol Deposit 

.and their Ylald Spread* above U.S. Prime Certificate* ol Deposit

Yield Spreads- 

Yield*- Euro $ vs. U.S. C.D.*

Eurodollur C.O. (In Bavls PoInU)
* . • Three Six Three Six

Flret ol Month Month Month Month Month

1974>Jan. 10.00% 10.00% + CO +150

Apr. 9.01 9.81 + 6 + 51

July 13.31 13.31 +121 +151

Oct. 11.09 11.75 + 89 +105

1975-Jan. 9.63 9.44 ♦ 53 + 74
Apr. 6.55 6.94 + 46 + 54
July 6.50 7.00 + 20 • + 30

. Oct. 7.63 8.25 + 53 + 20
1976-Jan. 5.63 6.25 + 13 + 30

Apr. 5.31 5.88 ♦ 11 . •> 23
Jjiy 5.08 6.50 + 14 > 3C
Oct. 5.56 5.75 + 21 + 25

1977^)a n. 4.08 5.00 + 23 + 3.0
Apr. ' 5.06 5.31 + 16 • • + 16
July 5.63 5.81 ♦ 25 + 21

Oct. 6.69 6.94 • + 29 + 24

1978-Jin. . 7.00 7.25 ♦ 20 • + 2 5

Apr. 7.20 . 7.50 + 35 + 20
July 8.35 8.70 ♦ 25 + 15
Oct. 9.30 • 9.60 . + 40 + 36

1979-Jan. 11.45 12.00 ‘ + 55 + 50
Apr. 10.35 10.62 . + 35 + 32



Volume Outstanding of U.S. and Eurodollar Certificate of Deposit 

Bnd Secondary Market Tumov«r ol Eurodoltar Certlicalss of Deposit 

(Billions ol U.S. Dollars)

U.S. C.D.S Eurodollar C.D a

Mid-month Tola) Total Secondary

(Approx.) Outstanding (1) Outstanding (2) MarketTumoxor(3)

1974-Jan. 65.6 11.1 2.3

Apr. 71.8 13.7 2.0

July 83.0 13.0 1.4

Oct. 88.7 . 12.5 2.S

IS 75-Jan. 91.4 11.6 3.5

.* nr. 85.2 11.2 • 2.2

July 80.9 11.8 2.1

Oct. 83.3 12.4 3.7

1976-Jan. 79.1 13.3 • 5.1

Apr. 69.9 - 14.1 4.G

July 69.5 14.9 5.0

Oct. 64.6 15.7 5.4

1977-Jan. 62.8 15.9 6.2

Apr. . 59.9 17.0 ■ 5.7

July 62.5 19.0 63

Oct. 68.5 21.7 6.1

1978-Jan. 75.8 21.9 7.4

April 80.7 21.9* 7.5 ‘"

July 87.3 22.0 4.7

Oct. 90.0 ' 23.5 ' 0.8

1979-Jan. 96.5 27.5 11.6

Apr. 86.5 28.1 9.3

July 79.3 32.2 12.4



REAL ESTATE INVESTMENT MARKET 

& REAL E S TATE EQUITY POOLS

Until the early 1 9 6 0 's the real estate investment market in the United States was 

primarily c o n t rolled by the real estate developer and the small investor or i n v e s t­

or "roup. T h e r e  w e r e  f e w  large real estate projects and those that we r e  built wer e  

eitner financed or owned by o ne of a tew insurance companies purchasing for their 

own investment account. Industrial p r o p e r t y  was usually owned by the corporate user 

or leased fro m  local investors. The m arket place was hip''ly fragmented and ve r y  

much a n  activity at the local level. D e v e lopers had sma. organizations and essen- ) 
tially s e a t - of-the pants entrepreneurs. /

/
The 196Q's s aw an explosive demand for manufacturin . warehousing, retail, commercial 

and office facilities. The larger industrial and rffice park concepts were created 

and the increasing demand for capital led most corporations to a leasing posture. 

This was a p p r o p r i a t e  for wa r e h o u s i n g  a nd office facilities as a w a y  to conserve 

capital for business and as a strategy w h i c h  allowed reaction to changing markets. 

Family formation growth led to rapid re s i d e n t i a l  suburban growth and as residental 

de velopments grew so did retail and com m e r c i a l  developments. The shopping center 

grew from in.ancy to m a t u r i t y  as regional enclosed mall centers crea t i n g  a raini- 

downtown w h i c h  had a m a j o r  impact on residential and crmmercial growth patterns. 

During this period a v e r y  few pension funds began to acquire industrial and c ommer­

cial properties for investment. At the same time, more insurance companies began 

to add properties to their investment portfolios. The institutional real estate 

investment market began to take on the characteristics of a regional and in some 

cases a n a t i o n a l  market.

As we moved into thu 1.970's real estate projects increased rapidly in size and c o m­

plexity demanding a broader range of professional skills. T h e  size of real estate 

development o r g a nizations expanded to h a n d l e  regional as well as national areas as 

well as a n a t i o n a l  market.

The 1974-1976 recession dampened muc h  c o rporate involvement in real estate but the 

demand and growth for investment grade real estate product remained intense. De­

mand for p e n s i o n  fund real estate Investments during the latter part of the 1970's 

drove down the current cash r e t u r n  on investments. Appreciation in value and rap­

idly rising rental rates created even mor e  demand as real estate appeared attractive 

as an a l t e r native p e n s i o n  investment vehicle.

As we move into the 19 8 0 ' s, c o m mercial and industrial grade real estate will become 

mo r e  and m o r e  an institutional market. The long term mortgage market is likely to 

see a r a d ical change n e c e s s i t a t i n g  s ubstantial equity to be raised for larger real 

estate projects. This will squeeze the smaller developers or will force them to 

sell or joint venture their projects w i t h  institutions and pension funds. Tin* very 

large development projects wi l l  become e xclusively an institutional and pension 

fund market.

Consequently, the demand for real e state facilities from the user side is currently 

very strong and promises to r emain so d uring the 1 9 8 0 's and beyond. The demand for 

quality investment grade real estate by institutions and pension funds will be even 

stronger. Th i s  w i l l  p redictably result in lower current returns and stretched out
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periods to realize long term r eturn on investment objectives. The demand from both 

the user and investor side combined w i t h  the effects of inflation and government 

regulations will c o n t i n u e  to pus h  real estate up at a substantial rate. Commercial 

? ud industrial real estate investments should continue to provide superior long - t e r m  

returns on investments.

In the last 10 years m a n y  trust, pools or funds have b e e n  established to participate 

in the advantages of real estate investments. The y  consisted of larger mortg a g e  

companies, banks, brokerage h ouses and insurance companies to name a few. Insurance 

c ompanies led the w ay since in m a n y  cases they had been involved in real estate 

lending or purchasing for their portfolio for the past 100 years o. longer.

Real e state is not a passive investment. It is a highly complicated field requiring 

creative ability, qualitative as wel l  as quantitative analysis, and most of all ex­

perience. Owned real estate has its own risk parameters quite different from those 

of other investments. Once purchased, it has to b e  managed properly. Real Estate 

is s usceptible to vacancies, demogr a p h i c  change, imbalance of income to experses, 

and overbuilding i.o name a few. Major insurance companies have the expertise as 

w e l l  as offices a ll over the country, and this is a major advantage not available to 

m o s t  other managers. Rea l  E state pools of^er protection against downside ris k  due 

to v a c a n c i e s  or rapidly escalating operating costs. P rudently selected and m a i n­

tained Real Estate can be considered a viable supplemerc to other portions of a 

portfolio.

Funds accep t e d  for real estate pools are limited to the properties available for 

purchase in any given period. You a dvise them of your intention to join and give 

them an i n d i cation of the amount you would like to deposr'f". They will accept your 

funds on a q u arterly basis only, and then only if they ha i sufficient properties 

in line for "urchase the following quarter. They will not guarantee acceptance of 

y o u r  funds in a specified time frame. They will not purchase unqualified properties 

j u s t  b e c a u s e  funds are available.

Just as it is sometimes di£ficu.i' o get •‘p. a real estate pool, it also takes time

to withdraw. It must be realiz^ u.iat real estate investments are relatively il­

liquid and should be considered long term investments. They will not force sell a 

prop e r t y  just because you want to w i t h d r a w  your funds. Most pools require 90 days 

w r i t t e n  n o t i c e  prior uo any quarterly date. This allows them time to find other 

investors w h o  want to invest in the pool, thus allowing y ou to withdraw. However, 

if cash a v a i l a b l e  in the pool is sufficient to allow your w i thdrawl earlier, they 

w i l l  onor your request.

W e ' r e  sure ever y o n e  will agree '.hat any investment portfolio, pension fund or p e r­

man e n t  fund in this case, should have the ability to dive r s i f y  its investments. We 

h a v e  all wit n e s s e d  the vos and downs in stock and bond m a r kets over the years. Good 

r eal estate on the other hand on a v e rage has always incrc tsed in value. Investment 

d e c i s i o n  m a kers hav«_ finally been convinced that real es' ..te deserves a placa in a 

w e l l  diversified portfolio. We believe that the c u r r e n’ trend toward real estate as 

a major investment asset is both j u stified and of growing importance.



Real E s t a t e  Investment Market 

& Real E state Equity Pools 

P a g e  3

M a n y  investment m a n a g e r s  h a v e  been aware of the advantages of real estate investing 

but w e r e  discouraged from p a r t i c i p a t i n g  in real estate d ue to the lack of liquidity 

a nd r i s k  characteristics a s s o ciated wi t h  outright ownership. Real estate pool in­

vestm e n t s  are designed to overcome these problers. Pool investment offers w e l l  

m a n a g e d  div e r s i f i c a t i o n  c h a racteristics tailored to meet the risk to expected return 

and liqu i d i t y  requirements of participants. The pools offer the investment a d v a n­

tages of a portfolio of high -quality real estate, diversified by prope r t y  type, 

lease term, tenant type and geographic location, combining a potential for capital 

a p p r e c i a t i o n  with a n  attractive level of current i n c o m e .

Tha t  last sentence says it all and deserves expanding upon:

Adv a n t a g e s

Real Estate equity pools are desi g n e d  to deliver all of the advantages investors 

se e k  from real estate, without the complexities of outright ownership.

R e turn Potential

O ve r  the years, c a r e f u l l y  selected real estate has demonstrated a consistent ability 

to p r o d u c e  attractive yields.

Inflation H e d g e

A  ra p i d  increase in real estate values has become increasing.'y evident in recent 

years as escalating c o nstruction costs have exerted upward pressure on the r e p lace­

ment cost of commercial and industrial properties. An at t r a c t i v e  hedge against in­

flation.

P o rtfolio D i v ersification

Rea l  estate assets p r o d u c e  ve r y  posi t i v e  diversification characteristics wh e n  in­

troduced into the typical portfolio of stocks, bonds, m o r t g a g e s  and mo n e y  market 

investments to name a few.

A  real estate pool al s o  provides d i v e r s i f i c a t i o n  of property types such as shopping 

centers, apartment a n d  office buildings, motels, hotels, industrial and w a rehouse 

buildings, etc. G e o g r a p h i c  d i v e r s i f i c a t i o n  is provided through purchases of p r o­

perty from coast to coast including Alaska. ,

As mor e  and more investors become a w a r e  of the advantages of d i v ersification and 

returns available o n  these pools, the d e mand has been increasing. Wi t h  this demand 

there has been an i n c r easing number of pools going on line, wh i c h  makes good real 

e state investments h arder to find.

T h e  better real estate pools do not speculate as Real E state Investment Trusts 

(REIT's) did back in the late sixties and early seventies. Real Estate Investment 

T r u s t s  began in 1960 when Congress passed the Real Estate Investment Trust Act.
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The p u r pose was to p r o v i d e  m o r e  capital to satisfy the growing demand for long term 

investment money by o p e n i n g  the field to individual investors. The m o r t g a g e  type 

REIT created the surge of popularity b e t w e e n  1969-71. Underwriters encouraged banks 

and others to establish trusts because the shares were easily sold and good fees 

w e r e  to b e  made. Thf. REIT's borrowed h e a v i l y  from banks and others to support their 

demand for more money to lend const r u c t i o n  and development projects. Serious p r o b­

lems b e g a n  to surface in 1974 w h e n  the pr i m e  rate soared past 12% and some construc­

tion loans reached 18% to 20%. Many could not pay and projects could not be com­

pleted and many failures resulted. Insurance company pools do not sell shares to 

the public, do not get involved in development projects until completed, and best 

of all do not borrow m o n e y  to purc h a s e  real estate investments.

The insurance companies described on the following pages, in our opinion, are among 

the best in the industry. Other pools are available, some m a n a g e d  by non insurance 

companies, and other insurance companies also have pools. We pres e n t l y  have r e t i r e­

ment systems funds in the pools with companies used as examples.



PRUDENTIAL INSURANCE COMPANY OF A M E RICA

P r u d e n t i a’ is the largest p::ivate real estate investor in the United States. As of 

June 1980 their estate investment department employed a professional staff of almost 

500 persons located in P r u d ential Corporate Headquarters and 71 field offices in the 

U nited States and Canada. They m a n a g e  n early $18 billion of real estate investments, 

including $14 billion in mortgages, $3 billion in wholly owned properties and over 

$1 b i l lion in joint vent u r e s  throughout the United States.

Because of their nationwide structure, the real estate department has established 

direct w o r k i n g  r e l a tionships wit h  regional and national real estate developers, 

brokers, managers, and investors. These relationships allow Purdential to consider 

property o p p o rtunities on a national basis.

Prudential Property Investment Separate Account (PRISA)

($2 billion) A nnual Historical Performance

B r e a k d o w n  of

Year Gross Net Net Return

Ending Return Return Income A p preciation

12-31-79 25.4% 23.9% 8.8% 15.1%

1.2-31-78 20.9 19.5 9.0 10.5

12-31-77 12.0 10.7 7.8 2.9

12-31-76 9.3 C.5 7.5 1.0

12-31-75 9.5 8.3 7.0 1.3

G e ographical Location

As of 6/30/80-% Regions (30 States)

22% West

20% South

18% Mid-West

40% East

P r o p e r t y  D i v e r s i f i c a t i o n

39% O f f i c e  B u i l d i n g s

23% I n d u s t r i a l  B u i l d i n g s

16% H o t e l s  & M o t e l s

19% S h o p p i n g  C e n t e r s

3% A p a r t m e n t s



A E T N A  LIFE 1 SURANCE COMPANY

Aetna's Re a l  Estate D e p a rtment has been in operation for over 100 years, and in the 

last 10 years has established an equity unit responsible for b u y i n g  and managing 

equity real estate. Aetna's real estate and mortgage p o rtfolio exceeds $5 billion.

The real estate department is comprised of 130 employees wit h  a v a r i e t y  of backgrounds 

in real estate. The department utilizes both correspondents and direct lending 

capabilities. They are affiliated with over 85 mort g a g e  bankers in major m e t r o­

politan areas who are under contract to produce real estate and mortgage investments. 

Their internal National Accounts unit deals directly with major real estate d e v e l o p­

ment companies which operate on a national basis.

Aetna R e a l Estate Sep a r ate Account 

($300 MM) Annual Historic \1 Performance
Total

Yield Appreciation R e t u r n

Jan.-Dec., 1978 7.73% .82% 8.55%

Jan.-Dec., 1979 9.03% 3.54% 12.57%

G e o g raphic Distribution

6/30/80-% Regions

30% Rockies
1 A"/J uU / a South

18% Mid West

3% East

33% West

Property Diversification

45% Retail Buildings

2% Land

20% Office Buildings

19% Industrial

14% Warehouse Buildings



JOHN H A N C O C K  M U T U A L  LIFE INSURANCE COMPANY

T he Jo h n  Hanc o c k ' s  Real E state Department has been in existence for over 100 years 

and currently m a n a g e s  a portfolio of commercial and agricultural real estate and 

m ortgages of all types in excess of $4 billion. In a d d i t i o n  to a staff of in-house 

p r o f essionals i n cluding 50 mortgage investment officers, they ha v e  advisory and o r­

igination capability from a n e t w o r k  of 58 mortgage banking firms and their b ranch 

offices located in major m e t r o p o l i t a n  cities from coast to coast. They also have 

eight a g ricultural loan agencies in the major farm areas of the country, and m a i n­

tain extensive contact w i t h  m a j o r  property developers as w e l l  as the mortg a g e  rnd 

real estate brokerage community.

($350 MM) Equity Real Estate A c c o u n t (ERA)

A nnual Historical Performance

Total*

Yield A pprec i a t i o n R eturn

1977 9.1% 1.2% 10.3%

1978 9.3 2.5 11.8

1979 10.2 8.8 19.0

Ge o g raphic Distribution

As of 6/30/80-% 7 Regions (21 States)

11% New England

13% M iddle Atlantic

15% Southeast

30% Midwest

5% Southcentral

13% Mountain/S o u t h w e s t

13% Pacific

Property Diversification

32% Industrial Buildings

8% Hotel

28% Warehouse Buildings

13% Office Buildirgs

17% Shopping Centers

3% Retail Stores



EQUITABLE LIFE ASSURANCE COMPANY

E quitable's Real Estate Department has bee n  in o p eration for over 115 years and has 

bee n  involved in equity real estate ownership and management for over 25 years w i t h  

over $3 b i l l i o n  under management. The real estate department p r e s e n t l y  has a staff 

of over 500 full-time real estate professionals. The de p a r t m e n t  utilizes b o t h  cor­

respondents and direct lending capabilities with their o wn n a t i o n w i d e  n e t w o r k  of 40 

offices. T h e y  are also the investment advisor to Equitable L i f e  M o r t g a g e  and R e alty 

Investors, a Boston based real estate investment trust listed on the N e w  Y o r k  Stock 

Exchange.

E q uitab le's Equity Re a l  Estate Account 

($1 billxon) Annual Historical P erformance

Year T o t a l

Ending Yi e l d A p preciation R e t u r n

12-31-75 9.8% (2.2%) 7.6%

12-31-76 8.7% 1.5% 10.2%

12-31-77 9.1% 2.2% 11.3%

12-31-78 9.2% 4.7% 13.9%

12-31-79 9.3% 5.5% 14.8%

Geographic D i stribution

As of 6/30/80-% Regions

32% Southern

29% Central

15% We s t e r n

14% M i d - A t l a n t i c

10% N o r t h e a s t e r n

Property D i v ersification

64% Retail

16% Office

15% Industrial

2% Hotels

2% Land



P E R F O R M A N C E  FIGURES - P O O L E D  REAL ESTATE ACCOUNTS 

I N V E STMENT R E T U R N  NET OF INVESTMENT FEES

Y E A R  INSURANCE COMPANY

E nding P r u d e n t i a l  John

12/31: P R I S A  Ae t n a  H a n cock Equitable

1979 23.9% 12.6% 17.8% 13.9%

1978 19.5 8.6 10.8 14.4

1977 10.7 —  9.3 10.0

1976 8.5 —  —  8.9

1975 8.3 -- -- 6.3

A ssets at 

M a r k e t  12/79

(000) $1,493.70 $184.75 $180.02 $903.05



THE CASE E UR COMMON STOCK

O n e  investment p a r a d o x  is that common stock can be used to reduce 

port f o l i o  risk. F o r  example, adding small amounts of common stock to 

bond p o r t f o l i o s  w i l l  u s u ally reduce the standard deviation of total 

p o r t f o l i o  returns. This is due to the "magic" of diversification. In 

m a n y  years, such as 1979-80, stock prices go up wh i l e  bond prices go down 

and stocks t h e r e b y  provide a c u s hion against b a d  bond markets. To make 

this point even m o r e  specific, Salomon Brothers reports that an average 

wh i c h  they m a i n t a i n  of a v a r i e t y  of both short and long term d e b t / 

securities p r o v i d e d  total returns of 1.2% in 1979 and .1% in the first 

ni n e  m onths of 1980. By contrast, the Standard & Poor's Composite 

Index p r o d u c e d  total returns of 18.2% and 20.6% for the respective 

periods. L i s t e d  b e l o w  are the total returns for common stock management 

achi e v e d  by Alliance Capital Management Corporation for the A laska Teachers' 

R e t i r e m e n t  S y s t e m  for the past six calendar years.

Performance Review

Y e a r l y  S u m m a r y  Rate of Return

19 8 0  through Sept. 30

197 9

1978

1977

1 976

1975

1974

27.5% 

18.5% 

7.8% 

-3.4% 

23.4% 

28.8% 

-17.5%

C u m ulative Return Since, Inception - 106.5%

Even though there has been seemingly endless streams of n e g a t i v e  news 

i n cluding e v e r - higher oil prices, the Iran crisis, continued double digit 

inflation, and r ising interest rates, there are good reasons for viewing 

the c o m m o n  st o c k  m arket as affording a good, long term investment 

opportunity.

T h e  common s t o c k  of many companies is selling well b e l o w  book value 

at a time w h e n  replacement costs a re rising mor e  rapidly than general price 

levels. At a time whe n  diamonds, paintings, and condominiums in California 

have reached record levels, the assets of many American c o rporations are 

still selling at a fraction of their replacement value. From an earnings 

standpoint, the progress of Amer i c a n  corporations, n o t withstanding two 

recessions, has been dramatic. From 1969 to 1979, the Standard & Poor's 

500 was flat. Corporate profits during the same period tripled.

Since 1969, private pension funds have substantially reduced their 

holdings in common stocks. Insurance companies have reduced their equity 

p o sitions to extreme; low points. For example, fire and casualty companies 

hold on l y  12% of their assets in equities. Foreigners likewise hol d  a



record low percentage of their funds in U. S. common stocks. W h i l e  

foreign investors commitments co the U. S. market have fallen, cheir 

assets in gold and other currencies have multiplied m a n y  times, m aking 

their pot e n t i a l  purchases e x tremely large. Japanese pension funds have 

been recently authorized, for the first time, to ho l d  up to 20% of their 

assets in foreign securities. Individuals are another p o tential source 

of demand, having bee n  net sellers of st o c k  for years. Cn the other hand, 

there a r e  estimates that $30 b i l l i o n  in common stock hav e  been taken off 

the m a r k e t  in recent years through direct corporate purchases. Given the 

right set of circumstances, perhaps m o d e r a t i n g  inflation, or improved tax 

treatment of dividends and capital gains, and a generally mor e  favorable 

attitude towards capital formation thi~ obvious pote n t i a l  demand could 

well be converted into real pu r c h a s i n g  power producing s u b s tantially 

higher valuations for common stocks in general.

It is also true that over the l o n g - t e r m  the best rates of return 

have been provided by the common stock market. From 1926-1979 common 

stocks as represented by the Standard & Poor's Composite Index h a v e  provided 

a 6.1% real rate of return while l o n g - t e r m  corporate bonds have provided 

a real rate of return of only 1%. The cum u l a t i v e  impact of these 

differentials is graphically displayed in "Wealth Indices of Investments 

in the U. S. Capital Markets 1926-1978".
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Co n s u m e r

St a n d a r d

ALLIANCE. CAPITAL MANAGEMENl CORPORATION 

INFLATION IMPACT

1975-1979 

Pr i c e  I n dex  ^7.9%

& Poors  500 99 ,9

9 nos,  1980 

9 .61

21,0

A l l i a n c e  Eq u i t y  F und Co m p o s i t e  141 .1 28 ,0
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STOCKS, BONDS, RISK FREE ASSETS & INFLATION 

Compound Growth Rates; 1926 - 1979

l % NOMINAL REAL

COMMON STOCKS (S & P 500) 9 . 0% 6,1%

1

LONG-TERM CORPORATE BONDS 3.8% • 1,0%

TREASURY BILLS 2,7% (0,1%)

INFLATION 2,7% -----

Source Thhotsen-Sinquefie’id





P O U C H  SB  - J U N E A U ,  A L A S K A  C8S1 I  
T E L E P H O N E  607 463-2331

A L A S K A  PER M A N EN T  FU ND  CORPORATJON

B O A R D  O F  T R U S T E E S :  R E S P O N D E N T  A D D R E S S
E L M E R  l R A B M U S O N  - C H A I R M A N
T H O M A 1  K. W I L L I A M S  • V I C E - C H A I R M A N
W I L S O N  L .  C O N O O N
R E T T R  B M C D O W E L L
O C G M G C W .  R O G E R S
R O B E R T  W  W A R D

TO:

FROM:

DATE:

S U B J E C T :

P R E F A C E

S e n a t o r  M u l c a h y ,  C h a i r m a n
S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e

J a m e s  B. Rhode , S p e c i a l  A s s i s t a n t  to the T r u s t e e s  
A l a s k a  P e r m a n e n t  F u n d

M a r c h  12, 1981

S e c t i o n a l  A n a l y s i s  of S p o n s o r  S u b s t i t u t e  for SB 684

N e a r l y  one y e a r  ago, the T r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund  
a n d  the S p e c i a l  L i a i s o n  C o m m i t t e e  of the L e g i s l a t u r e ,  c h a i r e d  
by S e n a t o r  S t u r g u l e w s k i ,  b e g a n  a s e r i e s  of s e m i n a r s  a n d  w o r k  
s e s s i o n s  on the f u t u r e  of the Fund.

F r o m  t h e  f i r s t ,  it w a s  a g r e e d  to e x p l o r e  t h e  i s s u e s  in t h e  
c o n t e x t  of h o w  all the oil r e v e n u e s  we re, or m i g h t  be, spent. 
T h i s  w a s  to i n s u r e  t h a t  a n y  n e w  r o l e  f o r  t h e  F u n d  w o u l d  be 
c o n s i s t e n t  w i t h  i t s  f u n d a m e n t a l  p u r p o s e s  and, too, w o u l d  be 
m o r e  s u i t a b l y  l o d g e d  in the Fund than e l s e w h e r e .

M e e t i n g  a*- v a r i o u s  p o i n t s  in the state, the g r o u p  e x a m i n e d  the 
i d e a s  of e c o n o m i s t s ,  f i n a n c i a l  s p e c i a l i s t s ,  m a j o r  A l a s k a n  
i n t e r e s t s ,  and the g e n e r a l  public. T h i s  is f u r t h e r  d e s c r i b e d  
in t h e  A n n u a l  R e p o r t  of t h e  F u n d  (pp. 3, 5-7). T h e  a n a l y s i s  
o f f e r e d  by v a r i o u s  p r o f e s s i o n a l s  is soo n to be p u b l i s h e d  under 
the h e a d i n g  of T h e  T r u s t e e  P a p e r s . A s p e c i a l  edition, i n c l u d­
in g  f o r m a l  s t a t e m e n t s  f r o m  v a r i o u s  g r o u p s  a n d  c i t i z e n s ,  h a s  
been  c o m p i l e d  for the c o m m i t t e e s  of r e f e r r a l  for this bill.

S M M A & Y

SB 684 c o n t a i n s  t h r e e  k e y  p r o p o s a l s :  (1) h a v i n g  t h e  p u b l i c
m e m b e r s  c o m p r i s e  t h e  m a j o r i t y  of the T r u s t e e s  to s l o w  the 
e f f e c t s  of a c h a n g e  of a d m i n i s t r a t i o n  or a c h a n g e  in p o l i t i c a l  
m o o d s ;  (2) r e v i s i n g  t h e  l i s t  of p e r m i t t e d  i n v e s t m e n t s  to be 
t h e  s a m e  as for the p e n s i o n  f u n d s  ( w i t h  s o m e  a d d e d  r e s t r i c ­
t i o n s  a n d  e x c e p t i n g  g o l d ,  w h i c h  d o e s  n o t  p r o d u c e  d i r e c t  
i n c o m e ) ,  as h o l d i n g  t h e  b e s t  h o p e  for l o n g - t e r m  r a t e s  of 
r e t u r n  that e x c e e d  i n f l a t i o n  w i t h o u t  s a c r i f i c e  of safety; and 
(3) r e i n v e s t i n g  o n e - h a l f  t h e  F u n d ' s  e a r n i n g s  to p r o t e c t  t h e  
b u y i n g  p o w e r  of t h e  F u n d ' s  p r i n c i p a l  a n d  i n c o m e  f r o m  
inflat i o n ,  and p r o v i d i n g  that the r e m a i n i n g  e a r n i n g s  be paid 
o v e r  o n  t h e  b a s i s  of a f i v e - y e a r  a v e r a g e  w i t h ,  in e f f e c t ,  a 
r e s e r v e  to k e e p  those p a y m e n t s  as s t a b l e  as p o s s i b l e  for state 
pl a n n i n g .
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A N A L Y S I S

S e c t i o n  1. T h e  r e p l a c e m e n t  of a c o m m i s s i o n e r  by a p u b l i c  
m e m b e r  in the c o m p o s i t i o n  of the T r u s t e e s  has the dual e f f e c t  
of g i v i n g  the p u b l i c  m e m b e r s  the w o r k i n g  m a j o r i t y  and r e q u i r­
i n g  t h a t  m a j o r i t y  to h a v e  s p e c i a l  q u a l i f i c a t i o n s  f o r  t h e i r  
office. In t h e  d i s c u s s i o n  of this p r o v i s i o n ,  it w a s  f e l t  t h a t  
t h e  C o m m i s s i o n e r  of R e v e n u e ,  a s  t h e  S t a t e ' s  c h i e f  f i s c a l  
o f f i c e r ,  m u s t  be f o r m a l l y  a c c o r d e d  t h e  r o l e  t h a t  h e  w i l l  
a l w a y s  e x e r c i s e  in A d m i n i s t r a t i o n  d e c i s i o n s  on the Fund. As 
w e l l ,  t h i s  i n s u r e s  t h e  A d m i n i s t r a t i o n  w i l l  be d i r e c t l y  
i n f o r m e d  o f  t h e  v i e w s  of t h e  T r u s t e e s .  T h e  p r o v i s i o n  to 
e l i m i n a t e  o n e  c o m m i s s i o n e r  w a s  to r e c o g n i z e  t h e  g r o w i n g  
d e m a n d s  p l a c e d  u p o n  the c a b i n e t  in r e c e n t  years. W h i l e  n o t i n g  
the a d v a n t a g e  of h a v i n g  t h r e e  c o m m i s s i o n e r s  d u r i n g  the o r g a n i­
z a t i o n a l  p h a s e  o f  t h e  F u n d ,  it w a s  f e l t  t h a t  it w o u l d  b e  
d i f f i c u l t  to e x p e c t  t h a t  m a n y  to be a b l e  to d e v o t e  the n e c e s­
sar y  t i m e  i n d e f i n i t e l y .

S e c t i o n s  2 and 3 h a v e  the p r a c t i c a l  e f f e c t  of s t a g g e r i n g  t e r m s  
so t h a t  a g o v e r n o r  w i l l  o n l y  b e  a b l e  to s e l e c t  a l l  of t h e  
T r u s t e e s  b y  t h e  l a s t  y e a r  of h i s  t e r m .  T h i s  g i v e s  a g r e a t e r  
m e a s u r e  of i n d e p e n d e n c e  to the b o a r d  over  e x i s t i n g  l a w  (where 
t h e  next, g o v e r n o r  w o u l d  h a v e  c h o s e n  a m a j o r i t y  w i t h i n  s i x  
m o n t h s  of t a k i n g  o f f i c e ) ,  b u t  a l s o  m i t i g a t e s  t h e  d e l e t i o n  of 
e x i s t i n g  l a n g u a g e  (p. 2, l i n e s  2-3) w h i c h ,  on t h e  b a s i s  of a 
d e c i s i o n  of the A l a s k a  S u p r e m e  Court, d o e s  not p e r m i t  c o n f i r­
m a t i o n  by the L e g i s l a t u r e  w i t h o u t  c o n s t i t u t i o n a l  a m e n d m e n t .

I n  l i k e  m a n n e r ,  s e c t i o n  4, r e q u i r i n g  t h a t  a g o v e r n o r  r e m o v e  
o n l y  f o r  g o o d  c a u s e ,  is d e s i g n e d  t o  r e p l a c e  t h e  c h e c k  in t h e  
e x i s t i n g  s t a t u t e  w h e r e  t h e  L e g i s l a t u r e ,  b y  v o t e ,  c a n  h a l t  a
r e m o v a l .

S e c t i o n  5. A m a j o r i t y  of the T r u s t e e s  felt than an a n n u a l  fee 
f o r  m e m b e r s  of the b o a r d  w a s  j u s t i f i e d  o n  s e v e r a l  g r o u n d s :  
T h e  m a n a g e m e n t  of a f u n d  of t h i s  s i z e  w i l l  i n v o l v e  w o r k i n g  
s u b c o m m i t t e e s  a n d  c o n s i d e r a b l e  t r a v e l  to m e e t  w i t h  o u t s i d e  
f u n d  m a n a g e r s ,  w i t h  f i n a n c i a l  a d v i s o r s ,  a n a  w i t h  s e n i o r  
o f f i c i a l s  i n  s i m i l a r  i n s t i t u t i o n s .  A s s u m i n g  t h e  l i k e l y  
s t a t u r e  of tha p u b l i c  m e m b e r s ,  it w a s  t h o u g h t  jus t to c o m p e n­
sate t h e m  f o r  the s i g n i f i c a n t  l o s s  of i n c o m e  e n t a i l e d  by their 
work, a n d  w i s e  to p r e v e n t  a p p o i n t e e s  f r o m  s t a t i n g  that p e r s o n a l  
c i r c u m s t a n c e s  l i m i t e d  t h e  a m o u n t  of t i m e  w h i c h  t h e y  c o u l d  
devote. T h e  a n n u a l  fee, here t i e d  w i t h  the s a l a r i e s  of l e g i s­
l a t o r s ,  i s  t o  be on the o r d e r  of $20 , 000 a y e a r ,  w h i c h  is t h e  
s u m  t y p i c a l l y  p a i d  b y  l e a d i n g  c o r p o r a t i o n s  t o  o u t s i d e  
d i r e c t o r s .  T h i s  f i g u r e  w a s  c o n s c i o u s l y  set to be i n s u f f i c i e n t  
to d r a w  p o t e n t i a l  a p p o i n t e e s  for the s a k e  of the fee alone.
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S e c t i o n  6 a d d s  to t h e  l i s t  of p e r m i t t e d  i n v e s t m e n t s  f o r  t h e  
Fund w i t h  the dual  a i m s  of i m p r o v i n g  l o n g - t e r m ,  real e a r n i n g s  
a n d  g i v i n g  n e e d e d  d i v e r s i t y .  A t  p r e s e n t ,  t h e  F u n d  i s  e s s e n ­
ti a l l y  a l a r g e  " m o n e y  m a r k e t "  a c c o u n t  of the k i n d  n o w  o p e n  to 
m a n y  p r i v a t e  i n d i v i d u a l s .  H o w e v e r ,  a n u m b e r  of f i n a n c i a l  
s p e c i a l i s t s  h a v e  p o i n t e d  o u t  t h a t ,  o n  a v e r a g e  o v e r  t h e  
decades, t h e s e  s e c u r i t i e s  have o n l y  m a t c h e d  i n f l a t i o n  or h a v e  
be e n  s o m e w h a t  n e g a t i v e  in t e r m s  of real e a r n i n g s .  The s i t u a­
t i o n  of t h e  p a s t  t w o  y e a r s ,  w i t h  as m u c h  as 6% r e t u r n  a b o v e  
i n f l a t i o n ,  h a p p e n e d  b u t  o n c e  b e f o r e  in t h i s  c e n t u r y :  1 9 3 1 .
I n t e r e s t  r a t e s  w e r e  t h e n  a t  a b a r e  1% b u t  p r i c e  l e v e l s  h a d  
f a l l e n  5%, t h u s  g i v i n g  a r e a l  i n c o m e  of 6%. B a s e d  on t h i s  
h i s t o r i c a l  d a t a ,  o u r  e x i s t i n g  i n v e s t m e n t  l i s t  p r o m i s e s  f e w  
y e a r s  in w h i c h  e a r n i n g s  c a n  e x c e e d  i n f l a t i o n .  In c o n t r a s t ,  
th e  i n v e s t m e n t  a r e a s  p r o p o s e d  to b e  a d d e d  ( s t o c k s ,  i n c o m e  
p r o p erty , a n d  f o r e i g n  assets) h a v e  b r o u g h t  y i e l d s  in line w i t h  
t h e  l o n g - t e r m  r e a l  g r o w t h  of t h e  U n i t e d  S t a t e s ,  2 to 4% b e y o n d  
i n f l a t i o n  and, i n  s o m e  y e a r s ,  p a r t i c u l a r l y  in J a p a n  a n d  t h e  
s t r o n g e s t  e c o n o m i e s  of Europe, the g a i n s  h a v e  b e e n  m o r e  s u b­
stantial. T o  be sure, n ot all of t h e s e  i n v e s t m e n t  a r e a s  h a v e  
p e r f o r m e d  w e l l  i n  e v e r y  p e r i o d  o w i n g  to e c o n o m i c  c y c l e s ,  
p o l i t i c a l  a n d  o t h e r  e v e n t s ,  a n d  c h a n g e s  o f  i n v e s t o r  
p r e f e r e n c e .  I n d e e d ,  o u r  a d v i s o r s  h a v e  s t r e s s e d  t h a t  no 
g u a r a n t e e s  a g a i n s t  f l u c t u a t i o n s  can be o f f e r e d  for .any c l a s s  
of i n v e s t m e n t s ,  n o t  e v e n  the h i g h e s t  g r a d e  of U. S. G o v e r n m e n t  
se c u r i t i e s .  (Actually, in r e c e n t  years, t h e  l a t t e r  h a v e  s w u n g  
m o r e  s h a r p l y  a n d  m o r e  o f t e n  t h a n  o t h e r  i n s t r u m e n t s ) .  H e n c e ,  
t h e  n e c e s s i t y  of h a v i n g ,  n o w ,  a w i d e r  s e l e c t i o n  of p r o v e n  
i n v e s t m e n t  o p t i o n s  so t h a t  a d j u s t m e n t s  c a n  be t i m e l y  a n d  of 
e n o u g h  s i z e  t o  w i n  b e t t e r  r e t u r n s  w h i l e  a v o i d i n g  r e v e r s e s  - 
b o t h  in a m a n n e r  c o n s i s t e n t  w i t h  s a f e t y  of p r i n c i p a l .

It w o u l d  be w e l l  to note h e r e  t h a t  s e c t i o n  7 p l a c e s  l i m i t s  on 
the e x t e n t  t o  w h i c h  i n v e s t m e n t s ,  o t h e r  t h a n  f i x e d  i n c o m e  
s e c u r i t i e s ,  c a n  be m a d e  a n d  t h e  l i m i t s  a r e  m o r e  s e v e r e  t h a n  
f o r  t h e  p e n s i o n  f u n d s .  T h e  l a c k  of a l i m i t  on f i x e d  i n c o m e  
s e c u r i t i e s  is not b e c a u s e  they a f f o r d  m a r k e d l y  g r e a t e r  safety; 
in c e r t a i n  m a r k e t s ,  they do not. Rather, the p r o j e c t e d  g r o w t h  
of t h e  F u n d ,  e v e n  w i t h  d e c l i n i n g  r e v e n u e s ,  is s u c h  t h a t  it 
could, a b s e n t  restrain ts, c a u s e  the se m a r k e t s  to rise and fall 
by the v e r y  f a c t  that it w a s  b u y i n g  a n d  selling. Further, the 
l i m i t s  a re p r o p o s e d  by the T r u s t e e s  as p a r t  of their c o m m i t­
m e n t  to g a i n  e x p e r i e n c e  in t h e s e  n e w  a r e a s  on a g r a d u a l ,  
d e l i b e r a t e  basis.

Ir o n i c a l l y ,  our p r e s e n t  i n v e s t m e n t  l i s t  is not t r u l y  " c o n s e r v­
ative, " in the sense of p r o t e c t i n g  e i t h e r  the c u r r e n t  d o l l a r s  
or r e a l  w o r t h  of t h e  F u n d ' s  c o r p u s  a n d  i n c o m e .  O u r  l i s t ,  by 
the s t a n d a r d s  of c o m p a r a b l e  i n s t i t u t i o n s  a n d  c o u r t  rulings, is 
m o r e  a c c u r a t e l y  d e s c r i b e d  as "tradit ional" . M o s t  p a r t i c i p a n t s  

in the d r a f t i n g  of this b i l l  w e r e  s t u n n e d  t o  l e a r n  that a $10
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b i l l i o n  fund, e a r n i n g  15% a year, s u f f e r i n g  10% i n f l a t i o n ,  a n d  
p a y i n g  o v e r  a l l  of i t s  r e t u r n s ,  w o u l d  s h r i n k  in 30 y e a r s  t o  
l e s s  t h a n  ?25G m i l l i o n  in value. The g o o d s  and s e r v i c e s  that 
c o u l d  be p u r c h a s e d  w i t h  the i n c o m e  of this  fu nd w o u l d  c o l l a p s e  
in t h e  s a m e  r a t i o ,  f r o m  $1.5 b i l l i o n  a t  t o d a y ' s  p r i c e s  t o  $ 89 
m i l l i o n  in t h r e e  decades. Or, m o r e  g r a p h i c  still, a d i v i d e n d  
o f  $ 1 , 5 0 0  w o u l d  t h e n  b u y  w h a t  $ 8 9  w i l l  b u y  t o d a y .  
A c c o r d i n g l y ,  w h e t h e r  o n e  b e l i e v e s  t h a t  t h e  F u n d ' s  p r i n c i p a l  
s h o u l d  be c o n v e y e d  i n t a c t  to the n e x t  g e n e r a t i o n  or the Fund's 
i n c o m e  s h o u l d  b e  c o n v e y e d  e q u a l l y  t o  p r e s e n t  a n d  f u t u r e  
A l a s k a n s ,  a p o r t f o l i o  t h a t  l o s e s  to i n f l a t i o n  w i l l  s e r v e  JS'at 
the e x p e n s e  of those' w h o  f o l l o w .  (Please see A p p e n d i x  A  for a 
m o r e  d e t a i l e d  a n a l y s i s  of the f i n a n c i a l  sections.)

S e c t i o n  10, 11. 3 r o a dly, t h e s e  s e c t i o n s  p r o v i d e  that  o n e - h a l f  
t h e  n e t  e a r n i n g s  of t h e  P e r m a n e n t  F u n d  s h a l l  b e  r e t a i n e d  i n  
p r i n c i p a l  and the b a l a n c e  is a v a i l a b l e  for d i s t r i b u t i o n  on a 
f i v e - y e a r  a v e r a g e ,  w i t h  a n y  e x c e s s  to b e  u s e d  to r a i s e  p a y ­
m e n t s  in a y e a r  t h e y  w o u l d  fall  b e l o w  t he average. The f i r s t  
is to s u s t a i n  the real e a r n i n g s  p o w e r  of the Fund? the s e c o n d  
is to g i v e  the L e g i s l a t u r e  a s t a b l e  i n c o m e  on w h i c h  to plan.

M o r e  s p e c i f i c a l l y ,  the Fund's e a r n i n g s  c a n  be e x p e c t e d  to rise 
s t e a d i l y  over the n e x t  d e c a d e  as the r e s u l t  of r e g u l a r  c o n t r i­
b u t i o n s  a n d  c o m p e t e n t  m a n a g e m e n t .  D u r i n g  t h i s  p e r i o d ,  m o r e  
i n c o m e  w i l l  b e  m a d e  t h a n  is n e c e s s a r y  t o  m e e t  the f i v e - y e a r  
a v e r a g e ,  a n d  t h e  e x c e s s  a n d  t h e  i n t e r e s t  on it w i l l  b u i l d  u p  
in the " u n d i s t r i b u t e d  i n c o m e  acco unt."  In the fi rst y e a r  if 
t h a t  i n c o m e  w e r e  to fall b e l o w  the average, the r e s e r v e  w o u l d  
be d r a w n  upon. In the e v e n t  t h a t  it w a s  j u d g e d  that r e s e r v e s  
w e r e  a m p l e ,  a l a r g e r  d i v i d e n d  c o u l d  be d e c l a r e d  or, p e r h a p s ,  
t h e  e x t r a  s u m s  c o u l d  be a p p l i e d  t o  o t h e r  p u r p o s e s  b y  t h e  
L e g i s l a t u r e .

S e c t i o n  12 s i m p l y  p r o v i d e s  t h a t  t h e  F u n d ' s  e x p e n s e s  w i l l  be 
m e t  f r o m  the Fund's e a r n i n g s  (as " p r o g r a m  receipts"), how ever, 
no m o n e y  m a y  b e  s p e n t  e x c e p t  as p r o v i d e d  b y  t h e  b u d g e t .  
A l t h o u g h  the c o n t r o l  of the L e g i s l a t u r e  is not a l t e r e d  in any 
way, this a p p r o a c h  p l a i n l y  s h o w s  w h a t  it has cost to m a k e  our 
i n c o m e ,  t h u s  a l l o w i n g  t h e  p u b l i c  a n d  l e g i s l a t o r s  to b e t t e r  
a s s e s s  t h e  w o r t h  o f  t h e s e  e x p e n s e s .  T h i s  p r a c t i c e  i s  
v i r t u a l l y  u n i v e r s a l  i n  t h e  a c c o u n t i n g  of s i m i l a r  p r i v a t e  
i n s t i t u t i o n s .

S e c t i o n  13 is t o  a l l o w  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  
C o m m i t t e e  t o  b e  s e l e c t i v e  a s  t o  w h i c h  f i n a n c i a l  a n d  
o p e r a t i o n a l  r e p o r t s  it prepares, or has prepar ed, in the l i g h t  
of c i r c u m s t a n c e s .  For e x a m p l e ,  this l a n g u a g e  w o u l d  p e r m i t  the 
Fund and the C o m m i t t e e  to reach m u t u a l  a g r e e m e n t  on a f i r m  to 
a s s e s s  p e r f o r m a n c e  in d i f f e r e n t  a r e a s  of i n v e s t m e n t  and, 

f u r t h e r ,  t o  r e a c h  m u t u a l  a g r e e m e n t  on d e f i n i t i o n s  o f  t e r m s ,
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the p r o p e r  s a m p l e  of s t a t i s t i c s ,  a n d  t h e  l i k e .  T h i s  " g r o u n d  
r u l e s "  a p p r o a c h  w i l l  a i d  f u l l e r  d i s c l o s u r e  of t h e  F u n d ' s  
a c t i v i t i e s  w h i l e  a t  t h e  s a m e  t i m e  r e d u c e  t e m p t a t i o n s  f o r  
e i t h e r  s i d e  to c r a f t  r e p o r t s  t h a t  a r e  m e r e l y  d e s i g n e d  to 
a t t a c k  or d e f e n d  the Fund.

S e c t i o n  14 b r i n g s  the P e r m a n e n t  F u n d  i n t o  c o n f o r m i t y  w i t h  the 
l a w  g o v e r n i n g  m o s t  o t h e r  b o a r d s  and  c o m m i s s i o n s .

B U D G E T A R Y  NOTES

T h e  T r u s t e e s  a s k  tihat SB 6 8<4 b e  c o n s i d e r e d  t o g e t h e r  w i t h  t h e  
G o v e r n o r ' s  b u d g e t  r e q u e s t  t V > a c h i e v e  i n d e p e n d e n t  s t a t u s  f o r  
t h e  P e r m a n e n t  l^uri'd, a n d  w i t h  tiŝ e f i s c a l  n o t e  w h i c h  p r o v i d e s  
for o u t s i d e r  s p e c i a l i z e d  f i r m s  tto c a .t ty  o u t  the new i n v e s t m e n t  
a u t h o r i t y / u n d e r  t h i s  bill. \ ___ /
I n d e p e n d e n c e  for the P e r m a n e n t  F u n d  has b e e n  t h e  c l e a r  p r e f e r­
enc e  of p u b l i c  a n d  l e g i s l a t i v e  s e n t i m e n t  to date. (Please see 
t h e  p a p e r  o n  t h e  r e l e v a n t  l e g i s l a t i v e  h i s t o r y  p r e p a r e d  b y  
T r u s t e e  P e t e r  B. M c D o w e l l . )  T h e  c a s e  f o r  i n d e p e n d e n c e ,  i n  
b r i e f ,  i s  t h a t  s p e c i a l  i n t e r e s t s  p r e s s i n g  t h e  F u n d  t o  w i n  
c o n c e s s i o n s  w i l l  b e  m o r e  v i s i b l e  in t h e i r  a t t e m p t s  a n d  t h a t  
y o u r  T r u s t e e s  c a n  be h e l d  t o  f u l l e r  a c c o u n t  if t h e y  c h o o s e  
their o w n  s e r v a n t s .  T h e  last p o i n t  is n o t  m e a n t  to r e f l e c t  on 
t h e  p r e s e n t  C o m m i s s i o n e r  of R e v e n u e  or t h e  s t a f f  of t h e  
T r e a s u r y .  O n  the c o n t r a r y ,  t h e i r  r e a d y  c o o p e r a t i o n  h a s  b e e n  
f r e q u e n t l y  n o t e d  in t h e  r e c o r d  of t h e  T r u s t e e s .  B u t  it h a s  
b e e n  the c o n s i s t e n t  a d v i c e  of p r o f e s s i o n a l  m a n a g e r s  that " ... 
t h o s e  c o m m i t t e d  t o  i n v e s t i n g  m u s t  h a v e  t h e i r  o p e r a t i o n s  
s e p a r a t e  f r o m  t h o s e  c o m m i t t e d  to s p e n d i n g  e s p e c i a l l y
g i v e n  t h e  " ... g r e a t ,  t e m p t i n g  s i z e  ..." o f  t h e  Fund. In t h e  
w e a l t h i e s t  s t a t e  i n  t h e  n a t i o n ,  C a l i f o r n i a ,  w h e r e  s t a t e  a n d  
local p e n s i o n  a s s e t s  e x c e e d  $30 billion, s u c h  a s e p a r a t i o n  h a s  
a l w a y s  b e e n  m a i n t a i n e d .

S t i l l ,  a f t e r  i n d e p e n d e n c e  h a s  been, a t t a i n e d ,  t h e  F u n d  w i l l  
have less f r e e d o m  t hat any i n d e p e n d e n t  b o a r d  or c o m m i s s i o n  in 
p r e s e n t  l a w .  F o r  the F u n d  h a s  t h e  m o s t  d e f i n i t e  c h a r t e r  in 
s t a t e  g o v e r n m e n t ,  is n o t  p e r m i t t e d  to s p e n d ,  d o e s  n o t  l e n d  
d i r e c t l y  to a n y  b o r r o w e r ,  and is s u b j e c t  to all the o v e r s i g h t  
that is a p p l i e d  to a line agency.

As for the f i s c a l  note, the T r u s t e e s  h a v e  a g r e e d  t h a t  o u t s i d e  
m a n a g e r s  a r e  b e s t  s u i t e d  to e x e c u t e  t h e  n e w  i n v e s t m e n t  
a u t h o r i t y  in t h i s  b i l l .  In a d d i t i o n  to o u r  r e m o t e n e s s  f r o m  
the m a r k e t s  involv >d, there are n u m b e r s  of r e p u t e d  f i r m s  that 
can do t h i s  w o r k  m o r e  e f f i c i e n t l y ,  and for l e s s  cost, t h a n  it 
can be d o n e  i n t e r n a l l y .
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C u r r e n t  law p r o v i d e s  the c o r p o r a t i o n  w i t h  the a u t h o r i t y '  

to p l a c e  f u n d s  in d i r e c t  o b l i g a t i o n s  of the U n i t e d  S t a t e s  ■ 

T r e a s u r y ,  f e d e r a l  a g e n c y  s e c u r i t i e s ,  c e r t i f i c a t e s  of d e p o s i t ,  

h i g h - g r a d e  c o r p o r a t e  bonds, q u a l i t y  s h o r t - t e r m  i n v e s t m e n t s ,  

a n d  r e d e r a l l y  g u a r a n t e e d  l o a n s . M a n a g e m e n t  is d i r e c t e d  to 

g i v e  p r e f e r e n c e  to A l a s k a  i n v e s t m e n t s  as long as t h e y  m e e t  

the s t a n d a r d s  of q u a l i t y  set o u t  rn the bill. S p e c i f i c a l l y ,  

d e p o s i t s  c a n  b e  m a d e  i n  A l a s k a  banks, m u t u a l  s a v i n g s  banks, 

s a v i n g s  a n d  loan a s s o c i a t i o n s ,  and c r e d i t  unions. R e s i d e n t i a l  

r e a l  e s t a t e  ( o v ' e r - o c c u p i e d  s i n g l e  f a m i l y  dwelling, d u p l e x e s ,  

n d  c o n d o m i n i u m s )  m a y  also be p u r c h a s e d  if the m o r t g a g e  is 

p r i v a t e l y  i n s u r e d  by a comp a n y  d o i n g  b u s i n e s s  in A l a s k a .

T h e  p e r m a n e n t  f u n d  s t a tute has a m i n i m u m  of i n v e s t m e n t  

r e s t r i c t i o n s  yet p r o v i d e s  a v e r y  d e f i n i t e  and c e r t a i n  f r a m e­

wo r k .  It d o e s  n o t  a u t h o r i z e  i n v e s t m e n t s  in s t o c k  or b u l l i o n ,  

r e s t r i c t s  the p u r c h a s e  of c o r p o r a t e  b o n d s  to 257, of the 

F u n d ' s  t o t a l  i n v e s t m e n t s ,  and limi t s  the p u r c h a s e  of loans 

a n d  m o r t g a g e s  to 257o o f  the total. P u r c h a s e s  of r e s i d e n t i a l  

m o r t g a g e s  m a y  be a f u r t h e r  157„ of total assets. T h e  s t a tute 

a l l o w s  the F u n d  to u s e  the f u t u r e s  m a r k e t  to p r o t e c t  i n v e s t m e n t s



f r o m  s e v e r e  d e c l i n e s  i n  v a l u e  t h a t  are b e i n g  s u f f e r e d  today. 

T h e s e  f u t u r e s  c o n t r a c t s ,  h o w e v e r ,  n a y  b e  u s e d  o n l y  to hedge 

a n d  n o t  to s p e c u l a t e .  T h e  s t a t u t e  also p r o h i b i t s  the F u n d  

f r o m  e i t h e r  b o r r o w i n g  or g u a r a n t e e i n g  the o b l i g a t i o n s  of 

o t h e r s .

S e c t i o n  6 of the b i l l  w o u l d  a m e n d  the p r e s e n t  i n v e s t­

m e n t  l i s t  b y  a c i i n g  f i v e  c a t e g o r i e s  c u r r e n t l y  a u t h o r i z e d  for 

the S t a t e  p e n s i o n  f u n d s  a n d  b y  c o n f o r m i n g  o t h e r  l a n g u a g e  to 

the r e t i r e m e n t  s y s t e m  law. The a d d i t i o n a l  i n v e s t m e n t s  are:

1. C o m m e r c i a l  m o r t g a g e s  - loans s e c u r e d  b y  a f i r s t  

l i e n  on c o m m e r c i a l  p r o p e r t i e s  s u c h  as s h o p p i n g  c e n t e r s ,  

o f f i c e  b u i l d i n g s ,  etc. T h e  c o r p o r a t i o n  m a y  p u r c h a s e  u n i n s u r e d  

l o a n s  if the o r i g i n a t i n g  f i n a n c i a l  i n s t i t u t i o n  r e t a i n s  at 

l e a s t  257-., or i n s u r e d  loans w h i c h  m e e t  r e q u i r e m e n t s  c u r r e n t l y  

in a f f e c t  f o r  the p e n s i o n  funds.

2. T h e  c o m m o n  s t o c k  of U. S. c o r p o r a t i o n s  w h i c h  have 

p a i d  d i v i d e n d s  in e a c h  of the i m m e d i a t e l y  p r e c e d i n g  three

y e a r s  .

3. S t o c k s  and b o n d s  that are d e n o m i n a t e d  in f o r e i g n  

c u r r e n c i e s  or E u r o d o l l a r s ,  p r o v i d e d  that t h e y  are of the 

s a m e  q u a l i t y  as t h e i r  U. S. c o u n t e r p a r t s .

A. B a n k  d e p o s i t s  that are d e n o m i n a t e d  in f o r e i g n  

c u r r e n c i e s  or E u r o d o l l a r s ,  p r o v i d e d  that t h e y  are r e a d i l y  

nego.ti .ble o r  t h a t  the i s s u i n g  b a n k  has c a p i t a l  and surplus 

o f  at l e a s t  $ 5 0 0  m i l l i o n .

5. E q u i t y  i n t e r e s t s  in c o m m i n g l e d  p o o l s  of r e a l  

es t a t e .



S e c t i o n  7 of the b i l l  r e d u c e s  the li m i t  on loans and 

m o r t g a g e s  to 157„ a n d  r e s t r i c t s  the i n v e s t m e n t  i n  f o r e i g n  

s e c u r i t i e s  a n d  b a n k  d e p o s i t s  to the levels w h i c h  c u r r e n t l y  

p r e v a i l  i n  the r e t i r e m e n t  systems. C o m m o n  s t o c k  and corporate 

d e b t  a r e  t o g e t h e r  l i m i t e d  to 507c*. b o t h  are m o r e  r e s t r i c t i v e  

t h a n  t h e  p e n s i o n  funds. T h e  b i l l  f u r t h e r  l i m i t s  the p e r m a n e n t  

f u n d  to n o  m o r e  t h a t  5% of the v o t i n g  st o c k  of any one 

c o r p o r a t i o n ,  a n d  d o m e s t i c  stocks, w i t h  the e x c e p t i o n  of 

i n s u r a n c e  c o m p a n i e s  and banks, m u s t  be l i s t e d  on an exchange 

r e g i s t e r e d  w i t h  SEC. B o t h  are i d e n t i c a l  to c u r r e n t  l i m i t a t i o n s  

o n  p e n s i o n  f u n d  i n v e s t m e n t s .

S e c t i o n  8 w o u l d  s t a n d a r d i z e  the c o l l a t e r a l  r e q u i r e m e n t s  

for d e p o s i t s  w i t h  a l l  types of f i n a n c i a l  i n s t i t u t i o n s , and 

r e q u i r e  t h e m  to p l e d g e  U. S. g o v e r n m e n t  secur i t i e s ,  c o r porate 

b o n d s ,  or m o r t g a g e s  if t h e i r  c e r t i f i c a t e s  of d e p osit are not 

f r e e l y  n e g o t i a b l e .
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C O M M E N T S  T O  T H E  P E R M A N E N T  F U N D  T R U S T E E S  

O C T O B E R  22, 1 9 8 1 ,  9 a m  

C a p t a i n  C o o k  H o t e l

T H A N K  Y O U  M R. C H A I R M A N , T R U S T E E S  O F  T H E  P E R M A N E N T  F U N D ,  

A N D  L E G I S L A T O R S .

W E  A P P R E C I A T E  T H E  O P P O R T U N I T Y  T O  O U T L I N E  S O M E  O F  T H E  

C O N C L U S I O N S  R E A C H E D  B Y  T H O S E  O F  U S  I N  C O M M O N W E A L T H  N O R T H  W H O  

H A V E  B E E N  S T U D Y I N G  T H E  W I S E  U S E  BY  T H E  S T A T E  O F  A L A S K A  O F  

I T S  R E V E N U E  S T R E A M  A T  T H I S  F O R T U N A T E  T I M E  IN O U R  H I S T O R Y .

I N N O V E M B E R  1 9 7 9 ,  A  C O M M I T T E E  W A S  F O R M E D  O F  1'5

O U T S T A N D I N G  A L A S K A N S  T O  W O R K  O N  M A N Y  O F  T H E  I S S U E S  T H A T  Y O U

A R E  A D D R E S S I N G .  T H E  G R O U P  W A S  C H A I R E D  B Y  B I L L  S H E F F I E L D  A N D  

I N C L U D E D  T W O  F O R M E R  C O M M I S S I O N E R S  O F  R E V E N U E ,  R O N  R E T T I G  A N D  

E R I C  W O H L F O R T H .

T H E  G R O U P  M E T  W I T H  A N D  T E S T I F I E D  B E F O R E  T H O S E

L E G I S L A T O R S  W H O  W E R E  DESIG! G T H F  P E R M A N E N T  F U N D  S T A T U T E .

W E  O P P O S E D  W H A T  W A S  T H E N  K N O W N  A S  S B  1 A N D  U R G E D  T H A T  T H E  

S T A T E  N O T  F A L L  I N T O  T H E  T R A P  O F  B E C O M I N G  A N  E N O R M O U S  L E N D I N G  

I N S T I T U T I O N .

A N D  Y E T  W E  F E L T  T H E R E  W A S  A  R O L E  F O R  O U R  G O V E R N M E N T  T O  

P L A Y  I N  I N V E S T I N G  W I T H I N  T H E  S T A T E  I N  T H O S E  P R O J E C T S  T H A T  

C O U L D  S T R E N G T H E N  T H E  L O N G - T E R M  E C O N O M I C  H E A L T H  O F  A L A S K A .



C O N S E R V A T I V E  A P P R O A C H ’, F A V O R I N G  A  S A V I N G S / I N C O M E  P H I L O S O P H Y .
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O U R  R E A C T I O N  T O  -THIS- L E G I S L A T I O N  W A S  P O S I T I V E .  B U T  T W O  

I S S U E S  H A D  B E E N  L E F T  O N  T H E  T A B L E :

A i • 1 H O W  T H E  I N V E S T M E N T S  A L L O W E D  B Y  T H E  F U N D  -WOUtD- K E E P

P A C E  W I T H  I N F L A T I O N ,  A N D

;I N S T A T E  I N V E S T M E N T S  I N  THEr C A P T T A L  I N F R A S T R U C T U R E .

O U R  C O M M I T T E D  M E M B E R S  F E L T  T H A T  T H E  I N C O M E  "ROM 

P E R M A N E N T  F U N D •I N V E S T M E N T S  S H O U L D  N E I T H E R  B E  D I S T R I B U T E D  T O  

T H E  P O P U L A C E  N O R  W H E N  T H E  S T A T E  H A S  S U F F I C I E N T  R E V E N U E  F O RS I ' /
:;ts n e e d s ,  s i m p l y  b e  a d d e d  t o  t h e  g e n e r a l  f u n d ,  b u t  
> / « •r
r e i n v e s t e d  i n  t h e  p e r m a n e n t  f u n d  i t s e l f , s o  t h a t  t h o s e  

d o l l a r s  t r u l y  b e c o m e  a  r e n e w a b l e  r e s o u r c e .

i f  t h e  t r u s t e e s  d e c i d e  t h a t  m a k i n g  l o a n s  i s  a  p r o p e r

R O L F  F O R  T H F  E R M A N E N T  F U N D ,  W E  W O U L D  O P P O S E  D I R E C T

, l i) . f  Jf ':~'V
L E N D I N G . ..U R G I N G  A  C O M M I T M E N T  T O  S E C O N D A R Y  L E N D I N G  O N L Y .  

U S I N G  P E R M A N E N T  F U N D  M O N E Y  I N  T H I S  M A N N E R  W O U L D  R E C E I V E  O U R  

S U P P O R T  IF T H E  Y I E L D  T O  T H E  F U N D  IS A T  A N  A C C E P T A B L E  L E V E L .

F U R T H E R M O R E ,  O U R  C O M M I T T E E  S U G G E S T E D  T H A T  I N V E S T M E N T S  

BY  T H E  P E R M A N E N T  F U N D  B E  B R O A D E N E D  T O  I N C L U D E  A P P R E C I A B L E  

AS SE TS /' T O H E L P  S T A Y  A H E A D  O F  I N F L A T I O N .

-  2  -



T O  C O N V E R T  A N  E Q U I T Y  A S S E T  '(RAW O I L  I N  T H E  G R O U N D  T H A T  

C A M  A N D - W I L L  A P P R E C I A T E  O V E R  T I M E )  I N T O  A  F I X E D  I N C O M E  A S S E T  

W I T H  L I T T L E  O R  N O  A P P R E C I A T I O N  P O T E N T I A L  MA-K-ES- L T T T L E - S E N S E —

S O M E  O F  T H E S E  F U N D S  S H O U L D  B E  I N V E S T E D  11 A S S E T S  T H A T  

C A N  P R O D U C E  I N C R E A S I N G  I N C O M E .  O N E  E X A M P L E  O F  T H I S  S T R A T E G Y  

M I G H T  B E  M A J O R  P R O P E R T Y  I N V E S T M E N T S ,  AS- T H E  U N I V E R S I T Y  O F
t : i \ \ ^4 / J t j u ' f  u e  >: i'X  t-

W A S H I N G T O N  H A S / D Q N E — SO- S U C C E S S F U L L Y  F O P  D E C A D E S .  R E N T S  A R E  

A D J U S T E D  O V E R  T H E  Y E A R S  T O  O F F S E T  T H E  I N R O A D S  O F  I N F L A T I O N .

R A I L R O A D  C A R S  A N D  O I L  T A N K E R S  C O U L D  B E  O T H E R  E X A M P L E S .  

D I V I D E N D S  O N  C O M M O N  S T O C K S  H A V E  H I S T O R I C A L L Y  I N C R E A S E D  E V E N  

D U R I N G  P E R I O D S  O F  W E A K N E S S  I N  T H E  M A R K E T .  T H E R E  A R E  M A N Y  

S U C H  E X A M P L E S ,  M O S T  , O F  W H I C H  H A V E  T H E  A D D E D  A T T R A C T I O N  F  

B E I N G  A B L E  T O  I N C R E A S E  I N  V A L U E  A S  W E L L .

/ T O  E N C O U R A G E  I N V E S T M E N T  W I T H I N  T H E  STATi. I N  C A ^ I T A I  

^ P R O J E C T S ,/ W E  F I R S T  T H O U G H T  'THAT T H E  P E R M A N E N T  F U N D  S H O U L D  

T A K E  T H E  L E A D . - *  -

W E  T A L K E D  T O  A  N U M B E R  O F  L E G I S L A T O R S  A N D  I N D I V I D U A L S  

T H R O U G H O U T  T H E  S T A T E  A N D  C A M E  T O  T H E  C O N C L U S I O N  T H A T  T H I S  

W O U L D  B E  D I F F I C U L T  T O  A C H I E V E  P O L I T I C A L L Y .  T H E  P U B L I C  V O T E D  

F O R  T H E  P E R M A N E N T  F U N D  C O N S T I T U T I O N A L  A M E N D M E N T  I N  1 9 7 6  S O  

T H A T  I T  W O U L D ,  I N D E E D ,  B E  A  P E R M A N E N T  F U N D .  T H  \T S E N T I M E N T  

C O N T I N U E S .
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A l a s k a  P e r m a n e n t  F u n d  

B o a r d  o f  T r u s t e e s

G e n t l e m e n :

»

T h e  R e s o u r c e  D e v e l o p m e n t  C o u n c i l  h a s  b e e n  a s k e d  t o  s t u d y  t h e  

p o t e n t i a l  i n v e s t m e n t  a c t i v i t y  o f  A l a s k a ' s  P e r m a n e n t  F u n d .

A s  y o u  a r e  a w a r e ,  t h e  e x i s t i n g  l a w  r e q u i r e s  2 5 %  o f ^ r o y a l t i e s  

a n d  b o n u s e s  o n  . o i l  a n d  g a s  l e a s e s  t o  b e  p l a c e d  in a p e r m a n ­

e n t  f u n d .  T h i s  r a t e  w i l l  i n c r e a s e  t o  5 0 %  c n  a l l  f u t u r e  

s a l e s  b y  s t a t u t e .  D u e  to t h e  i n v e s t m e n t  r e s t r i c t i o n s  p l a c e d  

u p o n  t h e  f u n d ,  i n v e s t m e n t s  a r e  p r i m a r i l y  m a d e  o u t s i d e  t h e  

s t a t e  o f  A l a s k a .  O u r  s t a t e  h a s  f e w  i n v e s t m e n t s  w h i c h  vt tT x ~ 

m e e t  t h e  f u n d ' s  e x i s t i n g  c r i t e r i a .  C u r r e n t l y  o n e - t h i r d  o f  

it is i n v e s t e d  in i n t e r m e d i a t e  t e r m  i n s t r u m e n t s  w h i l e  t h e  

b a l a n c e  is s h o r t  t e r m .

I t  is o u r  b e l i e f  t h a t  t h e  f u n d s  s h o u l d  b e  i n v e s t e d  w i t h i n  

t h e  s t a t e .  I n v e s t m e n t  o u t s i d e  a l l o w s  t h e  f u n d  c r e l a t i v e l y  

l o w - r i s k  r e t u r n  o n  i n v e s t m e n t  b u t  d o e s  l i t t l e  f r r  t h e  

a v e r a g e  A i a i A a n .  T h e  f i r s t  p r i o r i t y  o f  t h e  f u r d  -is— irb-a-fc— it 

s h o u l d  b e  «-s.'Xi3- f o r  r e s i d e n t i a l  m o r t g a g e s ,  a n d  i e c o n d l y  f o r  

c o m m e r c i * 1 ’ a s t a t e  m o r t g a g e s .  T h i s  w i l l  p r o v i d e  t h e  

F u n d  w i t h  a n  . ® r a ’e o f  r e t u r n  o n  i t s  i n v e s t m e n t  a n d

w o u l d  a l l o w  A l a s A  r._. t o  p a r t i c i p a t e  d i r e c t l y  f r o m  o u r  o i l  

w e a l t h .

U n d e r w r i t i n g  c r i t e r i a  f o r  m o r t g a g e  l o a n s  a r e  s t a n d a r d i z e d  

a n d  t h i s  w i l l  a l l o w  f o r  p r o p e r  c r e d i t  u n d e r w r i t i n g ,  t h u s

i n s u r i n g  l o a n  p o r t f o l i o  q u a l i t y .  W e  a d v o c a t e  a 1 0 %  m o r t g a y e

r a t e  n e t  t o  t h e  b o r r o w e r .  T h i s  r a t e  w i l l  a l l o w  f o r  a n

i n v e s t m e n t  r e t u r n  b u t  w i l l  m o r e  i m p o r t a n t l y  c r e a t e  a s t a b l e  

s e c o n d a r y  m a r k e t  C o r  l o a n s  w h i c h  w i l l  a s s i s t  p e r m a n e n t  h o m e  

c o n s t r u c t i o n  s t a t e w i d e .  A n y  r a t e  o f  t e t u r n  c a l c u l a t i o n  m u s t  

r e f l e c t  a l l  o f  t h e  c o s t s  i n c u r r e d  b y  t h e  i n v e s t m e n t  

a c t i v i t y .  T h e  t r u e  y i e l d  o f  o u r  p r e s e n t  i n v e s t i n g  is l e s s  

t h a n  c u r r e n t l y  i n d i c a t e d  a t h e  s t a t e  is a b s o r b i n g  a p o r t i o n  

o f  ,-Lhe- c o s t s . *
1 &T- - C  ’ *

T h e  f u n d  w o u l d  b e  u s e d  to p u r c h a s e  l o a n s  f r o m  e x i s t i n g  

f i n a n c i a l  i n s t i t u t i o n s  l o c a t e d  in t h e  s t a t e .  An u n d e r ­

w r i t i n g  a n d  s e r v i c i n g  a g r e e m e n t  w i t h '  t h e  r e s p e c t i v e  

i n s t i t u t i o n s  w o u l d  a l l o w  f o r  p r o p e r  u n d e r w r i t i n g  a n d  f i l e  

m a i n t e n a n c e .  ,
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T h i s  w o u l d  a l l o w  p r i v a t e  s e c t o r  i n v o l v e m e n t  u t i l i z i n g  e x i s t i n g  

p e r s o n n e l  t h u s  e l i m i n a t i n g  t h e  n e e d  f o r  a n o t h e r  l a y e r  o f  u n d e r ­

w r i t i n g .  D i r e c t  p u r c h a s e  o f  l o a n s  w o u l d  n o t  o n l y  a l l e v i a t e  d u p l i c a -  

ti e u n d e r w r i t i n g  b u t  w o u l d  e l i m i n a t e  t h e  n e e d  f o r  c o s t l y  b o n d  s a l e s  

to  f u n d  t h e  p u r c h a s e ' s .

A l a s k a  h a s  t h e  c a p i t a l ,  a n d  t o  e n t e r  t h e  p u b l i c  m a r k e t  p l a c e  a t  

c u r r e n t  h i g h  r a t e s  s u b s i d i z e s  t h e  i n v e s t o r s  o r  b o n d h o l d e r s  to t h e  

d e t r i m e n t  o f  a l l  ■ r e s i d e n t s .  T h e  f u n d  w o u l d  b e  u s e d  f o r  s i n g l e  

f a m i l y ,  t h e n  c o m m e r c i a l  m o r t g a g e s  w i t h  r e f i n a n c e s  a n d  a s s u m p t i o n s  

a l l o w e d  a t  l o w  c o s t .

T h e  p e r m a n e n t  f u n d  b e l o n g s  t o  a l l / r e s i d e n t s  o f  t h e  s t a t e .  A n y  p r o ­

g r a m  f o r ^ ' d i s t r i b u e . i o n  m a y  b e  c l a s s i f i e d  a s  i n e q u i t a b l e  a n d  p e r h a p s  

i n f l a t i o n a r y  b y  s o m e  g r o u p s .  H o w e v e r ,  w e  h a v e  d i s c u s s e d  m a n y  t y p e s  

o f  i n v e s t m e n t s  a n d  h a v e  d e t e r m i n e d  t h e  m o r t g a g e  p r o g r a m  a s  d i s c u s s e d  

h e r e i n  a s  t h e  m o s t  b e n e f i c i a l .  W e  f e e l  t h a t ^ m o r t g a g e  d e m a n d  s h o u l d  

b e  s a t i s f i e d  b y  t h e  f u n d  fi'-st a n d  a n y  s u r p l u s ^ ' t e ^ m a i n i n g  s h o u l d  be 

i n v e s t e d  i n  m o n e y  m a r k e t  i n s t r u m e n t s  o r  o t h e r  p r u d e n t  i n v e s t m e n t s .

 ̂J, cUieM'i
^ ' R e s p e c t f u l l y  s u b m i t t e d ,

i

J o h n ^ D .  S h a c k e l f o r d  *•*■<,.<

F o r  t h e  R D C  P e r m a n e n t  F u n d  C o m m i t t e e  

( M e m b e r s .  T o m  F i n k

B i l l • P u r r i n g t o n  

P e r r y  E a t o n  

R o g e r  H a x b y  

J o h n  S h a c k e l f o r d
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C l a i  P o r t e r

1 1 8  E a s t  I n t e r n a t i o n a l  A i r p o r t  R o a d  

A n c h o r a g e ,  A l a s k a  9 9 5 0 2

D e a r  C l a i ;

A f t e r  d i s c u s s i n g  t h e  P e r m a n e n t  F u n d  w i t h  t h e  B o a r d  

o f  D i r e c t o r s  o f  t h e  F a i r b a n k s  A s s o c i a t i o n ,  t h e  f o l l o w i n g  w a s  

d e c i d e d  t o  b e  o u r  o f f i c a l  p o s i t i o n ;

T h e  i m p a c t  o f  t h e  h o u s i n g  i n d u s t r y  o n  t h e  s t a t e  

e c o n o m y  i s  g r e a t  a n d  f a r - r e a c h i n g .  N o t  o n l y  d o e s  

t h e  s t a b i l i t y  o f  t h e  i n d u s t r y  a f f e c t  t h e  s m a l l  

n u c  l e u s  o f  c o n t r a c t o r s  a n d  t h e i r  e m p l o y e e s ,  b u t  

h a s  a m u c h  f a r t h e r  r e a c h i n g  a f f e c t .  I t  a f f e c t s  

t h e  l i v e s  a n d  l i v e l i h o o d s  o f  t h e  s u p p l i e r s  a n d  

s u b c o n t r a c t o r s  w h o  p r o v i d e  m a t e r i a l s  a n d  l a b o r  

i n t o  e a c h  h o u s e ,  t h e  b a n k e r  w h o  p r o c e s s e s  t h e  

c o n s t r u t i o n  a n d  l o n g  t e r m  l o a n s ,  t h e  a p p r a i s e r  

w h o  c a l c u l a t e s  t h e  v a l u e ,  t h e  i n s u r a n c e  a g e n t  

t o  i n s u r e s  t h e  p r o p e r t y ,  t h e  t i t ' e  c o m p a n y  w h o  

i n s u r e s  t h e  t i t l e ,  a n d  t h e  r e a l  e s t a t e  a g e n t  w h o  

a s s i s t s  i n  t h e  s a l e  o f  t h e  f i n i s h e d  p r o d u c t .  T h e  

c o n s t r u c t i o n  o f  a n e w  h o m e ,  i n c r e a s e s  t h e  t a x  

b a s e  o f  t h e  c i t y  o r  b o r o u g h ,  a n d  c r e a t e s  r.ew o n g o i n g  

b u s i n e s s  f o r  t h e  u t i l i t y  c o m p a n i e s  t h a t  s e r v i c e  

e a c h  n e w  h o m e .

T o  o w n  a  h o m e  i s  t h e  A m e r i c a n  d r e a m ,  i t  i s  b i g  

b u s i n e s s  a n d  i t  a f f e c t s  t h e  l i v e l i h o o d s  o f  a g r e a t  

v a r i e t y  a n d  a  l a r g e  n e t w o r k  o f  A l a s k a n s .  W e  b e l i e v e  

i n  t h i s  i n d u s t r y ,  o n e  o f  t h e  b a c k b o n e s  o f  t h e  A m e r i c a n  

E c o n o m y .

A s  y o u  a r c  c e r t a i n l y  a w a r e  o f ,  A l a s k a  H o u s i n g  F i n a n c e  

C o r p o r a t i o n  m u s t  g o  t o  t h e  B o n d  M a r k e t  t o  p r o c u r e  f u n d s  

f o r  h o u s i n g  l o a n s  i n  A l a s k a .  N o t  o n l y  d o e s  t h e  S t a t e  

o f  A l a s k a  h a v e  t o  s u b s i d i z e  t h e  i n t e r e s t  r a t e  i n  o r d e r  

t o  b r i n g  h o u s i n g  l o a n s  t o  A l a s k a n s  a t  a  r e a s o n a b l e  r a t e ,  

b u t  w e  a r e  f o r c e d  t o  s e l l  b o n d s  a t  c u r r e n t  i n t e r e s t  r a t e s ,  

w h i c h  A H F C  h a s  n o  c o n t r o l  o v e r .
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I f  p a r t  o f  t h e  P e r m a n e n t  F u n d  c o u l d  b e  u s e d  

t o  f i n a n c e  t h e  A H F C  h o u s i n g  b o n d s ,  t h e  r e t u r n  

t o  t h e  P e r m a n e n t  F u n d  c o u l d  b e  c o n s i s t a n t  w i t h  

w h a t  t h e  r e t u - n  i s  t o d a y  o n  e x i s t i n g  i n v e s t m e n t s  

w i t h  t h e  a d d e d  a d v a n t a g e  o r  k e e p i n g  t h e  m o n e y  i n  

t h e  S t a t e  o f  A l a s k a , ,  a n d  p r o v i d i n g  j o b s  a n d  p r o s p e r i t y  

f o r  A l a s k a n s ,  a n d  b e t t e r  h o u s i n g  f o r  o u r s e l v e s  a n d  

g e n e r a t i o n s  t o  c o m e .

S t a b i l i t y  i n  t h e  h o u s i n g  i n d u s t r y  i s  d e s p e r a t e l y  

n e e d e d ,  a n d  w i t h  f u n d i n g  f r o m  t h e  P e r m a n a n e t  f u n d ,  

trixs s o u g h t  a f t e r  s t a b i l i t y  c o u i u  b e  b r o u g h t  

t o  t h e  i n d u s t r y  t o  b e n e f i t  t h e  c i t i z e n s  o f  A l a s k a  

t o d a y  a n d  t o m m o r r o w .

W o u l d  y o u  p l e a s e  s e e  t h i s  i s  r e a d  o r  g i v e n  t o  t h e  T r u s t e e s  

a t  t h e  h e a r i n g  i n  A n c h o r a g e  o n  O c t o b e r  22, a n d  2 3 r d .  I t  c o u l d  

b e  i n c o r p o r a t e d  i n t o  t h e ’ B u i l d i n g  I n d u s t r y  P o s i t i o n  i f  i t  

i s  c o m p a t a b l e .

T h a n k  y o u  f o r  y o u r  h e l p .

S i n c e r e l y ,

F A I R B A N K S  H O M E B U I L D E R S  A S S O C I A T I O N

/ B e v e r l y  M c C l i n t o c k  

^  P r e s i d e n t
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Remarks o f  TED LEHNE, President o f  t h e  Alaska M u n i c i p a l  League and m e m b e r  of 

the City Council, City o f  Fairbanks, A l a s k a

To the Alaska Permanent F u n d  Corporation, Anchorage, Alaska, October 22, 1981

Mr. President a nd Trustees. My name is Ted Lehne, I a m  President o f  

the A laska M u nicipal League^ a statewide a s s o c i a t i o n  of 52 Alaska)/ cities

a n d  b o r o u g h s ^ r e p r e s e n t i a g - o v e r  90% of t h e  state's population. I -am-

also^a m e m b e r  of t h e  City of Fairbanks City Council.

The League appreciates t h e  opportunity t o  meet wit h  y o u  today.
^y-> / | y> V 1

I feel c o mpelled to^lbegin-witlu-soiDe disclaimers. I ^o-uvot-claim to have

great w i s d o m  about investments. I still have t o  slop and think which is

I know there's hop 

t- -T finally 1^-nnprL.

w h i c h  when people r e f e r  to bull and b e a r  markets. But I know there's h o p e ^ -  ,

I w a s  raised far from an ocean and am not nautical. '"But-

the difference between port and starboard. 

f l l c i  (m  -v

I mus t  be upfront and admit I'm a politician. Frankly, 1 do so somewhat

sheepishly. I heard recently of the person w h o  was visi t i n g  a cemetary and 

read a gravestone which said "Here lies a politician and an honest man."

He t u r n e d  to his companion and said "I w o n d e r  how they got t wo p e ople in

that narrow grave."

-But: despite those h a ndicaps I think I and the League can contribute to

your dialogue . V v / ^ y  •
< 7

In local government we b e l ieve in the w i s d o m  of the s a ying that government 

is mor e  r e s p onsive the c loser it is to the citizen. We a p p e a r  to have an 

ally in t h e  W h i t e  House, and a n o ther in the E x ecutive Mansion in Juneau. 

But like so many these days we seem on t h e  verge of b e i n g  loved to death 

by those who believe in us but really don't und e r s t a n d  us. Let me tell

you something about local government in Alaska.

Firsty it is alive and well. Some think it is a bit too alive, but that

jnest^ci-fiSbns. An Outsideattitude is-not held by -mes+^ci-tifrens. An Outside t a x p a y e r  group "reported



c M '
e a r lier this week that Alaska led t h e  nation in the amount/its state 

a nd local gov e r n m e n t  spent p e r  capita. State government spending was 

f ive times t he n a t i o n a l  average and local government spending was twice 

t h e  national a v e r a g e .J\ W e - s h o u M — k e e p - m  mind- that the State of Alaska 

p l a y s  a much b i g g e r  role in education than probably any other state 

a n d  that probably a c c o u n t s  for an important part o f  the reason why 

s t a t e  government s p e n d i n g  is so high compared to the national average.

In fiscal y e a r  1980 local governments in Alaska r aised fro m  local sources 

ab o u t  $248,-0007000-. In that fiscal y e a r  State shared revenues and

—■>—i  i. -

m u n i c i p a l  a s s i s t a n c e  amounted to about $30,-000-i-000 and federal shared

-o'"’' *

re v enue was about $ 2 5 , 0 Q 0 , 0 0 0 v  There was about a n o ther $ 1 0 ,0 0 0 70 0 0 ' 

in various ot h e r  o u t side aid programs.

T h a t  means that in fiscal year 1980 local governments had about 

$310,0007000 avai l a b l e  to spend (not coun t i n g  state education or 

capital m o n ies^ -ami about 80% of _it came from local taxpayers.

I should pause here for one additional qualification. Throughout this 

d i s c u s s i o n  I will omity?state aid to education. It is substantial and 

growing. The state provides both ope r a t i n g  funds and capital construction 

^unds as well as m o n i e s  this fiscal y e a r  for school debt retirement.

T hese funds are e n o r mously important in k e e p i n g  down local taxes.

I omit d i s c ussion of them, not because they are not important^ ^Bht 

simply because others in the educational community can discuss that aspect 

of state aid much mor e  intelligently and thoroughly than I can.

Page 2

To return, I had indicated that in fiscal yea r  1980 local governments 

had about $310,-000,000 t o  spend and raised about 80% of it locally. The

— .-.v

state's share was about $30,0007000.

By fiscal ye a r  1981, a f t e r  taking a hefty supplemental a p p r opriation into
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account, state m u n i c i p a l  assistance and mun i c i p a l  revenue sharing 

had increased to a b o u t  $97,0007060. Many muni c i p a l i t i e s  r e d u c e d  taxes 

or at least a v o i d e d  increasing them any, despite inflation.

In t he current 198 2  f i s c a l  yea r  the amount in those t wo programs 

reached just u n d e r  $ 1 4 0 , O O O ^O O O: .

a  P *
Now I ’m going o f f  into the realm of s p e c u l a t i o n y t o  make a point.

Lets assume that on a v e r a g e  m u n i c i palities in Alaska balanced t h e i r  

local budgets in f iscal yea r  1980 - in o t h e r  words that they in total 

spent the $310^000;060- they had ava i l a b l e  t o  spend. We have to

o l /u u u x q  l c here b e c a u s e  there simply are nry ar>od ficnires -about total

expenditures o f  local government^ If we assume 1 0% a n nual inflation, 

then the total expen d i t u r e s  in fiscal y e a r  1981 were about $34O,GG6 t 0 G O  

with 63% r a i s e d  locally. And the to t a l  expenditures in fiscal y e a r  1982 

will be about $ 3 7 5 , 0 QQ t 6OG with 55% raised locally.

By the way, o u r  t a x p a y e r  study grouf^I refe r r e d  to earlier said local

governments in A l a s k a  spent about $910 p e r  capita last year. And t hat's

.  ‘ — — —

pretty close to the $340,000,-000 we— e x t r a p o l a t e d — in- this example.

Here's the point. Some people\feel that because state aid has risen so 

dramatically in the last few years that we should not have local taxes 

any more. My point is that municipalities, in this ma c r o  example, are 

still faced with r a i s i n g  about 55% of t h e i r  revenues locally. As with 

any average, t h e r e  are some municipalities that have actually cut back 

on t he size cf government and who ra i s e  m u c h  less than 55% locally. There 

are others who ra i s e  more.

rifty-f.ive p e r cent of local government expenditures is about $ 2 0 0 ,0 0 0 -50 00-;

If the State o f  A l a s k a  w anted to do away w i t h  the need for any local f
revenue co l l e c t i o n  *- property taxes, sales taxes, user fees, fines, -ei-e-—  [/,  -ei

it would have t o  .increase operating r e v enue shared with local governments



f r o m  a h  o u t  $ 1 4 0 , - 6 0 0 7 0 6 0  t o  a b o u t  $ 3 4 0 ,-0667666 t - h i s - f i s c a± -ye a r T —

That n u m b e r  will mov e  wit h  inflation. By the way, we are assu ,iing 

that the additional $35,0007600-*will continue t o  co m e  from federal 

and o t h e r  similar sources, and that may not be a safe assumption 

down s t r e a m .

/> r*-New-i  would-lika-lo-_move from the ar e n a of o p e r ating-monies to t a l k  ^  ( '

ab o u t  capital c o n s t r u c t i o n  funds a-bit. ,, y / 7, A / -
U ^ k * '  S r ' * h ‘ - 

Until t he legislature adopted H B  60 last year, and HB 50 and SB 16b this

year, municipalities e i t h e r  paid for capital improvements out of local

taxes, issued g e n eral o b l i gation or revenue bonds, or did without.

And I think we all k n o w  that most m unicipalities exercised the

"did without" option mu c h  more often over the years than-any-others.

Because of that there were many unmet needs - what we have r e f e r r e d  to

as t he necessity to improve our infrastructure. In the last two years

we have gone a long w ay toward m e e t i n g  many of those needs. The

capital construction j ob is far from through^ It wil l  take several

years mor e  of h i g h e r  t h a n  n ormal levels of constr u c t i o n  funds to meet

the needs of mul t i y e a r  projects in particular. Then, to keep up with

growth and to avoid d e v e loping a great gap in the future, there will

need to be some o n g oing construction in most municipalities.

There have been two ver y  u s eful characteristics of the state's approach

to capital construction funds. Tirst, it has m a d e  a point of not

p rov i d i n g  unlimited o p e r a t i n g  monies. This means the local t a x p a y e r  is

faced with an important decision. Is he willirg to accept the long ter m

o perating and m a i n t e n a n c e  costs of a capital -j. «.\ect, if there a re such

c osts? Some muni c i p a l i t i e s  have shied away from projects wi t h  a high

0 5 H price tag my own municipality of Fairbanks is ore. The total of

■
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a l l /the capital p r o j e c t s ^ w e  »,uve approved to date w i l l  actu a l l y  

decrease o ur O&M costs, not increase them. At least t hat's what 

o u r  staff tells us. »

The second element of t h e  a p p r o a c h  specifics the m e c h a n i s m  by which 

the voter is as k e d  his o p i n i o n  - the feature of SB 168 that requires 

approval b y  b allot for n e w  p r o j e c t s  ov e r  $ 1 ^million a n d  rennovation 

projects o v e r  $5 million. Even t h o u g h  the Ciry o f  Fairbanks was one

o f  t he few m u n i c i p a l i t i e s  tha t  had a ma j o r  project t u r n e d  down in

c

local elections e a r l i e r  this month, I still believe that/-*G- a useful

requirement f or large s t a t e - f u n d e d  capital projects.

The state's p a r t i c i p a t i o n  in cap:’ al funding is i m portant to local

tax payers and rate payers. The $40 million in the current fiscal

y e a r  budget t o  r etire school construction debt will significantly

reduce the interest and p r i n c i p a l  payments of man y  boroughs. And

' )C-jC UCrUt-C f
projects built from scratch wi t h  grant funds^carry n o  debt service.

With that background, I would like to of f e r  o n e - b r o a d  suggestion and 

two specific ones.

J have n o t iced as I have s e r v e d  on national boards that in many parts 

of t he country local a nd state governments don't get a l o n g  al] that wel 

n fact, I have come to feel that Alaska is fortunate tha t  we have 

an emerging pa r t n e r s h i p  between our levels of g o v e rnment within the 

state. With the i n c r easing federal emphasis on r e t u r n i n g  control and 

m o n e y  to states a n d  l o c a lities it appears that at least in the iinmediat 

future this kinu of c ooperation is a real asset.

One of my m a j o r  goals^as P resident o f  t h e - A l a s k a - M u n i c i p a l  L e a f  e is to 

foster this d e v eloping relationship.
'/ '-J

-5— would lixe to suggest today that this partnership be expanded to 

include the Alaska Permanent Fund C o r p o r - ‘•ion. cl e a r  that your



corporation can play an increasing ly  important ro le  in  the liv e s  - /
ix jt/ b  '* y-

o f our c it izen s  as time goes byy^ I think everyone in the state 

w il l  be better o f f  i f  state government, loca l government end the 

Permanent Fund Corporation develop e ffe c tive  and ongoing communication, 

cooperation and trust.

S p e c if ic a lly ,  I think tne Alaska Permanent Fund Corporation can 

help m un ic ipa lit ie s  and the c it ize n s  served by them in two ways.

F ir s t  is  by serving as the veh ic le  fo r  endowing loca l education and 

municipal operating costs. A year ago I appointed a task force of 

the Alaska Municipal League to work with the le g is la tu re  to further

th is  concept.. ___  ,ot made much progress in the la s t  year, not

because i t  is  not a good idea, but because there were other greater 

p r io r it ie s  fo r the income the le g is la tu re  had to spend. And, frankly, 

I think le g is la to rs  were somewhat awed by the amount o f money required

the Permanent Fund I ju s t don't see where the money w il l come from."

I I f  the Permanent Fund Corporation would take the lead in  setting up such 

endowments, I believe many in the le g is la tu re  would support additional 

deposits to the Peimanei.* Fund - deposits beyond statutory requirements - 

to help those funds grow. The League would welcome the chance to work 

fo r such a concept.

Second, m un ic ipa lit ie s  have a problem in the bond market. I'm sure that
U -  r—  b rJ U t

statement is^W  surprise to anyeney High in terest rates force m un ic ipa lities

to postpone projects or accept higher debt service. For u t i l i t y  revenue

bonds the current in terest rates usua lly  require^rate increases contributing

to our high cost o f liv in g .

P  believe we should aggressively explore a partnership here, too. I envision

fo r such an endowment fund. Many support the concept but did not see 

the revenues to set i t  up. One to ld  me, "with the amounts,,going into



the Alaska Permanent Fund Corporation investing in municipal 

general ob ligation  and revenue bonds. M un ic ipa lit ie s  would repay 

the p rin c ipa l plus an in te rest rate that would be considered reasonable, 

in more normal times - say s ix  to eight percent. But I d o jio t feel^the 

subsidy in  the in te rest rate should come from the Permanent Fund. I 

propose that the th ird  partner, state government, pay to the Permanent 

Fund the d ifference between what i t  would normally earn on such investments 

and the lower rates paid by m un ic ipa lit ie s. I believe th is  approach 

would require much smaller general fund apropriations than the current 

bond bank. I t  would held harmless the Permanent Fund while permitting 

the investment of some of these funds in Alaska, and would keep down the 

cost o f government and u t i l i t y  rates.

"7;̂ /These are ju st two examples of how the partnershi^we are advocating might 

work. It may not be possib le to achieve these spe c if ic s . But I hope you 

w il l adopt the general premise. I believe a fu l l partnership between 

A laska's state government, loca l governments and th is  Alaska Permanent 

Fund Corporation can be a. v ita l element fo r our future. I pledge the fu l l  

cooperation of the Alaska Muncipal League. Because the ones who w ill 

benefit are a l l  of A laska's citizens^wejserve.

Thank you.



A L A S K A  STATE C H A M B E R  OF C O M M E R C E 1S COMMENTS ON THE PERMANENT FUND FOR T HE 
0 C T 0 5 E R  22, 1981- HEARING:

T H E  C H A M B E R  ENC O U R A G E S  THE TRUS T E E S  T O  W O R K  WIT H  THE L EGISLATURE IN D E V E LOPING 

A  PLAN ON A L L  O I L  INCOME, A N D  IN THA T  PLAN ESTABLISH GOALS ON THE USE OF THE 

P E R M A N E N T  FUND MONIES SO TH E R E  IS N O T  O V E R L A P P I N G  SUCH AS IN LOAN PROGRAMS. 

T H E  STATE PLAN SHOULD F OLLOW THE SPENDING LIMITATION CONCEPT WHICH REQUIRES 

A L L  E X CESS REVENUES FLOW T O  THE PERMANENT FUND.

T H E R E  MUST 3E AN ANALYSIS O F  THE USE OF THE FUND IN THE PLAN. THIS PLAN 

S H O U L D  LOOK AH E A D  1-5-10 YEARS IN SCHEDULING PROJECTS AND PROGRAMS.

THE C H A M B E R  SUPPORTS THE C O N C E P T  THAT THE FUND M U S T  KEEP UP WITH INFLATION,
r

A N D  IS THEREFORE, OPPOSED T O  ONE- H A L F  OF T H E  EARNINGS GOING T O  T HE GENERAL FUND.

T H E  C H A M B E R  ENCOURAGES THE RESTR U C T U R I N G  OF THE PERMANENT FUND TRUSTEES.

R c P i A t t  • w i t h  f t W i T i T

E L I M I N A T E  T W O  C O M M I S S I O N E R S  ZritrrTTTACE TWO FINANCIALLY QUAL I F I E D  PSKSONKtL L
A

£ o  7* h'Ar CA/if/of
O N  THE BOARD* A NEW GOVERNOR tSV APPOINT, IN EFFECT,

S

F O U R  M E M B E R S  T H E  YEA R  HE IS ELECTED.

T H E  C H A M B E R  SUPPORTS T HE INVESTMENT POLICIES THAT DERIVE THE FUND A
A

M A X I M U M  RATE OF RETURN ON ITS INVESTMENTS. NOT JUST A M A X I M U M  INTEREST



RATE*. TAKING INTO CONSIDERATION THE MULTIPLYING EFFECT OF THOSE DOLLARS IN

T H E  A L A S K A N  ECONOMY.

T H E  C H A M B E R  SUPPORTS T HE C O N C E P T  OF STRIVING F O R  INSTATE INVESTMENTS THAT 

DO NOT HAV E  A N  A D V ERSE IMPACT ON THE PRIVATE SECTOR.

I-

T H E  C H A M B E R  SUPPORTS DEPOSITS IN ALASKAN FINA N C I A L  INSTITUTIONS IN 

A P R U D E N T  MANNER.

THE C H A M B E R  SUPPORTS THE C O N C E P T  OF BUYING MORTGAGES AT VARIABLE RATES A ND 

SUPPORTS THE "DUE-ON-SALE" CLAUSE.

T HE C H A M B E R  ALS O  SUPPORTS THE C O N CEPT OF EXTRACTION OF EQUITY AS IT 

MAY LEAD T O  THE M O S T  PRODUCTIVE USE.

THE C H A M B E R  IS O P P OSED T O  SUBSIDIZING LOAN INTEREST RATES AND 

FEELS A SUBSIDY IS AN INEQUITABLE WAY OF DISTRI B U T I O N  O IL WEALTH.

• «

THE CHA M B E R ' I S  U NABLE TO TAK E  A POSITION ON T HE DIVIDEND DISTRIBUTION C O N C E P T  

AS IT IS GOING TO T H E  SUPREME COURT, BUT IF THE DECISION DOES NOT ALLOW

T H E  DISTRIBUTION, THE C H A M B E R  SUPPORTS MONEY BEING USED

IN INFRA-STRUCTURE, NOT CAS H  DIVIDENDS



ivf'r
T HE C H A M B E R  IS CONC E R N E D  T HT THE P E R M A N E N T  FUND MAY BECOME A LARGE 

C A P I T A L  POO L  A N D  M A N A G E D  3Y THE T R U S T E E S  WITH LITTLE B E N EFIT TO THE 

R E S I D E N T S  OF ALASKA, AND URGE TH A T  THE M A X IMUM USE BE MADE TO BENEFIT 

A L A S K A  A N D  ITS ECONOMY.



R .  C .  R O B E R T S O N  ( 1 6 8 5 - I S O l )  

r. o . c a s t a u c h  
J .  B .  U R A D L E Y  
W I L L I A M  c . r u d o y  

L .  B .  J A C O B S O N  
M I C H A E L  T .  T H O M A S  

J A M E S  r .  C L A R K  

P A U L  M . M O r T M A N  
J .  P .  T A N G E N  
O. E L I Z A B E T H  C U A O R A  

H A R O L D  E . S N O W . J R .  

P A M E L A  L .  r i N I  E Y

J U N E A U  O F F I C E
21 0  T E R R Y  WAY, S U I T E  2 0 0  

P O S T  O T T I C E  B O X  1211 

J U N E A U .  A L A S K A  0 0 0 0 2  

P H O N E  ( 0 0 7 )  3 6 6 - 3 3 * 0  

C A B L E * .  R O M E A  

T C l  EX.* 0 0 0 - A S - 3 7 0

o r  C O U N S E L
C . M O N A C L C R o b e r t s o n , M o n a g l e , E a s t a u g h  &  B r a d l e y

A  P R O T E S S I O N A L  C O R P O R A T I O N

A t t o r n e y s  a t  L a w
p o s t  O T T I C E  B O X  6 7 0  

A N C K G f f A G C ,  A L A S K A  5 * 3 1 0

O c t o b e r  23, 1981

R O B E R T  B .  B A K E R  

L E R O Y  J .  B A R K E R  

L . G .  B E R R Y  

C .  R .  R I C H  

C A R L  W. W I N N E R

A N C H O R A G E  O F F I C E
6 0 1  W E S T  F l f - T H ,  S U I T E  3 1 0  

A L A S K A  M U T U A L  B A N K  B L D O .

P O S T  O T T I C E  B O X  6 7 0  

A N C H O R A G E .  A L A S K A  O O S f O  

P H O N E  ( 0 0 7 )  2 7 7 - 6 6 0 3  

c a b l e :  R O M E A  

T E L E X .*  O O O *  2 6 * 4 6 6

S e n at or  Vic Fis c h er
221 Ea st  7th A v e n u e ,  # 204
A n c h o r a g e ,  A K  99501

Dear Senator  F i s c h e r :

At the P e r m a n e n t  Fund H e a r in g on October 21, you asked 
for e x a m p l e s  of i ns t an ce s w h e re  the P e r m a n e n t  Fund m i g h t  be used 
to co mp et e u n f a i r l y  with the p r i v a t e  sector. Rathe r than 
h y p o t h e s i z e  a list of p o s s i b l e  i l l u s tr a ti o ns ,  p e r m i t  me to an sw er
by dr aw in g to your a t t e n t i o n  a r ec en t  instance of just that kind
of i n t e r f e r e n c e  by the Stat e with the o p e r a t i o n  of the free 
m a r k e t .

• i

W h e n  the K e n a i  F i s h  P r o c e s s i n g  C o m p a n y  r a n  i n t o
f in a nc ia l pro bl e ms ,  A AR C  took over d i r e c t  o w n e r s h i p  of the p l a n t  
a n d  p r o c e e d e d  to c o m p e t e  w i t h  o t h e r  p r i v a t e  s e c t o r  f i s h
p u r c h a s i n g  and p r o c e s s i n g  o p e r a t i o n s  in the Kenai area. T hi s 
i n c id en t  r '.ulted in one b u s i n e s s  hav in g an easier e c o n o m i c  
burden tha . all ot he rs  o p e r a t i n g  in the same b u s i n e s s  at the same 
p la c e and time. We regard this as unfair.

We do not feel that it would be p o s s i b l e  to p r o v i d e  the
C o m m i t t e e  with a s p e c i f i c  road m a p  as to whi~h  i n v e s t m e n t s  can
and cann o t  be fairly ma de from the P e r m a ne n t Fund, but we
s t r o n g l y  urge that as a m a t t e r  of p o l i c y  the impact of any 
i nv e s t m e n t  on the c om p et in g b u s i n e s s e s  in the same m a r k e t  be
w e i g h e d  when at t em p t i n g  to d e c i d e  whet h er  the i n v e s t m e n t  p r o p e r l y  
re sp o nd s to the m a n d a t e  that the oil w e al th  of the State be 
d e d i c a t e d  to the b e n e f i t  of all A l a s k a n s  equita bl y.

fur ther 
on me.

J P T / m k s
cc: The P e r m a n e n t C o m m i t t e e

I hope that these c o m m e n t s  are helpful. If I m a y  be of 
a s s i s t a n c e  in this regard, p le a se  do not h e s i t a t e  to call
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m a n y  of our m e m b e r s  be ne fi t d i r e c t l y  from such loans, and 
therefore, do not take a formal p o s i t i o n  on this question. It is 
the p o s i t io n of the Chamber, however, that if the l eg i sl a t u r e  
chooses to ma k e such subsidi ze d  loans, the sub sidized as pe ct  of 
the p r og r am  be made clear to all and that this su b si dy  be m a d e  as 
a m a t t e r  of p o l i c y  d e te r m i n e d  by the State to be in the p u bl ic  
interest.

I hope these comm en ts  are helpful. If I m a y  be of 
further a ss i st a n c e  in this matter, p l ea se  do not h es it ate to call 
on me.

JP T /m k s
cc: The P e r m a n e n t  Fund Com mi tt ee

ice Chairman 
'amber of Com m e rc e
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L E R O Y  J .  B A R K E R
R .  C .  R O B E R T S O N  ( 1 8 8 5 - 1 9 6 1 )

r .  O .  E A S T A U G H
J .  B .  B R A O L C Y

W I L L I A M  G .  R U O O Y
L .  B .  J A C O B S O N

M I C H A E L  T .  T H O M A S
J A M E S  T. C L A R K

P A U L  M H O F F M A N
J .  P .  T A N G E N

d . E l i z a b e t h  c u a d r a
H A R O L D  E . S N O W ,  J R .  
P A M E L A  L . T I N L E Y

A P R O F E S S I O N A L  C O R P O R A T I O N

A t t o r n e y s  a t  L a w
P O S T  O r r i C E  B O X  6 7 9  

A N C H O R A G E .  A L A S K A  9 9 5 1 0 A N C H O R A G E  O F F I C E
6 0 1  W E S T  F I F T H ,  S U I T E  510  

A L A S K A  M U T U A L  B A N K  B L O G .

L . G .  B E R R Y  

C. H. MiCH 
C A R L  W. W I N N E R

P O S T  O r r i C E  B O X  6 7 9  

A N C H O R A G E .  A L A S K A  9 9 5 1 0

J U N E A U  O F F I C E O c t o b e r  2 3 ,  1 9 8 1

P H O N E  ( 9 0 7 )  2 7 7 - 6 6 9 3  

C A B L E :  R O M E A  

T E L E X :  0 9 0 - 2 6 - 4 8 6

21 0 F E R R Y  WAY. S U I T E  2 0 0  

P O S T  O F F ' C E  B O X  1211 

J U N E A U .  A L A S K A  9 9 8 0 2  

P H O N E  ( 9 0 7 )  5 8 6 - 3 3 * 0  

C A B L E :  R O M E A  

T E L E X :  0 9 9 - A 5 - 3 7 6

S e n a t o r  A r l i s s  S t u r g u l e w s k i  

2 9 5 7  S h e l d o n  J a c k s o n  

A n c h o r a g e ,  A K  9 9 5 0 4

R e p r e s e n t a t i v e  S a m u e l  R. C o t t e n

P. 0. B o x  2 9 6

E a g l e  R i v e r ,  A K  9 9 5 7 7

D e a r  S e n a t o r  S t u r g u l e w s k i  a n d  R e p r e s e n t a t i v e  C o t t e n :

A t  t h e  P e r m a n e n t  F u n d  H e a r i n g  o n  O c t o b e r  2 1 ,  y o u

i n q u i r e d  a s  to t h e  p o s i t i o n  o f  t h e  A l a s k a  S t a t e  C h a m b e r  o f  

C o m m e r c e  o n  s u b s i d i z e d  l o a n  p r o g r a m s .  I f e a r  t h a t  m y  a n s w e r  m a y  

h a v e  b e e n  i n c o m p l e t e  a n d  p o s s i b l y  m i s l e a d i n g  a n d  r e q u e s t  t h i s  

o p p o r t u n i t y  to c l a r i f y  o u r  p o s i t i o n .

F i r s t ,  o u r  c o m m e n t s  a r e  d i r e c t e d  s o l e l y  a t  t h e

d e d i c a t i o n  o f  P e r m a n e n t  F u n d  r e s o u r c e s .  W e  a r e  o p p o s e d  t o  t h e  

P e r m a n e n t  F u n d  m a k i n g  a n y  s u b s i d i z e d  l o a n s  w h a t s o e v e r ,  b e c a u s e  w e  

b e l i e v e  t h a t  s u c h  p r o g r a m s  d o  n o t  a d e q u a t e l y  s a f e g u a r d  t h e  F u n d  

a n d  d o  n o t  p e r m i t  i t  t o  g r o w  a s  it w o u l d  w i t h  m o r e  p r u d e n t  

i n v e s t m e n t s .  F u r t h e r m o r e ,  w e  b e l i e v e  t h a t  s u c h  l o a n s  b e n e f i t  t h e  

b o r r o w e r  p r i m a r i l y ,  w h i c h ,  in t u r n ,  r e s u l t s  in a n  i n e q u i t y  t o w a r d  

n o n - b o r r o w e r s .  E v e n  c o n c e d i n g  t h a t  t h e  i n c r e a s e d  e c o n o m i c  

a c t i v i t y  w h i c h  m a y  c o m e  a b o u t  b e c a u s e  o f  s u c h  a l o a n  p r o g r a m ,  it 

s t i l l  r e m a i n s  t h e  c a s e  t h a t  o n l y  a s m a l l  g r o u p  o f  A l a s k a n s  

b e n e f i t  f r o m  m o n e y  t h a t  s h o u l d  b e  u s e d  f o r  t h e  g o o d  o f  a l l  

A l a s k a n s .

S e c o n d ,  w i t h  r e g a r d  t o  s u b s i d i z e d  l o a n  p r o g r a m s  

s u p p o r t e d  b y  a p p r o p r i a t i o n s  f r o m  t h e  G e n e r a l  F u n d ,  w e  n o t e  t h a t
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My name is E v e l y n  Campbell and I a m  President of Interior Mortgage and 

H o u s i n g  Association, Inc. of Fairbanks. Our group consists of all facers 

of the h o u s i n g  industry, from Realtors and lenders to contra c t o r s  and 

appraisers.

We hav e  see n  the p o s i t i o n  paper published b y  the A l a s k a  Board of R e a l t o r s  

a n d  we, too. want xo see the Permanent Fund as a legacy for future 

g e n e r a t i o n s  of Alaskans. However, we would like to see some of the income 

fro m  its invest m e n t s  used for productive investments w h i c h  provide 

benefits for the present.

Two items we see as .imperative are safety for the fund and d versified 

investments.

As m e n t i o n e d  in E l m e r  Ra s m u s o n ' s  m e m o r a n d u m  of September 10, 19ol to che 

Trustees of the P e rmanent Fund, a p o r tion of the Fund could be used \n 

ho u s i n g  as a means of b e n e f i t t i n g  a large cross section of Alaskans.

We would like to see some of the income from the Fund invested in the 

Al a s k a  H o u s i n g  Finance Corporation. A H F C  now has a AA b o n d  rating, which, 

it has always b e e n  9aid, had to be a prerequisit.p hpfore the Permanent 

Fund could purchase their bonds.

The a d v a ntages we see for AHFC include b e t t e r  stability f or the program 

a nd a s a f e r  risk f o r  a typical investor if a portion of the issue were 

purchased d i r e c t l y  by the Permanent Fund.

Us i n g  some of the income produced b y  the Fund would make it more acceptable 

to Alas k a n s  since a great n umber could derive direct b e n e f i t  b y  b e i n g  able 

to purchase a home be l o w  market rates. H o p e f u l l y  this would e n courage a n  

in c reasingly b e t t e r  lifestyle f or everyone.

I n vesting in AH F C  wo u l d  allow more d i v e r s i f i c a t i o n  for the fund in case 

short term m a r k e t s  falter. T hirty yeai bonds with a  ten yea r  a m o r t i z a t i o n  

should be a c c e p t a b l e  to AHFC a nd they could f e a s i b l y  become a s e l f - p e r p e t­

uat i n g  entity. It is estimated tha„ the typical mortgage loan in A l aska 

pays off in a p p r o x i m a t e l y  five years b e c ause of the transient population.

- . i l l  i.i: l.V' l.!!!.!1........................ j  m u  M.»nx
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There is investment potential within this state whereby these long­

term bonds could have a direct effect on residents being able to invest 

in real estate, which puts capital into the economy and has the multiplier 

effect. It is said that for every $1 invested in the base industry, SU 

goes into the private sector, which helps promote continued, steady growth 

for the State.

AHFC is rated as one of the best State loan programs in the nation. It is 

net without problems; however, and needs work to make it a stable, long- 

range urogram beneficial to a wide cross-section of Alaskans each year.

Each fiscal year the housing industry must wait to see what the Legislature 

will do in the way of funding to AHFC. Since the Fiscal Year end falls 

during the height of the construction season around the State it causes 

hardships to everyone involved in planning construction for that summer. 

Housing shortages have arisen because contractors and lenders are unable 

to plan ahead without knowing if funds will be available to pay off 

construction loans.

AKFC projects their program will reach Si.2 billion in volume in 1932.

So far this year ever 1000 families have benefittec from its financing 

in Fairbanks alone.

Alaska Housing Finance Corporation can offer suggestions for ironing 

out the mechanics necessary for realizing the greatest potential by 

using some of the income from the Fund to keep this very beneficial 

program going.

Currently AHFC is going Outside on the national level to raise money on the 

.Bond Market, paying 19-1/895 and yet we have a Permanent Fund investing 

Outside w :th a yield at approximately ll^o. We feel the advantages from 

that should b" give to Alaskans and yet be a sound investment. We

think investing in Alaska Housing Finance Corporation is n way to do that. 

'Die AHFC Board would probably be more than willing to accept direct 

investment or bond purchases.

We of Interior Mortgage u.nd Housing Association offer our services in 

compiling data and statistics or in giving suggest i.ons in any way possible.

Thank you for allowing us to be on your schedule today.
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O c t o b e r  20, 1981

B o a r d  o f  T r u s t e e s
A l a s k a  P e r ma n e n t  Fund C o r p o r a t i o n  
A n c h o r a g e ,  A l a s k a  99501

G e n t l e m e n :

E n c l o s e d  h e r e w i t h  a r e  c o p i e s  o f  t wo P o s i t i o r  P a p e r ? f r o m  o u r  
A s s o c i a t i o n  c o n c e r n i n g  r e c o m m e n d a t i o n s  f o r  i n v e s t m e n t  o f  t h e  
P e r ma n e n t  Fund .  Due t o  t h e  f a c t  t h a t  1 have a p r e v i o u s  c o mm i t ­
men t  on b e h a l f  o f  o u r  A s s o c i a t i o n ,  I have a s k e d Mr . K e n n e t h  Day 
Ga i n ,  one o f  o u r  p a s t  P r e s i d e n t s  and t h e  p r i n c i p a l  a u t h o r  o f  t h e  
P o s i t i o n  Pa p e r s ,  t o  make t h e  p r e s e n t a t i o n  o f  o u r  P o s i t i o n  P a p e r s  
t o you a t  y o u r  m e e t i n g  on O c t o b e r  22nd.

As you can see f r om • l a m i n a t i o n  o f  t h e  a t t a c h e d  P o s i t i o n  P a p e r s ,  
t h e  A l a s k a  A s s o c i a t i o n  o f  R e a l t o r s  t o t a l l y  s u p p o r t s  t h e c o n c e p t  
o f  t h e  P e r ma n e n t  Fund as w e l l  as an i n v e s t m e n t  p r o g r am w h i c h  w i l l  
p r o t e c t  i t  f r om e r o s i o n  i n  v a l u e  t h r o u g h  i n f l a t i o n .  A l t h o u g h  we 
r e c o g n i z e  t h e  i m p o r t a n c e  o f  d i v e r s i f i c a t i o n  i n  t h e managemen t  o f  
" t r u s t  t y p e  i n v e s t m e n t s " ,  we b e l i e v e  t h a t  a s u b s t a n t i a l  p o r t i o n
o f  Pe rma n e n t  Fund a s s e t s  s h o u l d  be i n v e s t e d  i n  h o u s i n g  m o r t g a g e s  
i n  A l a s k a .  By a d o p t i n g  o u r  r e c o mme n d e d  "2% S o l u t i o n " ,  t h e  
P e r . n a n e n t  F u n d w i l l  r e c e i v e  a r e a s o n a b l e  r e t u r n  on mone y i n ­
v e s t e d ,  p r o v i d e  f o r  i mme d i a t e  b e n e f i t  of- A l a s k a ' s  c i t i z e n s  and 
i t s  ec onomy ,  and s a t i s f y  t ne need t o  " A l a s k a n i z e  t h e  P e r ma n e n t
F und" .

T h a n k  y o u i n  a d v a n c e  f o ,  y o u r  c o n s i d e r a t i o n .  I f  y o u  w o u l d  
l i k e  t o  mee t  w i t h  m y s e l f  o r  o t h e r  memb e r s  o f  o u r  A s s o c i a t i o n  
i n  f o r m u l a t i n g  t h e  f i n a l  i n v e s t m e n t  s t r a t e g y  o f  . he Pe r ma n e n t
Fu nd ,  p l e a s e  f e e l  f r e e  t o  c a l l  on me.

S i n c e r e l y ,

ALASKA ASSOC I AT I ON OF REALTORS

B r u c e  E . W i n t o n  
P r e s i d e n t

E n c l o s u r e s

KJG.-l bk

R £ A tlf iP *  it, ft itQ tilf'Cd m»»fc which idpn'>fie% 4 pfofrmonfti in 
»eftl f  si He **r»o s u b s c n b e s  lo • lIMCI Code i  Elhica u  a mcmbei of 
f h e  NATIONAL A SSOC IAT ION  OF R E A LT O R S

REALTOR"'



At  t h e  c u r r e n t  t i m e ,  t h e  . i n t e r e s t  c o s t  t o b o r r o w e r s  wo u l d  be 
a p p r o x i m a t e l y  13% (10% +3%) .  A l t h o u g h  t h i s  r a t e  i s  g r e a t e r  
t h a n  t h e  f i n a n c i a l  c a p a c i t i e s  o f  many f a m i l i e s ,  t h e s e  
f a m i l i e s  w o u l d  s t i l l  h a v e  t h e  o p p o r t u n i t y  o ' ’ a v a i l i n g  
t h e m s e l v e s  o f  t h e  S t a t e  A s s i s t e d  Mo r t g a g e  P r o g r am a dm i n ­
i s t e r e d  by t h e  A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n .  As 
d i s c u s s e d  i n  ou r  e a r l i e r  p a p e r ,  t h e r e  a r e s t i l l  many unme t  
h o u s i n g  n e e d s  u n d e r  e x i s t i n g  p r o g r a m s .  L o a n s  f r o m t h e  
Pe r ma n e n t  Fund c o u l d  f i l l  t h i s  gap.

To e l i m i n a t e  t h e  need f o r  e s t a b l i s h m e n t  o f  a new b u r e a u ­
c r a c y ,  t h i s  p r o g r am c o u l d  be e a s i l y  a d m i n i s t e r e d  t h r o u g h  
p u r c h a s e  o f  q u a l i f i e d  l o a n s  o r i g i n a t e d  and s e r v i c e d  by t h e 
S t a t e ' s  e x i s t i n g  f i n a n c i a l  i n s t i t u t i o n s .

A l t h o u g h  i t  i s  p o s s i b l e  t h a t  o u r  r ecommeded p r o g r am can be 
i m p l e m e n t e d  i m m e d i a t e l y  w i t h o u t  t h e  n e e d f o r  c h a n g e  i n
l e g i s l a t i o n ,  we w i l l  s u p p o r t  c h a n g e s  i n  t h e l aw g o v e r n i n g  
t h e  i n v e s t m e n t  p o l i c i e s  o f  t h e  Pe r ma n e n t  Fund t o  s p e c i f ­
i c a l l y  a u t h o r i z e  i n v e s t m e n t  o f  a r e a s o n a b l e  s n a r e  o f  t h e 
t o t a l  a s s e t s  o f  t h e  P e r m a n e n t  F u n d i n  s u c h  m o r t g a g e s .

The a d v a n t a g e s  o f  o u r  r e c omme n d a t i o n  f o r  i n v e s t m e n t  o f  t h e 
P e r ma n e n t  Fund o v e r  o t h e r ,  r e c o mme n d a t i o n s  a r e as f o l l o w s :

1. The p u r c h a s i n g  powe r  o f  t h e  p r i n c i p a l  i n  t h e  Pe rma n e n t
Fund w i l l  be p r o t e c t e d  f r om e r o s i o n  i n  v a l u e  due t o
i n f l a t i o n .

2. The i n v e s t m e n t s ’ i n  m o r t g a g e s  w i l l  a l w a y s  y i e l d  a 
p o s i t i v e  2% r e t u r n  wh i c h  can be u t i l i z e d  f o r  d i v i d e n d  
p r o g r a m s  o r  o t h e r  p u r p o s e s .

3. The i mm e d i a t e  i n v e s t m e n t  o f  a s i g n i f i c a n t  p o r t i o n  o f
t h e  P e r ma n e n t  Fund i n  A l a s k a  w i l l  p r o v i d e  i mme d i a t e  
b e n e f i t s  f o r  t h e  c i t i z e n s  o f  A l a s k a  and h e l p  t o  e x p an d 
t h e  e c o n o m y -, t a x  b a s e ,  a n d t a n g i b l e  w e a l t h  o f  t h e
S t a t e .

h . Our p l a n  i s  q u i t e  s i m p l e  and can be e a s i l y  u n d e r s t o o d
by mos t  A l a s k a n s .

5. Our p l a n  i s  u l t i m a t e l y  f a i r  i n  t h a t  b o r r o w e r s  w i l l  pay 
an i n t e r e s t  r a t e  on t h e i r  m o r t y a g e s  e q u a l  t o  t h e  
h i s t o r i c a l  c o s t  o f  s u c h . l e ng- t e rm mo r t g a g e s ,  t h e r e f o r e ,  
t h o s e  c i t i z e n s  o f  A l a s k a  who do no t  c h o o s e  lo b o r r o w 
f r om t h e  P e r ma n e n t  Fund w i l l  n o t  see t h e i r  s h a r e  o f  t h e 
money used t o  s u b s i d i z e  o t h e r s .

6. S i n c e  o u r  p l a n  s p e c i f i e s  t h a t  o n l y  a p o r t i o n  o f  t he 
° e r m a n e n t  F u n d ' s  a s s e t s  be i n v e s t e d  i n  t h i s  p r o g r am ,  
t h e r e  s t i l l  r e m a i n s  t h e  j p o ' o r t u n i t y  t o  a p p l y  t h e  
" p r u d e n t  man r u l e "  t o  d i v e r s i f i c a t i o n  o f  t h e i n v e s t ­
me n t s .



7. A m a j o r  a d v a n t a g e  o f  ou r  p r o p o s a l  i s  t h a t  i t  p r o v i d e s  a 
r a t i o n a l  c omp r om i s e  t o  t h e  p o l i t i c a l  i s s u e s  now f a c i n g  
t h e  A l a s k a  P e r ma n e n t  Fund .

I n  s umma r y ,  i t  i s  t h e  b e l i e f  o f  o u r  A s s o c i a t i o n  t h a t  i f  ou r  
r e c o mm e n d a t i o n  i s  a d o p t e d ,  t h e  T r u s t e e s  w i l l  be c o m p l y i n g  
w i t h  t h e  o r i g i n a l  manda t e o f  t h e  p e o p l e  o f  A l a s k a  when t h e y  
e s t a b l i s h e d  t h e  Pe r ma n e n t  Fund as w e l l  as p r o v i d - n g  c u r r e n t  
b e n e f i t s  t o  t h e  c i t i z e n s  o f  t h e  S t a t e  w h i l e  a t  t h e  same t i m e  
e x p a n d i n g  o u r  w e a l t h ,  t a x  and e c o n om i c  base .  The A l a s k a  A s ­
s o c i a t i o n  o f  R e a l t o r s ,  t h e r e f o r e ,  u r g e  t h a t  you " A l a s k a n i z e  
t h e  P e r m a n e n t  F u n d "  b y  a d o p t i o n  o f  t h e  "2% S o l u t i o n "
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I L i s  t h e  b e l i e f  o f  Lhe A l a s k a  A s s o c i a t i o n  o f  R e a l t o r s  t h a t  
t h e  A l a s k a  P e r m a n e n t  F u n d ,  i f  p r o p e r l y  a d m i n i s t e r e d  and 
i n v e s t e d ,  w i l l  one o f  t h e  g r e a t e s t  l e g a c i e s  t h a t  t h i s
g e n e r a t i o n  o f  A k a n s  can l e a v e  Lo A l a s k a n s  o f  t h e  f u t u r e .
Our  p e r c e p t i o n  o f  t h e  P e r ma n e n t  Fund i s  a f u n d  i n  w h i c h  we 
d e p o s i t  s a v i n g s  f r om o u r  c u r r e n t  i n c ome t o  be i n v e s t e d  t o  
p r o v i d e  f u t u r e  b e n e f i t s .  As i s  t r u e  i n  mus t  p e r s o n a l  l i v e s ,  
we a n t i c i p a t e  t h a t  t h e r e  w i l l  be a t i m e  when i n c ome o f  t h e  
S t a t e  o f  A l a s k a  d e c l i n e s .  At  t h a t  t i m e ,  r e s o u r c e s  o f  t h e 
P e r ma n e n t  Fund can be t a p p e d  t o  p r o v i d e  c o n t i n u a t i o n  o f  an 
a c c e p t a b l e  l i f e  s t y l e .

S i n c e  we b e l i e v e  t h a t  t h e r e  a r e some s i m i l a r i t i e s  i n  p h i l o s ­
o p h y  b e t w e e n  t h e  P e r ma n e n t  Fund and an i n d i v i d u a l  s a v i n g  f o r  
h i s  own f u t u r e ,  we b e l i e v e  t h a t  an e x a m i n a t i o n  o f  t h e  
p h i l o s o p h i e s  o f  t h o s e  who a r e  s u c c e s s f u l  i n  t h e i r  p e r s o n a l  
l i v e s ,  and t h o s e  who a r e  n o t ,  may p r o v i d e  some g u i d a n c e  f o r  
t h e  p h i l o s o p h y  o f  t h e  Fund .

The f i r s t  c r i t e r i a  f o r  a s u c c e s s f u l  s a v i n g s / i n v e s t m e n t  
p r o g r a m  i s  t o  be c e r t a i n  t h a t  a l l  i n c ome i s  n o t  us ed f o r  
t o d a y ' s  c o n s u m p t i o n .  By l a w ,  t h e  p e o p l e  o f  A l a s k a  h a v e  
p r o v i d e d  t h a t  some o f  t o d a y ' s  i n c ome w i l l  be s a v ed i n  t h e  
P e r m a n e n t  F u n d  and t h e  l a s t '  t wo s e s s i o n s  o l  t h e  A l a s k a  
L e g i s l a t u r e  h a v e  made a d d i t i o n  a' l c o n t r i b u t i o n s  t o  t h a t  
Fu nd ,  l o  t h a t  e x t e n t ,  Lhe c u r r e n t  a p p r o a c h  t o  t h e  P e r ma n e n t  
Fund has s u c c e s s f u l l y  c o m p l e t e d  Lhe f i r s t  s t e p  e s s e n t i a l  t o 
a s u c c e s s f u l  s a v i n g s / i n v e s t m e n t  p r o g r am .

The n e x t  s t e p  i n  a s u c c e s s f u l  e a v i n g s / i n v e s t m e n t  p r o g r a m i s  
t o  i n v e s t  mo n e y  s a v e d  a t  r a l e s  t ha t , w i l l  g r o w  f o o t e r  
t h a n  t h e  r a t e  o f  i n f l a t i o n  a n d ,  t h e r e f o r e ,  g r o w  i n  r e a l  
v a l u e .  As a l l  f i n a n c i a l l y  a s t u t e  p e o p l e  a r e  now awa r e ,  a 
me r e s a v i n g s  a c c o u n t  w h i c h  e a r n s  i n t e r e s t  a t  r a t e s  l e s s  t h a n
Lhe i n f l a t i o n  r a t e  w i l l  d e c r e a s e  i n r e a l  v a l u e  a n d w i l l
u l t i m a t e l y  r e s u l t  i n f i n a n c i a l  f a i l u r e .  An e x a m i n a t i o n  o f  
t h e  r e p o r t e d  f i n a n c i a l  r e t u r n s  on t h e P e r ma n e n t  Fund i n d i ­
c a t e  t h a t ,  t o  d a t e ,  i t  ha s e a r n e d  a r e t u r n  g r e a t e r  t h a n  Lhe 
r a t e  o f  i n f l a t i o n .

A t r u l y  s u c c e s s f u l  s a v i n g s / i n v e s t m e n t  p r o g r a m  i s  o n e i n  
w h i c h  Lhe f i r s t  t wo s t e p s  a r e  f o l l o w e d  b u t ,  i n  a d d i t i o n ,  one 
i n  w h i c h  i n v e s t m e n t s  a r e  made i n a mann e r  t h a t  can p r o v i d e  
some c u r r e n t  b e n e f i t s  and a f o u n d a t i o n  f o r  a c c u m u l a t i o n  o f
r e a l  w e a l t h .  The common d e n o m i n a t o r  b e t w e e n  a l l  p e r s o n s  who
h a v e a c c u m u l a t e d  r e a l  w e a l t h  i s  Lhe f a c t  t h a t  t h e y  i n v e s t e d  
a m a j o r  p o r t i o n  o f  t h e i r  s a v i n g s  m  p r o d u c t i v e  i n v e s t m e n t s



s u c h  DS  homos , r e a l  c s L n L h , ' amJ b u s i n e s s e s  w h i c h  n o t  o n l y
p r o v i d e d  r e t u r n s  s u b s t a n t i a l  e n o u g h  Lo a c c u m u l a t e  r e a l  
w e a l t h ,  b u t  a l s o  p r o v i d e d  some c u r r e n t  b e n e f i t s  t o t h em­
s e l v e s  and t h e i r  f a m i l i e s  w h i l e  b e i n g  i n v e s t e d .  To d a t e , ,  
t h e  P e r m a n e n t  F u n d  h a s  n u t  s u c c e e d e d  i n  t h i s  r e s p e c t .

A f  r j  r t h and f i n a l  s t e p  t o f i n a n c i a l  s u c c e s s  i s  an o n - g o i n g  
r e i n f o r c e m e n t  o f - t h e  b e l i e f  t h a t  Lhe p r o g r am i s  w o r t h w h i l e  
and m e r i t s  c o n t i n u e d  s u p p o r t .  T h a t  i s  t o s a y ,  t h e  p r o g r am ,
i n  a d d i t i o n  t o  b e i n g  s u c c e s s f u l ,  mus t  be p e r c e i v e d  as b e i n g
s u c c e s s f u l  o r  e v e n t u a l l y  t h e  s a v e r / i n v e s t o r  w i l l  l o s e  
i n t e r e s t  and d i s c o n t i n u e  t h e  p r o g r a m .  At t h e  p r e s e n t  t i m e ,  
t h e  P e r ma n e n t  Fund doe s n o t  r e a l l y  ha v e a " c o n s t i t u e n c y " .  
I n  f a c t ,  mos t  A l a s k a n s  p e r c e i v e  i t  o n l y  as a d e v i c e  t o  k eep 
t h e  "money b i n s "  o f  t h e  Bank o f  Ame r i c a  f u l 1. I f  L h e r e  i s  t o 
be c o n t i n u e d  p o l i t i c a l  s u p p o r t  by t h e  c i t i z e n s  o f  A l a s k a  f o r  
m a k i n g  a d d i t i o n a l  v o l u n t a r y  c o n t r i b u t i o n s  t o t h e  Pe r ma n e n t  
Fund ,  i t  i s  e s s e n t i a l  t h a t  t h e y  s o o n b e g i n  t o  p e r c e i v e  some 
b e n e f i t s .

I t  i s  t h e  b e l i e f  o f  t h e  A l a s k a  A s s o c i a t i o n  o f  R e a l t o r s  t h a t  
i f  t h e  A l a s k a  P e r m a n e n t  F u n d i s  t o  be a c k n o w l e d g e d  as a 
s u c c e s s f u l  " a v i n g s / i n v e s t m e n t  p r o g r a m ,  i mm e d i a t e  e f f o r t s  
mu s t  be t a k e n  t o  c o r r e c t  t h e d e f i c i e n c i e s  i n  s t e p s  t h r e e  and 
f o u r  o f  t h e  w e a l t h  b u i l d i n g  p r o c e s s .  The s o l u t i o n  t o t h e s e  
d e f i c i e n c i e s  ’ s so s i m p l e  t h a t  i t  can be s umma r i z e d  i n  t h e  
s l o g a n  " A l a s k a n i z e  t h e  Pe rman e n t  F u nd " .  Wh i l e  t h e r e  a r e  
t h o s e  who b e l i e v e  t h a t  t he- e n t i r e  Pe r ma n e n t  Fund s h o u l d  be 
i n v e s t e d  i n  A l a s k a ,  i t  i-s t h e o p i n i o n  o f  ou r  A s s o c i a t i o n  
t h a t  i t  w o u l d  be i m p o s s i b l e '  Lo i n v e s t  t h e e n t i r e  P e r ma n e n t
Fund i n  t h e  S t a t e  w i t h o u t  c a u s i n g  s e r i o u s  e c o n om i c  i n f l a t i o n
and w i t h o u t  ma k i n g  l ow q u a l i t y  i n v e s t m e n t s  w h i c h  w o u l d  f a i l  
t o  mee t  t h e  o b j e c t i v e  o f  a t r u e  g r o w t h  i n  v r l u e .  N e v e r t h e ­
l e s s ,  i t  i s  o u r  b e l i e f  t h a t  a p r u d e n t ,  c o n s e r v a t i v e l y  
managed p r o g r a m o f  i n v e s t i n g  a s i g n i f i c a n t  p o r t i o n  (say 25« 
t o  40?o) o f  t h e a s s e t s  o f  t h e Fund i n  t h e S t a t e  o f  A l a s k a
w o u l d  p r o v i d e  t h e  o p p o r t u n i t y  f o r  e x p a n d i n g  Lhe e c o n om i c  
b a s e  a n d t h e  t a x  b a s e  w h i c h  w i l l  bn n e e d e u  wh e n Lhe o i l  
money r u n s  o u t .  We f u r t h e r  b e l i e v e  t h a t  s u c h an i n v e s t m e n t  
p r o g r a m  i n  t h e  S t a t e  o f  A l a s k a  i s  u l t i m a t e l y  t h e  mo s t
p r u d e n t  way o f  b u i l d i n g  a c o n s t i t u e n c y .

We r e c o g n i z e  t h a t  t h e r e  i s  c u r r e n t l y  on t h e  b o o k s  a l a w 
w h i c h  w o u l d  a c q u i r e  a c o n s t i t u e n c y  f o r  t h e  P e r ma n e n t  Fund by 
m a k i n g  d i r e c t  d i v i d e n d  d i s t r i b u t i o n s  t o  t h e  c i t i z e n s  o f  
A l a s k a .  Even i f  t h i s  p l a n  s h o u l d  be a p p r o v e d  by t h e  Sup r eme 
C o u r t  o f  t h e  U n i t e d  S t a t e s ,  we ha v e some s e r i o u s  r e s e r v a ­
t i o n s  a b o u t  i t s  s u c c e s s  i n  e s t a b l i s h i n g  a t r u l y  s u c c e s s f u l  
s a v i n g s / i n v e s t m e n t  p r o g r am .  F i r s t  o f  a l l ;  no s a v i n g s  and 
i n v e s t m e n t  p r o g r a m can be s u c c e s s f u l  u n l e s s  i t  r e t a i n s  i t s  
p u r c h a s i n g  p owe r  by g r o w i n g  a t  a r a t e  a t  l e a s t  e q u a l  t o  t h e  
r a t e  o f  i n f l a t i o n .  T h e r e f o r e ,  t h e  o n l y  money w h i c h  s h o u l d



h e  con: i  i i ) l* i ' i m I ( O r  w i t h d r a w n !  1 n u n  Lhe I uut l  l i i r  Lhe p u r p o s e s
o f  d i s l r i h u l i o n  f o r  p r e s e n t  (Joy c u n s ump t  i o n w o u l d  he L l i o t
p o r t i o n  t h a t  c o n s t i t u t e s  t r u e  p r o f i t  ( i . e . ,  p e r c e n t a g e  r a t e  
o f  r e t u r n  w h i c h  i s  i n  e x c e s s  o f  t h e  u n d e r l y i n g  r a t e  o f
i n f l a t i o n ) .  W h i l e  e v e r y o n e  w o u l d  i i k e  mo r e money and w h i l e  
t he ' memb e,rs o f  o u r  A s s o c i a t i o n  r e c o g n i z e  LhaL d i s t r i b u t i o n  
o f  d i v i d e n d s  w i l l  i n c r e a s e  s p e n d a b l e  i n c ome and t h e r e b y  t h e 
c u r r e n t  e c onomy ,  we o p p o s e  any l e v e l  o f  d i s t r i b u t i o n s  w h i c h  
i s  g r e a t e r  t h a n  t h e  " t r u e  e a r n i n g s "  on t h e  Fund .  W h i l e  t h e  
p r u d e n t  p e r s o n  w i l l  u t i l i z e  Lhe a f t e r  t a x  p o r t i o n  o f  h i s  
d i s t r i b u t i o n  t o  s u p p l e m e n t  h i s  own s a v i n g s / i n v e s t m e n t
p r o g r a m and t h e r e b y  h e l p  t o  b u i l d  t h e  u n d-e: 1 y i  n g p r i v a t e  
w e a l t h  i n  t h e  S t a t e  o f  A l a s k a ,  t h a t  w i l l  n o t  be t r u e  i n  a l l  
c a s e s .

I t  i s  t h e  o p i n i o n  o f  o u r  A s s o c i a t i o n  t h a t  a p r o g r a m o f  l o a n s  
a t  r e a s o n a b l e  i n t e r e s t  r a t e s  w h i c h  w i l l  a l l o w  A l a s k a n  
f a m i l i e s  t o  p u r c h a s e  homes , b u i l d  and e x p a n d b u s i n e s s e s ,  and 
d e v e l o p  Lhe u n d e r l y i n g  economy w i l l  e v e n t u a l l y  p r o v i d e  a 
mo r e s o l i d  c o n s t i t u e n c y  f o r  t h e  P e r ma n e n t  Fund and w i l l  ha v e 
a g r e a t e r  l o n g  t e r m . b e n e f i t  f o r  t h e  S t a t e  o f  A l a s k a  and i t s  
c i t i z e n s  t h a n  a p r o g r a m  o f  d i v i d e n d  d i s t r i b u t i o n s .  A 
p r o g r a m  o f  i n v e s t m e n t  i n  t h e  p e o p l e  and c o m m u n i t i e s  o f  
A l a s k a  w i l l  p r o v i d . e  t h e  b r o a d e n e d  t a x  bas e w h i c h  w i l l  oe 
n e c e s s a r y  t o  s u p p o r t  o u r  g o v e r n m e n t  i n  t h e  l a t e  20 t h  and 
e a r l y  2 1 s t  c e n t u r y .

I t  i s  i m p o r t a n t  t o  s t r e s s  a t  t h i s  p o i n t  t h a t  o u r  A s s o c i a t i o n  
i s  no t  p r o p o s i n g  t h a t  t h e  A l a s k a  P e r ma n e n t  Fund become Lhe 
s o l e  s o u r c e  o f  f i n a n c i n g  i n  t h e S t a t e  o f  A l a s k a  n o r  a r e  we 
p r o p o s i n g  t h a t  any l o a n  be made w h i c h  w o u l d  n o t  mee t  t h e  
" p r u d e n t  mar .-ul e". We w o u l d  a l s o  u p p c s e  l o a n s  a t  a r a t e  o f  
r e t u r n  t o  t h e  P e r m a n e n t  Fund w h i c h  d o e s no t  p r o v i d e  f o r  a 
p o s i t i v e  g r o w t h  r a t e  on t h e  i n v e s t m e n t .  On t h e  o t h e r h a n d ,  
we do n o t  b e l i e v e  L h a t  l o a n s  and i n v e s t m e n t s  i n  A l a s k a  
s h o u l d  be a t  t h e  " h i g h e s t  r a t e  t h a t  t h e  m a r k e t  w i l l  b e a r " ,  
i t  in u s t be r e in e m L u r e d  t h a t  t h e  u 1 L i in a L e b e n e f i t  f r o m  a 
p r o g r a m o f  i n v e s t i n g  i n  A l a s k a  w i l l  be i n e s t a b l i s h i n g  a 
b r o a d  e c o n om i c  and t a x  ba s e f o r  Lhe f u t u r e  - no t  upon t h e  
c u r r e n t  r a t e  o f  r e t u r n .  A g a i n ,  u s i n g  o u r  e x amp l e  o f  p r i v a t e  
w e a l t h  b u i l d i n g ,  i t  mu s t  be r e c o g n i z e d  L h a t  f ew s u c c e s s f u l  
i n v e s t m e n t s  i n  h ome s  a n d b u s i n e s s e s  a r e  made b a s e d  u p o n  
o b t a i n i n g  t h e  h i g h e s t  c u r r e n t  r a t e  o f  r e t u r n  a v a i l a b l e .  
Long t e r m w e a l t h  b u i l d i n g  t a x e s  a l o n g  t e r m  c omm i t m e n t .  We 
b e l i e v e  t h a t  l o n g  ' e r m  l o a n s  t o A l a s k a n s  a t  r a t e s  i n  e x c e s s  
o f  t h e  u n d e r l y i n g  i n f l a t i o n  r a t e  b u t  " l e s s  t h a n  t h e  max imum 
r a t e  t h a t  t h e  m a r k e t ,  w i l l  b e a r "  w i l l  u l t i m a t e l y  p r o v i d e  
Lhe g r e a t e s t  l o n g  t e r m a c c u m u l a t i o n  o f  w e a l t h  ' t o  t h e  c i t i ­
z e n s  o f  t h e  S t a t e  o f  A l a s k a .  I f  Lhe P e r m a n e n t  F u n d  c a n  
d e v e l o p  a c o n s t i t u e n c y  t h r o u g h  p r o v i d i n g  l o a n s  and i n v e s t ­
me n t s  w i t h i n  t h e  S t a t e  as o p p o s e d  t o  c u r r e n t  d i s t r i b u t i o n  o f  
d i v i d e n d s ,  i t  w i l l  h a v e g r e a t e r  sums o f  money w h i c h  c an be 
i n v e s t e d  o u t s i d e  o f  A l a s k a  a t  " t h e  max i mum r a t e  t h a t  t h e  
m a r k e t  w i l l  b e a r "  and , t h e r e f o r e ,  u l t i m a t e l y  r e s u l t  i n  a 
much l a r g e r  P e r ma n e n t  Fund .



I l u c a u s c  o f  wn r o r I a i 11L y n l i mi l  I hi: f ' u l i i r r  t i l i n f l a t i o n ,  wu
r e c o g n i z n  t h a t  I h c r u  1 a u h e s i t a n c y  on t h e  p a r i  o f  a unit* 
i n v e s t m e n t  a d v i s o r s  Lo r ecommend i n v e s t m e n t  i n l o n g  t e r m 
f i x e d  r a t e  i n v e s t m e n t s .  Howev e r ,  i t  mus t  be r emembe r e d t h a t  
r a t e s  o f  i n f l a t i o n  and i n v e s t m e n t  go dr.wn as w e l l  as up and 
i n  a f ew y e a r s ,  i n v e s t m e n t s  a l  r a t e s  b e l o w  t h e  c u r r e n t  
m a r k e t  c o u l d  be p e r c e i v e d  as b e i n g  w i s e  i n v e s t m e n t s .  I n  any 
e v e n t ,  i t  i s  n o t  t h e  p o s i t i o n  o f  o u r  A s s o c i a t i o n  t h a t  
i n v e s t  me n t s  i n  b u s i n e s s  and h o u s i n g  l o a n s  s h o u l d  be made 
o n l y  at f i x e d  r a t e s  b u t  i t  i s  r a t h e r  o u r  p o s i t i o n  t h a t  s u ch 
i n v e s t m e n t  d e c i s i o n s  s h o u l d  be made w i t h  a l o n g  t e r m o u t l o o k  
i n m i n d ,  r e c o g n i z i n g  t h a t  t h e  u l t i m a t e  and g r e a t e s t  b e n e f i t  
w i l l  be i n  d e v e l o p i n g  an e c o n om i c  and t a x  b a s e n o t  t o t a l l y  
d e p e n d e n t  upon o i l  r e v e n u e s .

W h i l e  o u r  A s s o c i a t i o n  s t r o n g l y  e n d o r s e s  t h e  p r o g r a m  o f  
b u s i n e s s  and e c o n om i c  l o a n s  and i n v e s t m e n t s ,  n u r  p r i m a r y  
e x p e r t i s e  i s  i n  t hi e f i e l d  o f  h o u s i n g  and, t h e r e f o r e ,  t h e  
b a l a n c e  o f  t h i s  p a p e r  w i l l  be a d d r e s s e d  t o  how t h e Pe rma n e n t  
Fund can a s s i s t  i n  m e e t i n g  t he h o u s i n g  n e e d s  o f  A l a s k a n s  
w h i l e  a t  t h e  same t i m e  m e e t i n g  t h e  f o u r  r u l e s  f o r  d e v e l o p i n g  
a s u c c e s s f u l  sav i  n g s 1/ i  n v e s t i n e n t  p r o g r am .

• "

Ne x t  t o  a i r ,  w a t e r ,  f o o d ,  and c l o t h i n g ,  t h e  mos t  b a s i c  o f  
a l l  human n e e d s i s  t h e  need f o r  a d e q u a t e  s h e l t e r .  T h i s  i s  
p a r t i c u l a r l y  t r u e  i n  an e n v i r o n m e n t  as h a r s h  as L h a t  
o f  A l a s k a .  I f  t h e  s a t i s f a c t i o n  o f  t h a t  b a s i c  need can be 
c o u p l e d  w i t h  o n e o f  o u r  f u n d a m e n t a l  r i g h t s  as A m e r i c a n  
c i t i z e n s ,  n ame l y  t h e  r i g h t  o f  ea c h i n d i v i d u a l  t o  own p r o p ­
e r t y ,  and , i f  t h a t  c an be a t a n g i b l e  b e n e f i t  o f  t h e  S t a t e ' s  
w e a l t h  a v a i l a b l e  t o  A l a s k a n s ,  . t hen i t  w i l l  be a p o s i t i v e  
s t e p  t o w a r d  s t r e n g t h e n i n g  t h e  t h i r d  and f o u r t h  c r i t e r i a  f o r  
a v i a b i e  s a v i n g s / i n v e s t m e n t  p r o g r am o u t l i n e d  e a r l i e r  i n  t h i s  
t e s t i m o n y .

«

I n  a d d i t i o n ,  Lhe s o c i a l  c l i m a t e  o f  c o m m u n i t i e s  o f  h omeowne r s  
a s c o m p a r e d  t o  n e i g h b o r h o o d s  o f  t e n a n t  o c c u p a n c y  c a n  be 
d o c u m e n t e d  h i s t o r i c a l l y  w i t h  r e g a r d  Lo b o t h  i n c r e a s e d
c o mm u n i t y  a m e n i t i e s  and r e d u c e d  w e l f a r e  n e e d s .  Trotn t h e  
s t a n d p o i n t  o f  t h e  p r u d e n t  i n v e s t m e n t ,  Lhe r e s u l t i n g  e c o n om i c  
b a s e c a n be p e r c e i v e d  as a s o u r c e  o f  f u t u r e  t a x  d o l l a r s  i n  
r a t h e r  t h a n  f u t u r e  d o l l a r s  ou t  o f  t h e  S t a t e ' s  t r e a s u r y  t o
s u p p o r t  s o c i a l  p r o g r a m s .

A l t h o u g h  t h e  c u r r e n t  m o r t g a g e  l o a n  p r o g r a m s  a d m i n i s t e r e d  by 
t h e  A l a s k a  H o u s i n g  T i n a n c e  L r p o r a t  i o n  h a v e  b e e n  q u i t e
s u c c e s s f u l  i n  m e e t i n g  c u r r e n t  n e e d s  f o r  Lhe p u r c h a s e  o f
s i n g 1 e - f am i  1 y homes i n  mos t  a r e a s  o f  t h e  S t a t e ,  t h e  p r o g r am 
s t i l l  h a s  s e r i o u . - l i m i t a t i o n s  a r d i s  s t i l l  n o t  c o m p r e h e n s i v e  
e n o u g h  t o  mee t  t h e  t o t a l  h o u s i n g  need s o f  A l a s k a ' s  c i t i z e n s .  
The d e f i c i e n c i e s  .in the- c u r r e n t  h o u s i n g  p r o g r a m s  a r e  as 
f o l l o w s :



1 .  T h e r e  i s  no p ' o g r a m c u r r e n t l y  i n  e x i s t e n c e  t o  a s s i s t  i n 
Li i c o n s t r u c t i o n  o f  r e n t a l  h o u s i n g  o t h e r  t h a n  d u p l e x e s .  
As a r e s u l t ,  t h e r e  c u r r e n t l y  e x i s t s  a c r i t i c a l  s h o r t a g e  
o f  r e n t a l  h o u s i n g  i n  mos t  a r e a s  o f  Lhe S t a t e  and u n l e s s  
a p r o g r a m  i s  i m p l e m e n t e d  o r  u n l e s s  r e n t s  r i s e  t o  a 
s u f f i c i e n t  l e v e l  ( a p p r o x i m a t e l y  5 0 % a b o v e  c u r r e n t  
l e v e l s )  t o  j u s t i f y  new c o n s t r u c t i o n  w i t h  m o r t g a g e s  a t
" t h e  ma x i mum r a t e  t h a t  Lhe m a r k e t  w i l l  b e a r " ,  t h i s
s h o r t a g e  w i l l  become mo r e a c c u t e .

2. The c u r r e n t  p r o g r a m  i s  i n  r e a l i t y  o n l y  a t e m p o r a r y
y e a r - t o - y e a r  p r o g r a m i r  t h a t  e a c h y e a r  i t  i s  d e p e n d ­
e n t  u p o n  a p p r o p r i a t i o n s  f r o m  L h e  L e g i s l a t u r e  t o  
c o n t i n u e  i t s  e x i s t e n c e .  As a r e s u l t ,  t h e  c o s t  o f  
h o u s i n g  i s  i n c r e a s e d  due t o  t h e  i n a b i l i t y  o f  b u i l d e r s  
t o  make l o n g  t e r m c o mm i t m e n t s  f o r  l a n d ,  m a t e r i a l s ,  and 
l a b o r .  C o s t s  a r e  a l s o  i n c r e a s e d  b e c a u s e  o t h e r  s u p ­
p o r t i n g  n r i ' u p a t  i o n s  a n d s e r v i c e s  s u c h  as b a n k e r s ,
R e a l t o r s ,  s u r v e y o r s ,  t i t l e  c om p a n i e s ,  a r e  a l s o  u n a b l e  
Lo make l o n g  r a n a e p l a n s .

3. The p r o g r am i s  • ~ r e n I 1 y f u n d e d  t h r o u g h  Lhe s a l e  o f
s e c u r i t i e s  t o  t l  l a d i t i o n a l  c a p i t a l  m a r k e t s  w i t h  an 
a p p r o p r i a t i o n  ma. i y  Lhe S t a t e  o f  A l a s k a  b e i n g  u t i ­
l i z e d  t o  r e d u c e  i n t e r e s t  r a t e s  p a i d  by b o r r o w e r s  t o  an 
a f f o r d a b l e  l e v e l .  5 i n c e  t h e  l a s t  s a l e  o f  t h e s e  s e c u ­
r i t i e s  was a t  a r a t e  s u b s t a n t i a l l y  g r e a t e r  t h a n  t h e 
c u r r e n t  e a r n i n g s  on t h e  Pe r ma n e n t  Fund ,  t h e  S t a t e  o f  
A l a s k a  i s  now i n  t h e  u n e n v i a b l e  p o s i t i o n  o f  b o r r o w i n g
h i g h  and i n v e s t i n g  l o w .

I t  i s  o u r  b e l i e f  t h a t  many o f  t h e  h o u s i n g  n e e d s o f  A l a s k a  
c a n be met t h r o u g h  t h e  i m p l e m e n t a t i o n  o f  p r o g r a m s  s u c h  as 
g e n e r a l  o b l i g a t i o n  b o n d s  f o r  V e t e r a n s  l o a n s ,  s a i e  o f  t ax- 
e x emp t  b o n d s  f o r  q u a l i f y i n g  l o a n s  t o l o w e r  i n c ome p e r s o n s ,  
use o f  j u n i o r  Deeds o f  T r u s t s  i n  c o n j u n c t i o n  w i t h  a s s uma b l e  
l o a n s ,  and o t h e r  p r o g r a m s  mo r e f u l l y  o u t l i n e d  i n  ou r  p o s i ­
t i o n  p a p e r ,  "A P r o p o s a l  t o  Mee t  A l a s k a ' s  H o u s i n g  N e e d s "
w h i c h  was r e l e a s e d  e a r l i e r  t h i s  y e a r .  N e v e r t h e l e s s ,  t h e  use 
o f  a s u b s t a n t i a l  p o r t i o n  o f  t h e  p r o c e e d s  o f  t h e  A l a s k a  
P e r m a n e n t  F u n d  t o  p u r c h a s e  Lhe s e c u r i t i e s  o f  t h e  A l a s k a  
H o u s i n g  F i n a n c e  C o r p o r a t i o n  o r  o t h e r  a g e n c i e s  e s t a b l i s h e d  t o 
a d m i n i s t e r  h o u s i n g  l o a n  p r o g r a m s ,  c o u l d  p r o v i d e  f o r  Lhe much 
n e e d e d  s t a b i l i t y  t o t h e s e  p r o g r a m s  and c o u l d  e l i m i n a t e  t h e 
t r u e  l o s s  oT c a p i t a l  t o  t h e  S t a t e  o f  A l a s k a  w h i c h  c u r r e n t l y  
o c c u r s  due t o  t h e  s a l e  o f  mo r t g a g e  b o n d s  a t  a r a t e  g r e a t e r  
t h a n  c u r r e n t  e a r n i n g s  on t h e  Pe r ma n e n t  Fund .



S h o u l d  Lhe T r u s t e e s  o f  t h e  A l a s k a  P e r ma n e n t  Fund d e c i d e  t h a t  
t h e y  w o u l d  l i k e  t o u t i l i z e  a p o r t i o n  o( Lhe Pe r ma n e n t  Fund 
•to i n v e s t  i n A l a s k a  t o  b u i l d  a l o n g t e r m e c o n om i c  and t a x 
ba s e and t h e r e b y  d e v e l o p  a c o n s t i t u e n c y  o f  A l a s k a n  v o t e r s  
who w o u l d  t h e n  ha v e a r e a l  p e r c e i v e d  " s t a k e  i n t h e  Pe r ma­
n e n t  F u n d " ,  t h e n  our- A s s o c i a t i o n  w o u l d  l i k e  t o  a s s i s t  i n  
d e v e l o p i n g  s u c h  a p r o g r a m .  T h e r e  a r e  n u m e r o u s  f o r m s  o f  
" c r e a t i v e  m o r t g a g e  p r o g r a m s "  w h i c h  c a n  be u t i l i z e d  t o  
p r o v i d e  t h e  P e r ma n e n t  Fund a p o s i t i v e  r e t u r n  i n  e x c e s s  o f  
i n f l a t i o n  w h i l e  a t  t h e  same t i m e  p r o v i d i n g  t h e  o p p o r t u n i t y  
t o  A l a s k a n s  t o  a c q u i r e  h o u s i n g  a t  an a f f o r d a b l e  c-ost . 
B e c a u s e  t h e  t y p e s  o f  m o r t g a g e s  a r e  q u i t e  c omp l e x  i n  n a t u r e ,  
t h e y  ha v e n o t  bee n a d d r e s s e d  i n  d e t a i l  i n  t h i s  t e s t i m o n y .  
R a t h e r ,  t h e  p u r p o s e  o f  t h i s  p a p e r  i s  t o  a d v o c a t e  a p h i ­
l o s o p h y  o f  i n v e s t i n g  a p o r t i o n  o f  t h e  A l a s k a  P e r ma n e n t  Fund 
i n  m e e t i n g  t h e  h o u s i n g  need s o f  A l a s k a ' s  c i t i z e n s .  S h o u l d  
t h e  T r u s t e e s  d e c : 'J0 t o  p u r s u e  s u c h  a c o u r s e  o f  a c t i o n ,  o u r  
A s s o c i a t i o n  and i t s  membe r s w i l l  be h app y l o  a s s i s t  i n  any 
manne r  p o s s i b l e . '



FINANCING HOMES FOR ALASKANS-.*.'■ - • 
A ROLE FOR THE ALASKA PERMANENT FUND

A Proposal by the Alaska State Association o f Home Builders

In response to  the in v ita t io n  o f the Board o f Trustees o f the Alaska

Permanent Fund, the Alaska State Association o f Home Builders is  pleased to-
• rV. . - - •

submit the fo llow ing proposal fo r  a ro le  fo r  the Alaska Permanent Fund in

providing mortgage money fo r homes and re s id en tia l real estate in  A la sk a ^ rv ?

There are several basic investment goals fo r  the Permanent Fund. These.

choices have been described in various ways. Most recently, the chairman o f the

Board o f Trustees o f thu Alaska Permanent Fund, Elmer Rasmuson, in  a September 

10, 1981 memorandum to the trustees set out the choices as the "Savings - Income 

Approach" and the "Fu ll-Sca le  Development Approach."

Even though we believe that the Homebuilding Industry is  o f great importance 

to the socia l and economic well-being o f a l l  Alaskans, we also recognize that 

the constitu tiona l ro le  o f the Permanent Fund must be, by v irtue o f i t s  lim ited  

and d iscreet goals, e ssen tia lly  d iffe re n t from that o f the General Fund. It

revenues is  more suited fo r achieving a greater variety o f goals.

The s ix  trustees o f the Permanent Fund are not elected o f f ic ia ls .  Nor are 

they con s titu tion a lly  endowed with the au tho rity  to le g is la te  po licy . The 

le g is la tu re 's  decision on statutory gu ide lines fo r investment of the roughly 

10? o f state revenues automatically flow ing in the Permanent Fund (as well as 

add itiona l "voluntary" appropriations by the leg is la tu re ) should be in  accordance 

,w ith a c lea r ly  defined investment strategy... . - , _ : .
• - , j

A LA SK A  HOME B U ILD ER S  A SSO C IA T IO N , IN C . ~ (907)276-0118

is  c le a r ly  evident that the General Fund which receives about 90? o f to ta l state
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Above a l l ,  we would agree with Chairman Rasmuson that Alaskan investments 

o f the Permanent Fund should not be doled out on a p o l it ic a l basis or be the < " -/ 

dumping ground.for questionable proposals. Nevertheless, there is  a proper and r  

necessary ro le  fo r  the fund to play in  the Alaska economy which is  consistent ;

• with the "Trust" or "Savings-Income"concept and a prudent investment p o rt fo lio . ‘ 

Before d iscussing further what some o f the s p e c if ic  Alaskan investments couid 

be to  f i t  w ith in  th is  "Trust" or "Savings-Ir.come" approach, i t  should be pointed 

out that there has been fo r some time confusion and co n f lic t  over what should be 

done with the earned-income of the Permanent Fund and how our choices in  regard 

to th is  income dram atically e ffe c t the investment strategy. Presently, goals 

of the Permanent Fund are described s ta tu to r ily  in A .S .37.13.020 as follows:

1. A corporation (the Alaska Permanent Fund Corporation)
should provide a means o f conserving a portion of the sta te 's  

1 . revenues from mineral resources to benefit a l l generations 
, o f  Alaskans; ..*> :

the corporation ’ s goalishould be to maintain safety of 
p rin c ipa l wh l̂e maximizing^totaj re turn';

3. the corporation should be used as a savings device managed 
to allow  the maximum use o f disposable income from the 
corporation fo r purposes designated by law.

One o f the purposes designated by law is  set forth  in  the Permanent Fund

Dividends Program (A.S.43.23.010-100) which provides that 50% of the income

o f the Fund earned during the previous f is c a l year be deposited for d is tr ib u tion

under the program. While the fate o f the Dividend Programs remains in the hands

o f the U.S. Supreme Court, th is  scheme and ones l ik e  i t  v . il l lead to the in e v ita b il ity

o f the Permanent Fund fa l l in g  in to  the same trap which has caught a great number
.• - r y . : /r'  V  '  • '  *

o f endowments l ik e  the Rockefe ller and Ford Foundations. These endowments while

A L A S K A  H O M E B U IL D E R S  ASSOC IAT ION!. IN C . (907) 276-0118
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increasing in  nominal terms have experienced a dramatic shrinkage o f real earnings.

Rather than encouraging wise and prudent investments the challenged dividend 

program could well be a strong incentive to an imprudent investment strategy.

I f  the "Po licy , Purposes, and Findings" contained in  section 1, Chapter 21, SLA. 

1980 have any v a lid ity  then the sta ted-po licy  and purposes could have ju st as 

well been achieved by disbursements from the General Fund. As is  the case now,-, 

when a l l  o f the earnings o f the fund are 'pa id  out o f the Permanent Fund rather 

than being reinvested, the Fund w il l u ltim ate ly  su ffe r substantia l erosion o f i t s  

real p r in c ip a l. Fixed-income instruments continue to dominate the Fund's 

investment p o r t fo lio , but none o f that income is  reinvested in  the Fund. Equity 

investments could, o f course, help to n-eserve tne rea l p r in c ipa l o f the fund. 

S im ila r ily ,  i f  dividends are to be paid out they should be paid out only from 

the real income o f the Fund.

Before deciding to assign any ro le to the Permanent Fund in helping to 

provide Alaskans with mortgage money fo r homes, the bene fic ia l impact of/home 

build ing/on a l l  sectors o f the Alaska'1 economy should be understood. The purpose
"T'/rdA./ . • '

of pointing out th is  bene fic ia l impact isyinot to argue that soc ia l considerations 

snould prevail over^hardnoseiinvestment strategy to maximize "return". I t  is  

on ly(to say'simply^that the Permanent Fund l ik e  any other source o f investment 

cap ita l a lso must contribute, in  the long run, to a healthy and "relevant" 

economy. Investment decisions by private in s t itu t io n s , ind iv idua ls  and 

in s t itu t io n s  l ik e  the Permanent Fund should resu lt in  a b en e fic ia l and e f f ic ie n t  

use o f resources. For the sake of the health o f our economic system, the 

concept o f "return" from investments must include^more than justyjrate o f (current

ALASKA HOME BU ILDERS  ASSOCIATION, IN C . ' (907) 276-0118
: “ ' ‘ 999 E. TUDOR ROAD f
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earm ngs./The concept o f return must also include the cost and benefits to 

people^over an extended period o f time o f any investment a c t iv ity .

T rad it io n a lly , home^mortgages have been viewed a s lo n g - te rm  investment^ 

when in  fact they a re^ at mostr^medium-term investment^which in  Alaska are 

usua lly  cashed out between the-f-i#t-b~and sevent+Tyear?

The basic premise o f the Permanent Fund pa rtic ipa tion  in Alaska home

mortgages is  that there is  no c o n f l ic t  between the trust or savings concept and

a s ig n if ic a n t commitment o f the"fund*to th is  type of/investment. //
^ x /  ^

The current v i t a l i t y  and a c t iv ity  in the Alaska**econrmyyfis, in large part,

due to construction a c t iv ity ,  over 30% o f which relates d ire c t ly  to construction

.of-new-home s.

T rad it io n a lly , as well as today, new homes benefit A laska's loca l 

economies - they become a good investment fo r everyone^ The impact o f new homes 

on the loca l economy more than o ffse ts  the additional cost fo r new u t i l i t y  

hookups and expanded services.

The construction o f 4,000 new homes and apartments generates on the average 

d ire c t ly  and in d ire c t ly  8,000 jobs. The to ta l economic impact of d ire c t 

construction do lla rs  on the s ta te 's  economy is  over $650 m illio n . In add ition , 

the sp in -o ff purchases generate almost $25 m illio n  for household goods and 

services.

There is  no reason why the Alaska Permanent Fund could not partic ipa te  more 

meaningfully in  the in te rest earnings on Alaska home mortgages (and perhaps 

equity returns as w e ll), 

j • The fo llow ing are some o f the advantages o f an Alaskan Permanent Fund

A L A S K m  j BUILDERS ASSOCIATION, INC. (907) 276-0118
/ . . .  99b E. TUDOR ROAD

ANCHORAGE, ALASKA 99509
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investment commitment to bu ild ing homes fo r Alaskans:

1. These investments are secure, and re la t iv e  to r is k , produce 
a high rate o f income. Typica7ly ,- i t  is  the biggest and 
most important investment ind iv idua l Americans w il l  make.
Even in  economic downturns i t  tends to be the very la s t  debt 
that ind iv idua ls  w il l  default _on-r .

2. The rate o f return is  competitive with any re la t iv e ly  secure 
medium or long-term investment.

3. This type of investment w il l bu ild  an Alaskan constituency fo r  
the Permanent Fund in  a more pos it ive  way than w il l  the 
Dividend Program.

4. These investments w il l have a d e fin ite  and pos itive  impact on 
the Alaska economy. Home bu ild ing means jobs - i t  puts people
to work. The industry not only provides work fo r the homebuilder 
and h is employees, but also a l iv in g  fo r the sub-contractors, the 
supp lie rs, the fre igh t handlers, the lendprs, the insurance 
company employees, the rea lto rs , the t i t l e  company people, land 
developers, road bu ilders, municipal employees, engineers, 
a rch itects , surveyors, draftsmen, and the l i s t  goes on and on.

5. In balance with other investmerts, home mortgages are not only 
a good d iv e rs if ic a t io n  for the Permanent Fund p o rt fo lio , but 
also would constitu te a badly needed d iv e rs if ic a t io n  o f sources 
o f Alaskan mortgage money. Presently, nearly a ll s ing le fanvTTy 
and duplex financing is  provided by Alaska Housing Finance 
Corporation.

Once the Permanent Fund trustees and the le g is la tu re  determine that the 

Alaska Permanent Fund should become involved in Alaskan mortgages in a more 

s ig n if ic a n t way than i t  is  now, the question then becomes on what basis and 

to what extent.

There are many new methods of mor-tgagG-financing which may or may not
< 4 v t l J ' n t ' l K  < f ' A  'A u ., - .

be workable fo r  Alaska. The present d isas te r in  the ĵ housing industry in

the lower 48 suggests that the shared-appreciation or variab le rate mortgages

have not helped much.

A LA SK A  HOME BU ILDERS  ASSOCIATION, INC. (907) 2760118
999 E. TUDOR ROAO 

ANCHORAGE, ALASKA 9950S



Despite the sca rc ity  o f affordable home mortgage^money. in  the lower 48,

home prices in  many c it ie s  in the U.S. are higher in  comparisonyjt-tr Anchorage
■ • ’ W i l u l M K  ■ -• «

home prices.y, Over.the long run, i t  is  the supply o f houses and the demand fo r

housing which w il l  have the greatest impact on the price o f homes./

While a fixed  in terest rate fo r the en tire  l i f e  o f^  mortgage may not be

possib le, a jump in  in te rest rates during a bu ild ing season in jec ts  a great

deal o f uncertainty and in s ta b il ity  into the market.i; A jump in  in te rest rates

during ju bu ild ing season^often elim inates ( in  accordance with f a i r ly  r ig id

underwriting requirements) people who would otherwise s t i l l  choose to be J>

home buyers. This makes the bu ilder and developer very cautious in bu ild ing

new "homes and increases costs by lengthening the time the higher-rate interim

financing must await "permanent financing". Whatever mortgage financing

programs the various state funds might be involved in , programs which s ta b iliz e

in te rest rates, even i f  only fo r a year, would help promote more co s t-e ff ic ie n t

bu ild ing .

The Association o f Home Builders urges adoption o f regulatory and statutory 

changes necessary to enable the Permanent Fund to become more meaningfully -£■<*«*.c
/  y -  • 4-

involvecf-irf-hoine mortgages. This involvement cou: 4 take the form o f new mortgage 

instruments such as shared equity and variab le  rate mortgages (guided and adjusted 

according to an indexing standard). However, we believe that a revolving loan 

fund or account w ith in  the Permanent Fund could better supply the s ta b il ity  

to the housing market while at the same time giving the Permanent Fund a good 

rate o f return.

A L A S K A  HOME BU ILDE . iS  ASSOCIATION, INC. (907) 276-0118
_ _ _ r  923 E- TUDOR ROAD
ANCHORAGE. ALASKA 99509
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S T A T E M E N T  B E F O R E  T H E  B O A R D  O F  T R U S T E E S  O F  T H E  A L A S K A  P E R M A N E N T  F U N D

Q u e s t i o n s  b e f o r e  us  t o d a y  r e a l l y  b e g i n  w i t h  a  d e f i n i t i o n  o f  t h e  

b a s i c  g o a l  o f  t h e  P e r m a n e n t  F u n d .  W i t h  t h a t  i s s u e  s e t t l e d ,  w e  t h e n  m u s t
V.

a s k  h o w  b i g  t h e  f u n c  s h o u l d  b e  a n d  h o w  i t  c a n  b e  m a n a g e d  in a w a y  t h a t  

m e e t s  t h e  g o a l s  a n d  e n c o u r a g e s  p u b l i c  o v e r s i g h t  o f  t h e  F u n d ,  w h i c h  

h a s  b e e n  c a l l e d  a p o t e n t i a l  " f o u r t h  b r a n c h  o f  g o v e r n m e n t . "

O u r  m a j o r  p o i n t s  a r e  t h e s e :

* T h e  P e r m a n e n t  F u n d  w a s  e s t a b l i s h e d  a s  a s a v i n g s  a c c o u n t  t o  

p r o v i d e  a n  e n d o w m e n t  f o r  t h e  f u t u r e  a n d  it  s h o u l d  r e m a i n  so.

* It s h o u l d  b e  b i g ,  r e c eivx. 3 a n n u a l  a p p r o p r i a t i o n s  a b o v e  t he 

m i n i m u m .

* I t  s n o u l d  n o t  b e  t r a n s f o r m e d  i n t o  m  A l a s k a n  D e v e l o p m e n t  F u n d .

T h e  p o l i t i c a l  p r e s s u r e s  f o r  i n v e s t i n g  in p r o j e c t s  o f  q u e s t i o n a b l e  v a l u e  

i n  t h e  n a m e  o f  s u p p o r t i n g  t he p r i v a t e  e c o n o m y  w i l l  b e  t o o  g r e a t  to r e s i s t .

‘' T h e  B o a r d  is n o t  . s t r u c t u r e d  to  d e a l  w i t h  s u c h  p r e s s u r e s .  T h e  l e g i s l a t u r e  

is a n d  t h a t  is w h e r e  t h o s e  i s s u e s  s h o u l d  b e  c o n s i d e r e d  a n d  d e c i d e d .

* T h u s ,  t h e  B o a r d ' s  d u t y  s h o u l u  b e  e x c l u s i v e l y  f i d u c i a r y  n o t  

p o l i t i c a l .

* T h e  F u n d  s h o u l d  b e  m a n a g e d  o n  a b a s i s  t h a t  m a i n t a i n s  t h e  p r i n c i p a l  

in t h e  f a c e  o f  i n f l a t i o n  b e f o r e  a n y  i n c o m e  i s  d i s p e n s e d .

* P o l i c i e s  w h i c h  g i v e  t h e  p u b l i c  a v i s i b l e  l i n k  b e t w e e n  P e r m a n e n t  

F u n d  M a n a g e m e n t  a n d  p u b l i c  b e n e f i t s  w i l l  h e l p  e n s u r e  f i s c a l  r e s p o n s i b i l i t y  

b y  b o t h  the B o a r d  a n d  t h e  l e g i s l a t u r e .

T o  e m b r a c e  the P e r m a n e n t  F u n d  a s  a n  A l a s k a n  D e v e l o p m e n t  F u n d ,  w e  

w o u l d  n e e d  a n s w e r s  o  t w o  b a s i c  q u e s t i o n s .  I s  A l a s k a ' s  b a s i c  e c o n o m i c  

p r o b l e m  a c a p i t a l  s h o r t a g e  a n d , i f  so, is t b o  P e r m a n e n t  F u n d  t h e  p l a c e  to t u r n ?
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T h o s e  w h o  s u g g e s t  a n  A l a s k a n  D e v e l o p m e n t  F u n d  m o d e l  f o r  t h e  P e r m a n e n t  

F u n d  b e g i n  w i t h  t h e  c o n c e r n  w e  a l l  s h a r e  f o r  a  h e a l t h y  e c o n o m y  h e r e  in 

A l a s k a .  T h e  f u n d a m e n t a l  q u e s t i o n  is w h a t ,  i f  a n y t h i n g ,  t h e  s t a t e  c a n  

a n d  s h o u l d  d o  t o  p r o m o t e  a h e a l t h i e r  e c o n o m y ?  I r o n i c a l l y , '  p r o p o n e n t s  

o f  " a l a s k a n i z i n g "  t h e  P e r m a n e n t  F u n d  h a v e  f a i l e d  t o  l e a r n  t h e  l e s s o n  

t r u m p e t e d  f r o m  W a s h i n g t o n  D . C .  e v e r y  d a y  now .  I f  j u s t  t h r o w i n g  m o n e y
I

a t  s o c i a l  p r o b l e m s  d o e s n ' t  w o r k ,  w h y  w i l l  t h r o w i n g  c a p i t a l  a t  e c o n o m i c  

p r o b l e m s  w o r k  a n y  b e t t e r ?

W h e t h e r  t h e r e  is a n  A l a s k a n  c a p i t a l  s h o r t a g e  is s t i l l  u n d e r  d e b a t e ,  

b u t  t h e  s e c o n d  i s s u e  is m o r e  s t r a i g h t f o r w a r d .  E v e n  i f  t h e r e  is a c a p i t a l  

s h o r t a g e ,  t h e  P e r m a n e n t  F u n d  is n o t  t h e  p r o p e r  p l a c e  t o  t u r n  f o r  A l a s k a ' s  

c a p i t a l  n e e d s .

First',' i t ' s  n o t  n e c e s s a r y .  T h e  F u n d  b y  c o n s t i t u t i o n a l  m a n d a t e  

r e c e i v e s  2 5% o f  a l l  r o y a l t i e s ,  w h i c h  w o r k s  o u t  t o  a b o u t  1 0 %  o f  total- 

s t a t e  r e v e n u e s .  T h e r e  a r e  q u i t e  s i m p l y  t r e m e n d o u s  r e s o u r c e s  o u t s i d e  <' 

t h e  P e r m a n e n t  F u n d  a v a i l a b l e  f o r  e n d i n g  a n y  A l a s k a n  c a p i t a l  s h o r t a g e .

T o  t u r n  t o  t h e  P e r m a n e n t  F u n d  to e n d  a n y  c a p i t a l  s h o r t a g e  is t o  s a y  t h a t  

h a v i n g  9 0 %  o f  s t a t e  r e v e n u e s  a v a i l a b l e  is n o t  e n o u g h  to d e a l  w i t h  

w h a t e v e r  c a p i t a l  s h o r t a g e  e x i s t s .  Is t h e  s h o r t a g e  t h a t  d r a s t i c ?  D o e s  

a  w i s e  r / s p u n a e  to airy s h o r t a g e  t h e r e  is  r e q u i r e  s o  m u c h  c a p i t a l  s o  s o o n ?

S e c o n d , ^ i t ’s i n c o n s i s t e n t  w i t h  t ^ e  i n t e n t  o f  t h e  F u n d .  A s  t h e  H o u s e  

S p e c i a l  C o m m i t t e e  o h  t h e  P e r m a n e n t  F u n d  r e p o r t e d  a f t e r  e x t e n s i v e  p u b l i c  

h e a r i n g s  a n d  c o n s u l t a t i o n  w i t h  e x p e r t s :

T h e  m a i n  g o a l  i f t h e  p e r m a n e n t  f u n d  is p e r m a n e n c e ; A e n a t  

is, t h e  f u n d ' s  p r i m a r y  p u r p o s e  is t o  p r e s e r v e  t h e  inonr" n u t  

i n t o  it. T h i s  d i c t a t e s  t h a t  i n v e s t m e n t  r i s k  b e  m i n i m :  d, t h a t

p e r m a n e n t  f u n d  i n v e s t m e n t s  b e  as  secui s p o s s i b l e .

S e c o n d ,  f u n d  i n v e s t m e n t s  m u s t  p r o  \ s i n c o m e  .... 

t h e  c o m m i t t e e  d e c i d e d  t h a t  p e r m a n e n t  £e. i n v e s t m e n t s  m u s t  

m e e t  m a r k e t  r a t e s  a n d  t e r m s  t o  i n s u r e ,  i n s o f a r  a s  p o s s i b l e ,  

t h e i r  s e c u r i t y  a n d  a b i l i t y  t o  p r o d u c e  i n c o m e . . . .

I n  m a k i n g  t h e s e  d e c i s i o n s  t h e  c o m m i t t e e  r e a l i z e d  t h a t  it 

w a s  r u l i n g  o u t  m a n y  t y p e s  o f  i n v e s t m e n t s ,  i n c l u d i n g  h i g h l y  

s p e c u l a t i v e  a n d  s u b s i d i z e d  i n v e s t m e n t s .  It a l s o  r e a l i z e d ,  

h o w e v e r ,  t h a t  t h e  p e r m a n e n t  f u n d  is o n l y  o n e  o f  s e v e r a l  

f i n a n c i n g  v e h i c l e s  a v a i l a b l e  to t h e  s t a t e  a n d  t h a t  it  w a s  

u n n e c e s s a r y ,  a s  w e l l  a s  u n w i s e ,  to t r y  t o  d e s i g n  a p e r m a n e n t  

f u n d  t o  d o  a l l  t h i n g s .



W i s e  p o l i c y  a n d  s i m p l e  p r u d e n c e  d i c t a t e  t h a t  t h e  s t a t e  u s e  d i f f e r e n t  

t o o l s  t o  a c h i e v e  d i f f e r e n t  g o a l s .  T o  p r o v i d e  a n  e n d o w m e n t  f o r  t h e  f u t u r e ,
,ls

u s e  t h e  P e r m a n e n t  F u n d .  T o  p r o v i d e  l o a n  m o n i e s ,  .use t h e  g e n e r a l  f u nd.

T o  pro\£Lde m o n e y  f o r  c a p i t a l  i m p r o v e m e n t s , ,  u s e  t h e  c a p i t a l  b u d g e t .  T h e  

c a p i t a l  b u d g e t  c o u l d  b e  f u n d e d  b y  a c o n s t i t u t i o n a l l y  d e d i c a t e d  s o u r c e  

s u c h  a s  C o m m o n w e a l t h  N o r t h  h a s  p r o p o s e d .  B u t  t h e  p u r p o s e  o f  t h e  P e r m a n e n t  

F u n d  s h o u l d  n o t  b e  s u b v e r t e d  b y  c h a n g i n g  t h e  i n v e s t m e n t  l i s t  to  d i s g u i s e  

s t a t e  s p e n d i n g .

T h i r d ,  i t  is  i r o n i c  t h a t  s o m e  g r o u p s  w h i c h  a r e  s e t  t o  t u r n  t h e  

P e r m a n  .,t F u n d  to t h e i r  o w n  p r e f e r r e d  u s e s  a r e  s i m u l t a n e o u s l y  c a l l i n g  

f o r  a l i m i t  o n  s t a t e  s p e n d i n g .  S u p p o r t  f o r  a  s p e n d i n y  l i m i t  is a 

r e c o g n i t i o n  t h a t  t h e r e  a r e  r e v e n u e s , i n  e x c e s s  o f  c u r r e n t  n e e d s ,  r e v e n u e s  

w h i c h  m i g h t  o t h e r w i s e  b e  w a s t e d  d u e  t o  s i m p l e  p o l i t i c a l  p r e s s u r e s .

W h a t  s h o u l d  b e  d o n e  w i t h  t h o s e  e x c e s s  revenues?^", T h e  H o u s e  S p e c i a l  C o m m i t t e e  

o n  t h e  P e r m a n e n t  F u n d  f o u n d  t h a t  t h e  p u b l i c  v i e w e d  t h e  P e r m a n e n t  F u n d  

" a s  a d e p o s i t o r y  f o r  m i n e r a l  r e v e n u e s  i n  e x c e s s  o f  c u r r e n t  s t a t e  n e e d s . "

M a n y  o f  t h e  p r o p o s e d  u s e s  o f  t h e  P e x m a n e n t  F u n d  a r e  b a s i c a l l y  s c h a m e s  f o r  

s p e n d i n g  s t a t e  m o n e y  w i t h o u t  c a l l i n g  t h e m  " s p e n d i n g . "  If  o n e  a g r e e s  t h a t  

t h e r e  a r e  r e v e n u e s  in e x c i s s  o f  c u r r e n t  s t a t e  n e e d s ,  ( h e n c e  t h e  n e e d  f o r  

a s p e n d i n g  l i m i t ) ,  h o w  c a n  o n e  j u s t i f y  u s . n g  t h e  P e r m a n e n t  F u n d  f o r  

f u r t h e r  s p e n d i n g ?

F o u r t h ,  t h e  P e r m a n e n t  F u n d  is n o t  s t r u c t u r e d  to  m a n a g e  i n v e s t m e n t s  

l i k e  t h o s e  p r o p o s e d  f o r  a n  A l a s k a n  D e v e l o p m e n t  B a n k ,  " h e  i m p r e s s i v e  l i s t  

o f  s. i n t e r e s t s  h e r e  t o d a y  h o p i n g  to m e e t  s o m e  o f  t h e i r  p e r c e i v e d

need. t he P e r m a n e n t  F u n d  s h o u l d  b e  a w a r n i n g  s i g n a l .  S e r v i n g
i t

s p e  -rests w i t h  P e r m a n e n t  F u n d  i n v e s t m e n t s  w o u l d  b e  d i s a s t r o u s .

c o m p l a i n  a b o u t  t h e  i s o l a t i o n  a n d  t h e  l a c k  o f  s c r u t i n y  o f  

t h e  l e g i s l a t i v e  p r o c e s s  in  J u n e a u .  D e l e g a t i n g  a l e g i s l a t i v e  f u n c t i o n  

t o  t h e  P e r m a n e n t  F u n d  B o a r d  o f  T r u s t e e s ; o n l y  w o r s e n s  t he p u b l i c ' s  

a b i l i t y  t o  h o l d  i t s  g o v e r n m e n t  a c c o u n t a b l e .  ' • ‘ •

T h e  c i r c u m s c r i b e d  f i n a n c i a l  i n v e s t m e n t s  n o w  a l l o w e d  h e l p  r e m o v e  

t h e  T r u s t e e s  f r o m  p o l i t i c s .  C h a n g i n g  t h e  i n v e s t m e n t  l i s t  to  a d e v e l o p m e n t
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b a n k  m o d e l  t h r o w s  t h e  B o a r d  in t h e  m i d s t  o f  p o l i t i c s  w i t h  l i t t l e  a c c o u n t a b i l i t y .

T h e  B o a r d ' s  d u t y  s h o u l d  c o n t i n u e  t o  b e  f i d u c i a r y ’n o t  p o l i t i c a l .  A
t l c u v v e o

c i r c u m s c r i b e d  i n v e s t m e n t  l i s t  s h o u l d  b e  m a i n t a i n e d ,  b u t  t h a t  d o e s  

n o t  m e a n  t h a t  t h e  p r e s e n t  l i s t  c o u l d  n o t  b e  b r o a d e n e d  a n d  s t i l l  b e  

c o n s i s t e n t  w i t h  p r u d e n t  m a n a g e m e n t . , W e  d o  n o t  f e e l  w e  c a n  c o m m e n t  

o n  t h e  r e l a t i v e  r i s k s  o f  v a r i o u s  i n v e s t m e n t s .  W e  o n l y  u r g e  t h a t  

r e l a t i v e l y  l o w  r i s k  b e  a  c r i t e r i o n  i n  p o r t f o l i o  s e l e c t i o n .

W i t h  r e s p e c t  t o  - m r o t h e r  i s s u e d  t h e r e  h a s  b e e n  c o n c e r n  a b o u t  t h e  

F u n d ' s  a b i l i t y  t o  k e e p  a h e a d  o f  i n f l a t i o n .  T h e  Perma-n^nt F u n d  is 

f u n d e d  b y  i r r e v e r s i b l y  d e p l e t i n g  o n e  o f  t he w o r l d ' s  m o s t  p r o f i t a b l e  

i n v e s t m e n t s — p e t r o l e u m  i n  t h e  g r o u n d .  I f  t h e  F u n d  is  to  b e  an  e n d o w m e n t  

to f u t u r e  g e n e r a t i o n s  o f  A l a s k a n s ,  t h e  l e g a c y  w e  g i v e  t h e m  s h o u l d  

r e f l e c t  t h e  o p p o r t u n i t y  t h e y  l o s e  b y  o u r  a c t i o n s .  T h e  B o a r d  s h o u l d  

endo. s e t t i n g  a t a r g e t  r e a l  r a t e  o f  r e t u r n  a n d  e n d o r s e  a p o l i c y  t h a t  

a t  m i n i m u m  consex-ves t he p r i n c i p a l  o f  t h e  F u n d  a f t e r  i n f l a t i o n .

A  f i n a l  i s s u e  c o n c e r n s  t h e  a c c o u n t a b i l i t y  o f  t h e  F u n d ' s  B o a r d  a n d  

o f  s t a t e  p o l i c y - m a k e r s  i n  g e n e r a l .  I f  t he p u b l i c  s e e s  a c l e a r  l i n k  

b e t w e e n  t h e  s i z e  a n d  m a n a g e m e n t  o f  t h e  P e r m a n e n t  F u n d  on  t h e  o n e  h a n d  

a n d  b e n e f i t s  t o  t h e  p u b l i c  o n  t h e  o t h e r ,  t h e  p u b l i c  w i l l  w a n t  t o  e n s u r e  

f i s c a l l y  r e s p o n s i b l e  p o l i c i e s  b y  b o t h  t h e  F u n d ' s  B o a r d  a n d  s t a t e  

p o l i c y - m a k e r s .  A n d  if t h e  p u b l i c  s t a r t s  h o w l i n g ,  b o t h  t h e  B o a r d  a n d  

s t a t e  l e a d e r s  w i l l  s t a r t  l i s t e n i n g .

T h e  F u n d  w e  h o p e  w i l l  h a v e  i n c o m e  b e y o n d  t h a t  r e q u i r e d  to m a i n t a i n  

t h e  r e a l  v a l u e  oi; t h e  p r i n c i p a l .  T h a t  i n c o m e  s h o u l d  b e  u s e d  i n  a w a y  t h a t  

p r o v i d e s  t h e  p u b l i c  a c l e a r  l i n k  betv.een t h e i r  b e n e f i t s  a n d  m a n a g e m e n t  

o f  t h e  F u n d  ( i n c l u d i n g  i t s  s i z e ) .

W e  a r e  n o t  p r e p a r e d  t o  c o m m e n t  f u l l y  o n  t h e  r e l a t i v e  m e r i t s  o f
r

P e r m a n e n t  F u n d  D i v i d e n d s  v e r s u s  e n d o w i n g - c e r t a i n  s t a t e  e x p e n d i t u r e s . /  H o w­

e v e r ,  a n y  p o l i c y  t h a t  s e t s  o u t  a g r e a t e r  l i n k  t h a n  is n o w  e v i d e n t  w i l l  h e l p  

t he p u b l i c  e n f o r c e  f i s c a l  a c c o u n t a b i l i t y  o n  t h e  B o a r d  a n d  p u b l i c  l e a d e r s .

A k PIRG Statement
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October 22, 1981

Mr. Elmer Rasmuson, Chairman 
Board of Trustees 
Alaska Permanent Fund Corporation 
Pouch SB
Juneau, Alaska 99811

Dear Sir:

Thank you for th is  opportunity to suggest some d irection  on the 
important policy decisions before you today.

We encourage you to suggest to the governor that the range of 
allowed investment opportunitites be expanded. S p ec if ica lly  
we feel that at least 3 areas should be included as approved 
investments: adjustable rate mortgages, improved real estate,
and common stocks.

It may be important at th is  point to remind you of our function 
in loan orig ination . We issue private mortgage insurance on 
conventional res identia l real estate loans, which insure the 
lender-servicer and investor in the mortgage. Today most of 
the loans we insure are sold to AHFC, although some are pur­
chased by other secondary markets including the Permanent 
Fund. We do provide insurance for adjustable rate mortgages.
We prosper when excellent quality conventional loans are made, 
but frankly i t  makes no difference to us i f  the ultimate holder 
is  the Permanent Fund or some other entity.

1 w ill re s tr ic t  my thoughts in th is  le tte r to addressing the 
items we feel you should consider before making a recommendation 
that the investment opportunities be expanded in the area of 
adjustable rate mortgages. 1 have discussed th is  top ic with the 
senior o ff ice rs  of Republic Mortgage Insurance Company. We a ll 
reviewed copies of the Permanent Fund enabling leg is la tion ,the  last 
four months financ ia l statements, and a ll appropriate regulations and 
guidelines. Included in these meetings were members of the secondary

- 1-
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marketing department, who arrange the purchase and sale of 
numerous mortgages and portfo lios on an ongoing basis. VJe 
reviewed the follow ing advantages of investment in adjustable 
rate mortgages indicated by the Chairman of the Fund recently, 
and we agree with them:

1. This program buys ind ividual mortgages rather than 
bonds, and deals with ex iting lenders and servicers.

2. It ensures a consistent flow of mortgage money that 
the builders, agents, and lenders can count on.

3. It is  not a subsidized rate, but a fa ir  rate, because 
of an in terest rate cap which lim its  increases or 
decreases to 2 percent per year.

4. It conforms to the "prudent man" ru le.

5. It has reasonable in f la t io n  protection.

a. I f  the mortgage contains the "due on sale" 
clause, the l i f e  of Alaskan mortgages may well 
get back to the h is to r ica l year period.

b. With adjustable rates, the investment return 
tracks with the market.

6. It is  fa ir  to a ll Alaskans.

a. There need be no do lla r lim it  on the mortgage.

b. It could be u~,ed to extract equity, finance 
rental housing and refinance homes. I f there 
should be a demand for th is  money greater than 
the fund formula allows, preference could be 
given to new, owner-occupied housing.
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We note two additional advantages and two disadvantages for your 
further consideration.

ADDITIONAL ADVANTAGES

1. Selection of an index c lose ly  tied to in f la t io n
would allow these funds to be invested without 
the need for any s ign ifican t management on the 
part of the Fund. This could be an extremely 
stable core of investments fo r the Fund.

2. Every borrower under th is  program has a vested
interest in reducing in f la t io n , since the payment
varies downward in  times of reduced in f la t io n .

DISADVANTAGES

1. In Alaska, as long as some subsidy ex ists for 
re la t iv e ly  lower priced homes through the current 
AHFC programs, the loans submitted to the Permanent 
Fund w ill probably be on the more expensive homes. 
Less expensive loans can read ily  be acquired, but 
probably not from within Alaska at th is  time.

2. Mortgages insured by private mortgage insurance 
companies are reasonably safe investments, but 
do not carry the benefit of guaranty by the 
Federal Government through the ir VA and FHA programs.

We believe the advantages of investing in ARMS should be pursued 
and the follow ing le g is la t iv e  or regulatory changes adopted:

' r.v
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ADJUSTABLE RATE MORTGAGE LOANS.

Under AS 37.13.120 ( i) the corporation w il l ,  in it s  
d iscre n, purchase insured conventional res iden tia l
loans \ ch bear in terest at rates to be adjusted
annual 1 or otherwise as deerned by the corporation to
be in th e ir  best in terest under the follow ing provisions:

1. the loans must be fo r one to four unit dwellings, and

2. the loan-to-value ra tio  must be no more than 90 percent 
fo r orie-to-four unit owner uccupied dwellings, and 80 
percent for non-owner-occupied dwellings.

3. The mortgage must, under AS 37.13.120 (g) (16), be 
insurec by a private mortgage insurance corporation 
which is  authorized to do business in Alaska and is  
an approved Federal National Mortgage Association 
private mortgage insurer. The minimum coverage shall 
be those minimum requirements established by Federal 
National Mortgage Association.

4. The mortgage shall be tied  to an index widely published, 
read ily  v e r if ia b le  to the borrower, and approved by the 
Federal National Mortgage Association.

We believe that an index can be selected that w il l su it the Permanent 
Fund very w ell, und w il l return a true net y ie ld  above in f la t io n .

We would lik e  to discuss the merits and weaknesses of several indices 
in a work session of the Permanent Fund or the Fund's s ta ff i f  th is  
is  desired by any memh'1*" of the Board, and we o ffe r the attendance 
of our secondary market s ta ff and senior o ff ice rs  of RMIC at such a 
session.



October 22, 1981
Page 5

In conclusion, we have reviewed the existing investment opportunities 
availab le v.' the Fund, and we recommend the expansion in at least 3
areas: adjustable rate mortgages, improved real estate, and common
stock.

The adjustable rate mortgages w ill allow your funds to be in -, ested 
with very modest management requirements on the part of the Fund,
and should y ie ld  a true return greater than in f la t io n .

Thank you fo r your consideration of these items, and we look forward 
to working with you in the future.

Sincerely,

ALASKA MORTGAGE ASSURANCE 
ROBERT P. BANNON

RPB/paw

Copies: A ll Board Members
Jim Rhodes
Sen. A r lis s  Sturgelewski
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ALASKA DEPARTMENT Or or.
t r e a s u r e  i J i & B R Cy D i v i s i g y

C H A I R M A N  A N D  M E M B E R S  OF THE BO A R D  OF T R U S T E E S  ■'WSAlT
OF T H E  P E R M A N E N T  F U N D  • j

A L A S K A  P E R M A N E N T  FUND C O R P O R A T I O N  1
P O U C H  SB '
JUNEAU, A L A S K A  99811 ' * .

DEJR SIRS.:
WF ARE. P L E A S E D  TO P R E S E N T  THF. A T T A C H E D  P O S ITION P A P E R  

F O R  Y O U R  CONSIDER A T I O N .  AS Y O U  K N O W , WE E X P R E S S E D  SOME OF 

'OUR C O N C E R N S  R E G A R D I N G  THE USE A N D  I N V ESTMENT O F  THE P E R M A N E N T  

F U N D  A N D  ITS E A R N I N G S  A T  Y O U R  O C T O B E R  22, 1981 MEETING.

F O L L O W I N G  E X T E N S I V E  R E S E A R C H  A N D  DISC U S S I O N  OF M A T E R I A L  F R O M  

NATIONAL, ST A T E  A N D  LOC; L  SOURCES, THIS A T T A C H E D  P A P E R  A D D R E S S E S  

THOSE C O N C E R N S  A N D  P R O P O S E S  SOME CONST R U C T I V E  SUGG E S T I O N S  

R E G A R D I N G  T H E  I N V E S T M E N T  OF A L A S K A ' S  N E W  F O U N D  WEALTH.

WE WOULD. BE P L E A S E D  TO D I S C U S S  OUR. IDEAS' W I T H  YOU. WE 

W I L L  M A K E  A  C O P Y  OF THIS R E P O R T  A V A I L A B L E  TO E A C H  LEGISLATOR.

R E S P E C T F U L L Y  SUBMITTED,

P R I S C I L L A  T H O R S N E S S  A N D  M Y R L E  NECRASON, CHAIR P E R S O N S  
FREE E N T E R P R I S E  A N D  E C O N O M I C  D E V E L O P M E N T  SUB - C O M M I T T E E S

MEMBERS:

P A M E L A  L A M B E  
SARA S C H I E R H O R N  
M A R Y L I N  P A I N E  
D O R OTHY D A V E N N Y

FREE C O M MITTEE 
A N C H O R A G E  W O M A N ' S  CLUB

M A R L E N E  RAPP 
CISSIE BRAUND 
M A R I A N N E  HELMS 
E VEL Y N  LYON

P .O . Box  4-2955 • Ancho rage , A la sk a  99509
A  com m it tee  o f  the G F W C  A ncho ra ge  Woman's C lub



THE BOARD O F T R U S T E E S  UF TH E ALASKA PERMANENT FUND HAS 

REQ U ESTED  THE P U B L IC  TO E X PR E S S  T H E IR  F IN D IN G S  AND O P IN IO N S  

CO NCERN IN G THE IN V E ST M E N T S OF TH E PERMANENT FUND AND IT S  

E A R N IN G S . S P E C IF IC A L L Y  THEY ASKED F O R  IN P U T  ON Q U ESTIO N S SUCH 

A S :  .

HOW LARGE SHOULD THE PERMANENT FUND B E ?

WHAT SHOULD BE TH E INV ESTM EN TS OF THE FUND AND WHERE?

WHAT SHOULD BE DONE W ITH THE INCOM E OF THE FUND?

THE BOARD HAS E X PR E S SE D  A  CONCERN THAT THE T Y PE S OF IN V E S T ­

M ENTS ARE TOO L IM IT E D  TO RETURN A S U F F IC IE N T  MARGIN O F P R O F IT  

TO HEDGE A G A IN S T  IN F L A T IO N . THE T R U ST E E S SHOULD A P P O IN T  AN 

IN V ESTM EN T A D V ISO R Y  C O U N C IL  C O N S IS T IN G  OF N A TIO N A L AND IN T E R ­

N A TIO N A L CO N SER V A TIV E F IN A N C IA L  LEA D ER S WHO COULD B ID  FO R 

P O S IT IO N S  ON THE B A S IS  OF T H E IR  PA ST  PER FO R M A N CES. WE SHOULD 

R E C O G N IZE THAT THE ST A T E  I S  NOT AN E X PE R T  IN  THE WORLD OF 

FIN A N C E  AND THAT T H ^ PERMANENT FUND I S  LARGE ENOUGH TO WARRANT 

O B T A IN IN G  E X PE R T  A D V IC E  ON INVESTM ENT STR A TEG Y . THE FUND 

SHOULD NOT BE IN V E S T E D  E N T IR E L Y  IN  A L A SK A , FO R  WE B E L IE V E  THE 

PERMANENT FUND - SHOULD NOT BECOME THE B A S IS  O F THE ALASKAN ECONOMY,

WE HAVE COME TO TH E CONCLUSION THAT ANY D IS C U S S IO N  OF 

TH E PERMANENT FUND MUST F I R S T  ADDRESS A LL TH E O IL  WEALTH, AS 

T H IS  I S  THE SOURCE FO R  THE FUTURE N EED S O F OUR S T A T E . AT P R E S E N T , 

ONLY 10%  OF TH E STA TE REVENUES GOES IN T O  TH E PERMANENT FU ND , 

PL A C IN G  907„ IN T O  THE GENERAL FU ND . TH E ST A T E  I S  CURRENTLY 

SPE N D IN G  LARGE AMOUNTS ON P R O JE C T S  W IT H  NO REAL PLAN FO R THE 

FU T U R E . U N LESS TH E STA TE PLANS FO R TH E F U T U R E , T H IS  REM A IN IN G 

90%  M IGHT BE S P E N T  ON UNWARRANTED A N D /O R  EXTRAVAGANT P R O JE C T S  

AND S P IR A L IN G  STA TE B U D G ETS. T H IS  COULD R E SU LT IN  D E PL E T IO N  

(BY  L E G IS L A T IV E  IN V A S IO N ) OF TH E R E M A IN IN G  10%  IN  THE PERMANENT 

FU N D .

#

IN  OUR O P IN IO N , THE STATE MUST CONSTRUCT A LONG RANGE PLAN 

FO R  BU D G ET, C A P IT A L  IMPROVEMENT AND IN FR A STR U C TU R E N E E D S , AND 

ST A T E  INVOLVEM ENT IN  ENCOURAGING ECONOM IC DEVELOPM ENT. T H IS  

PLA N SHOULD IN C L U D E SHORT AND LONG TERM  P R O JE C T IO N S . THE STATE



MUST THEN R E V IEW  REVENUE C A P A B IL IT IE S  TO EN SU RE THE V A L ID IT Y  

O F TH ESE P R O J E C T IO N S .

C R IT IC A L  TO T H IS  PLA N I S  E S T A B L IS H IN G  A L IM IT  TO STATE 

S P E N D IN G . I F  TH E STA TE BUDGET CO N TIN U ES TO ESCALA TE AT I T S  

P R E SE N T  RA TE WE W IL L  SOON F IN L  OURSELVES W ITHOUT S U F F IC IE N T  

F U N D S. WE B E L IE V E  T h E  F I R S T  ORDER OF B U S IN E S S  FOR THE PR E SE N T  

L E G IS L A T U R E  SHOULD BE TO REDUCE THE 1 9 8 2  BU DG ET, B R IN G IN G  I T  

IN T O  ACCORDANCE W IT H  THE SPEN D IN G  L IM IT A T IO N  L E G IS L A T IO N .

AT P R E S E N T , THE EX C ESS FUNDS FROM THE GENERAL FUND 

REVENUES THAT A R E NOT SPE N T  HAVE BEEN A P PR O PR IA T E D  TO TH E 

PERMANENT FU N D . WE RECOMMEND THAT TH ESE EXTRA FUNDS SHOULD 

BE SE T  A S ID E  IN  AN INVESTM ENT FUND ST I l A R  TO THE PERMANENT 

FUND THAT COULD BE USED FO R  C A P IT A L  IM PROVEM ENTS AND IN F R A ­

STRUCTURE P R O J E C T S . (S E E  ATTACHED CHART)

WE WOULD PR O PO SE  THAT A C O N ST IT U T IO N A L  AMENDMENT BE TAKEN 

TO THE V O TER S TO E S T A B L IS H  A C A P IT A L  IM PROVEM ENTS AND ECONOMIC 

IN FR A STR U C TU R E FU N D . THE PERMANENT FUND R E C E IV E S  " 2 5 7 . O F ALL 

M IN ERA L L E A S E  R E N T A L S , R O Y A L T IE S , ;  ROYALTY SA LE PR O C E E D S, NET . . 

P R O F IT  SH A R ES UNDER AS 3 8 . 0 5 . 1 8 0 '  ( . ': )  AND ( g )  , AND FED ER A L" 

M INERAL REVENUE SH A R IN G  PAYMENTS R E C E IV E D  BY THE STA TE FROM 

M INERAL L E A S E S  IS S U E D  ON OR BEFORE DECEMBER 1 ,  1 9 7 9  AND 257.

OF ALL BO N U SES R E C E IV E D  BY THE STA TE FROM M IN ERA L L E A SE S 

IS S U E D  ON OR BEFO RE FEBRUARY 1 5 ,  1 9 8 0 "  AND 507 . OF THE ABOVE 

SUBSEQUENT TO THE D IT E S  IN D IC A T E D . WE WOULD PR O PO SE THAT THE 

OTHER 7 5 7, AND 5 0 7 . R E S P E C T IV E L Y  OF TH ESE REVENUES BE PLACED 

IN  T H IS  C A P IT A L  IMPROVEM ENTS ANT ECONOM IC IN FR A STR U C TU R E FUND.

WE WOULD A L SO  PR O P O S E  THAT ALL JA P IT A L  P R O JE C T S  OVER $ 1  M IL L IO N  

BE FUNDED BY T H IS  FU N D . INFRASTRUCTURE' P R O JE C T S  SHOULD BE 

B U IL T  ALLOW ING EACH OF THE JU R  J U D IC IA L  D IS T R IC T S  ONE LARGE 

C A P IT A L  IM PROVEM ENT P R O JE C T  COM PLETED BEFORE ANOTHER D IS T R IC T  

Q U A L IF IE S  FO R  A SECOND P R O JE C T .

THE FUND WOULD BUY BOTH GENERAL O B L IG A T IO N  AND REVENUE. 

BUNDS FROM TH E ST A T E  FO R U SE IN  C A P IT A L  IMPROVEMENT AND IN F R A ­

STRUCTURE P R O J E C T S . GENERAL O B L IG A T IO N  BONDS WOULD FUND C A P IT A L



.PR O JE C T S SUCH AS RO A D S, B R ID G E S , E T C . W HICH DU NOT GENERATE 

REV EN U E; REVENUE BONDS WOULD FUND THE LARGE INFRASTRUCTURE 

P R O JE C T S  SUCH AS R A IL R O A D S , DAM S, A IR P O R T S , E T C . WHICH WOULD 

BE EX PEC T ED  TO PA Y  FO R  .TH EM SELV ES. THE FUND M IGHT ALSO 

BUY CORPORATE BONDS F O R  IN VESTM ENT IN  LARGE P R IV A T E  P R O JE C T S  

( P I P E L I N E S ,  E T C . ) . '  WE MUST CA U TIO N  THAT WE DO NOT WANT THE 

STA TE TO COMPETE W ITH  OR REPLA C E FR E E  E N T E R P R IS E . HOWEVER, 

C E R T A IN  P R O JE C T S  ARE SO LARGE I N  SC O PE THAT THE PR IV A T E  

SEC TO R  HAS D IF F IC U L T Y  COMING U P W IT H  TH E NECESSARY C A PIT A L  TO 

FUND THE P R O JE C T . WE B E L IE V E  THE STA TE COULD HAVE A R O IE  IN  

T H E SE  T Y P E S  OF P R O JE C T S  WHICH WOULD B E N E F IT  A LL ALASK AN S. THE 

U SE OF TH E BO ND IN G INSTRUM ENT I S  IM PO R T A N T. THOUGH THE STA TE 

HAS THE FUNDS T O  A P P R O P R IA T E  THE DOLLARS FO R  A P R O JE C T , THE 

BONDING SYSTEM  FIR M S UP TH E ECONOM IC R E S P O N S IB IL IT Y  FOR PR O ­

J E C T S  AND R E Q U IR E S  VOTER A PPR O V A L.

T H IS  P O R T IO N  OF THE ROYALTY AND BONUS REVENUES ALLOCATED 

TO A C A P IT A L  IMPROVEMENT AND ECONOM IC IN FR A STR U C TU R E FUND W IL L  

ENSURE PERMANENT B E N E F IT S  TO A LA SK A . A FUND OF T H IS  TY PE 

I S  OUR HEDGE A G A IN ST IN F L A T IO N ; B U IL D IN G  C A P IT A L  THAT W IL L  

B E N E F IT  THE STA TE 5 0  TO 1 0 0  YEARS FROM NOW. THE REVENUE 

GENERATED THROUGH SEV ER A N C E,uC O R PO R A TE INCOM E - AND O T H E R .T A X E S .. 

SHOULD BE MORE THAN S U F F IC IE N T  TO PR O V ID E  FO R THE DAY TO DAY 

GOVERNMENT O PE R A T IO N S W IT H IN  A SPE N D IN G  L IM IT A T IO N  BUDGET.

THE PERMANENT FUND SHOULD REMAIN A S O R IG IN A L L Y  D E S IG N E D , 

W ITH THE FOLLOW ING SUGGESTED CHANGES;

1 .  THE REVENUE Ka RNED ON THE PERMANENT FUND INVESTM ENTS 

SHOULD BE RE I N V I T E D  IN  1H E  PERMANENT FU N D . I T  SHOULD NOT 

REVERT TO THE JEN ERA L FUND AS THE LAW NOW P R O V ID E S .

2 .  C E R T A IN  CHANGES SHOULD BE MADE IN  THE STRUCTURE OF THE 

BOARD OF T R U S T E E S . CU RRENTLY, THE BOARD O F T R U ST E E S I S  MADE UP 

OF THE C O M M ISSIO N ER  OF REVENUE*,r , TWO OTHER CO M M ISSIO N ERS AND 

THREE MEMBERS FROM THE P R IV A T E  SEC TO R  WHO HAVE E X P E R T IS E  IN  

F IN A N C E , A LL A P P O IN T E D  BY THE GOVERNOR. T H IS  STRUCTURE P L A C E S , 

TOO MUCH CONTROL IN  TH E HANDS OF THE G fP E R N O R . WE PR O PO SE

THE BOARD BE CHANGED TO IN CLU D E THE C O M M ISSIO N ER  OF REVENUE 

AND F IV E  MEMBERS OF THE P R IV A T E  S E C T O R , WHO HAVE LONG STA ND IN G



S O L ID  F IN A N C IA L  BACKGROUNDS, TO BE A P P O IN T E D  BY THE GOVERNOR 

AND APPRO V ED  BY TH E L E G IS L A T U R E . JLN A D D IT IO N , THE CO M M ISSIO NER 

OF REVENUE A L SO  SHOULD BE CONFIRM ED BY THE L E G IS L A T U R E . TH ESE 

IN D IV ID U A L S  WOULD SERVE STAGGERED T E R M S .

C E R T A IN  SU G G E ST IO N S HAVE BEEN MADE REGARDING THE U SE AND 

IN V E STM EN T O F THE PERMANENT FUND AND I T S  R EV EN U ES. WE DO NOT 

B E L IE V E  TH AT CASH PAYMENTS SHOULD BE MADE TO THE PE O PL E  OF 

A L A SK A . T H IS  T Y PE OF "SO M ETH IN G  F O R  N O TH IN G " D IS T R IB U T IO N  

WHERE TH ERE HAS BEEN NO R IS K  IN CU RR ED  OR WORK PERFORMED I S  

N O TH IN G  MORE THAN A FORM OF W ELFARE AND PROBABLY W IL L  DO L IT T L E  

TO I N S T I L L  MUCH IN T E R E S T  IN  TH E W ORKINGS OF THE PERMANENT FUND 

BY THE R E C I P I E N T S . MORE IM PO RTA N TLY , CASH D IV ID E N D S  W IL L  

ATTRA CT THE A T T E N T IO N  O F OTHER S T A T E S TO THE DETRIM ENT OF 

A L A S K A 'S  ECONOMY, CA U SIN G  "O U T S ID E R S "  TO COVET A L A S K A 'S  O IL  

W EALTH.

THE PERMANENT FUND SHOULD NOT BECOME INVOLVED IN  ANY REAL 

E S T A T E  IN V E S T M E N T S , IN  CORPORATE STO CK OW NERSHIP OR IN  ANY 

OTHER IN V ESTM EN T THAT COMPETES W ITH  F R E E  E N T E R P R IS E .

THE PER M A N EN T-FU N D  IN V ESTM EN TS SHOULD Y IE L D  THE MAXIMUM . 

RETURN W IT H IN  THE CO N STRA IN TS O F THE SC O PE OF THE INVESTM ENT 

MARKET E S T A B L IS H E D  BY ST A T U T E . THE ST A T E  SHOULD NOT USE T H IS  

FUND TO S U B S ID IZ E  THE HO USING MORTGAGE MARKET OR IN V E ST  IN  ANY 

OTHER S U B S ID Y  PROGRAM

WE WOULD A P P R E C IA T E  S E R IO U S  C O N SID E R A T IO N  BE G IV EN  TO OUR 

RECOM M ENDATIONS FO R  CHANGE BY BOTH THE BOARD O F TR U STE ES OF THE 

PERM ANENT FUND AND THE PR E SE N T  MEMBERS OF THE STA TE L E G IS L A T U R E
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MR. E R I C K S O N :  ”** -------------  -------

C e r t a i n l y ,  Mr. C h a i r m a n .  Mr. C h a i r m a n ,  T r u s t e e s ,  L e g i s l a t o r s  

T h i s  is t h e  f i r s t  t i m e  I ' v e  h a d  a n  o p p o r t u n i t y  t o  t a l k  t o  y o u  

a n d  it m a y  b e  a l i t t l e  presumptuo*-' at I ' d  l i k e  to a s k  y o u  

a f a v o r .  I ' d  l i k e  t o  a s k  y o u  w h e n  y o u  go h o m e  t o n i g h t  o r  

s o m e  o t h e r  t i m e  v r v m  y o u  h a v e  a f e w  m o m e n t s  to s i t  d o w n  and 

p u t  o n  a p i e c e  o f  p a p e r  y o u r  p e r c e p t i o n s  o f  w h a t  w e  w h o  li v e  

h e r e  n o w  i n  A l a s k a  s h o u l d  t r y  to  a c h i e v e  i n  t h i s  S t a t e  i n  t h e  

n e x t  f i v e  y e a r s ,  in t h e  n e x t  t£.r. ”«ar s .  J u s t  m a k e  a list.

Y o u  m i g h t  w a n t  t o  p u t  d o w n  e l i m i n a t i o n  o f  p o v e r t y .  Y o u  m i g h t  

w a n t  t o  p u t  d o w n  t h e  r e s t r a i n t  o f  g o v e r n m e n t  g r o w t h .  I k n o w  

o n e  t h i n g  t h a t  w o u l d  b e  o n  m y  l i s t  w o u l d  b e  t h e  d e v e l o p m e n t  of  

an  e c o n o m y  f o r  t h e  S t a t e  of  A l a s k a  t h a t  w i l l  s u s t a i n  i t s e l f  

a f t e r  t h e  o i l  is g o n e  so t h a t  m y  c h i l d r e n  a n d  m y  g r a n d c h i l d r e n  

w i l l  b e  a b l e  to l i v e  h e r e  a n d  h a v e  t h e  k i n d  of g o o d  l i f e  chat 

I t h i n k  I ' v e  h a d  in A l a s k a .  A f t e r  y o u ' v e  m a d e  t h a t  l i st, I'd 

l i k e  y o u  to w r i t e  t h e  n u m b e r  $ 3 7 , 0 0 0  a l o n g s i d e  of it a n d  I'd 

l i k e  y o u  t o  a s k  y o u  s e l v e s  h o w  m a n y  o f  t h e s e  g o a l s  o r  t h e s e  

p r i o r i t i e s  v o u l d  n o t  b e  a c h i e v e d  if e v e r y  o n e  o f  t h e  0 0 , 0 0 0  
A l a s k a n s  w h o  a r e  h e r e  now r e c e i v e d  a c h e c k  t o m o r r o w  for 

$ 3 7 , 0 0 0 .  T h e  n u m b e r  $ 3 7 , 0 0 0  d o e s n ' t  c o m e  o u t  o f  a hat. It's 

th e  p r e s e n t  v a l u e ,  d i s c o u n t e d  a t  4 p e r c e n t  in e l i m i n a t i n g  

i n f l a t i o n ,  o f  t n e  75 p e r c e n t  o f  P r u d h o e  B a y  r o y a l t i e s  t h a t  a r e  

n o t  d e d i c a t e d  t o  t h e  P e r m a n e n t  F u n d .  I n  e f f e c t ,  if t h e  S t a t e
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w e r e  t o  g i v e  e v e r y  A l a s k a n  t h e i r  s h a r e ,  t h e i r  u n d e d i c a t e d  

s h a r e ,  o f  P r u d h o e  B a y  r o y a l t i e s  i t ' s  o n e  m e a s u r e  o f  w h a t  t h a t  

p i e c e  o f  p a p e r ,  t h a t  s h a r e ,  m i g h t  b e  w o r t h .  O n e  m i g h t  a s k  

w h y  a m  I b r i n g i n g  t h i s  i d e a  w h i c h  r e a l l y  is p e r i p h e r a l  in a 

s e n s e  to  the P e r m a n e n t  F u n d  b e f o r e  y o u .  W e l l ,  o n e  r e a s o n  is 

t h a t  t h e  n o t i o n  r e a l l y  c a m e  h o m e  to m e  as t h e  c o n s e q u e n c e  o f  

r e a d i n g  the p a p e r r  o f  P r o f e s s o r s  C o f f m a n  a n d  F r y  a n d  G o r d o n  

a n d  A r r o w  w h i c h  w e r e  c o m m i s s i o n e d  b y  y o u  a n d  w h i c h  s e e m  to m e  

to m a k e  a c o m p e l l i n g ,  a l b e i t ,  \ ary t h e o r e t i c a l  a r g u m e n t  fo: 

d i r e c t  d i s t r i b u t i o n  o f  P e r m a n e n t  F u n d  —  o r  o f  a l l  t h e  o i l  

r e v e n u e s  t h a t  a r e  b e i n g  r e c e i v e d  by A l a s k a  a n d  f i n a n c i n g  o f  

g o v e r n m e n t  b y  t a x i n g  t h o s e  r e v e n u e s  b a c k  to t h e  e x t e n t  t h a t  

t h e  p e o p l e  o f  A l a s k a  w e r e  w i l l i n g  to a l l o w  t h a t  t o  o c c u r .  I 

t h i n k  t h e r e ' l, a n o t h e r  r e a s o n  w h y  i t ' s  i m p o r t a n t  f o r ' t h e  

T r u s t e e s  of t h e  P e r m a n e n t  F u n d  t o  b e  c o n c e r n e d  a b o u t  t h i s  

k i n d  of  b r o a d  s o c i a l  is s u e .  T h a t  is, as y o u  a r e  w e l l  a w a r e ,  

a ' d  as y o u ' v e  h e a r d  for m o n t h s  now, t h e  n o t i o n  o f  ."saving t h e  

P e r m a n e n t  F u n d  is, if n o t  u n d e r  a t t a c k ,  a t  l e a s t  b e i n g  s n i p e d  

at. A n d  I t h i n k  t h a t  d i f f i c u l t y ,  t h a t  d i s s a n c t i t y  o f  the 

P e r m a n e n t  F u nd, a n d  y o u r  a b i l i t y  to a c t  a s  T r u s t e e s  in  the 

r e a l  s e n s e  o f  t h e  w o r d ,  is g o i n g  to b e  c h a l l e n g e d  by  t h e  e v e r  

i n c r e a s i n g  n e e d s  o f  g o v e r n m e n t  g r o w t h  a n d  t h e  s p e c i a l  s u b s i d i e  

t h a t  p e o p l e  h a v e  c o m e  to e x p e c t  f r o m  o u r  g o v e r n m e n t  and, 

p e r h a p s ,  f r o m  u n e x p e c t e d  d e c 1.3 es i n  o i l  r e v e n u e s  w h i c h  m a y  

m a k e  it d o u b l y  i m p o r t a n t  to  c o n s i d e r  t h e s e  k i n d s  o f  p r o p o s a l s
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t h a t  a r e  r e a l l y  a l r e a d y  b e f o r e  y o u  in t h e  p a p e r s  t h a t  I ' v e  

j u s t  m e n t i o n e d .  Now, as I s aid, t h e  i d e a  o f  d i r e c t  d i s t r i b u t i  

is t h e o r e t i c a l l y  v e r y  a p p e a l i n g  b u t  i t  h a s n ' t  r e c e i v e d  w h a t  

w e  m i g h t  c a l l  t h e  f l u s h i n g  o u t  t h a t  w o u l d  b e  n e c e s s a r y  to 

r e a l l y  s t i m u l a t e  p u b l i c  d i s c u s s i o n  o f  t h e  i d ea. L e t  it be 

u n d e r s t o o d  t h a t  I ' m  n o t  s u g g e s t i n g  t h a t  t h i s  is n e c e s s a r i l y  

t h e  r i g h t  w a y  t o  g o  a n d  I ' m  n o t  s u g g e s t i n g  t h a t  t h e  P e r m a n e n t  

F u n d  T r u s t e e s  s h o u l d ,  at t h i s  p o i n t ,  e n d o r s e  s u c h  a n  idea.

B u t  w h a t  I a m  s u g g e s t i n g  is t h a t  y o u  h a v e  r a i s e d  a e x t r e m e l y  

e x c i t i n g  i s s u e ,  I t h i n k ,  in c o m m i s s i o n i n g  t h e s e  p a p e r s  t h a t  I 

r e f e r r e d  t o  e a r l i e r  a n d  t h a t  it b e h o o v e s  y o u  to f o l l o w  u p  o n  

t h a t  a n d  t o  a n s w e r  s o m e  o f  t h e  p r a c t i c a l  q u e s t i o n s  t h a t  t h a t  

k i n d  of p r o p o s a l  r a i s e s .  I t h i n k  the w a y  t h a t  y o u  m i g h t  

c o n s i d e r  d o i n g  t h i s  is to c o m m i s s i o n  a s t u d y  b y  a n a t i o n a l l y  

k n o w n  a c c o u n t i n g  firm, Peat, M a r w i c k  o r  E r n s t  a n d  E r n s t  or 

A r t h u r  A n d e r s o n ,  a n d  a s k  t h e m  to l o o k  a t  t h e  k i n d  o f  q u e s t i o n s  

t h a t  this p r o p o s a l  r a i s e s .  F o r  e x a m p l e ,  t h e y  m i g h t  lo o k  at 

t h e  f a m i l i e s  in l a x a s  w h o  s u d d e n l y  g o t  r i c h  b a c k  in the 1920s 

as a c o n s e q u e n c e  o f  o i l  b e i n g  d i s c o v e r e d  or t h e i r  land. D i r t  

p o o r  f a r m e r s .  A n d  t h e y  m i g h t  a s k  h a v e  t h o ^ e  f a m i l i e s  s t a y e d  

—  h a v e  t h o s e  h o u s e h o l d s  s t a y e d  r i c h  o r  w a s  it an  e p h e m e r a l  

t h i n g  t h a t  d r i f t e d  a w a y ?  T h e y  m i g h t  a s k  the q u e s t i o n ,  h o w  

w i l l  th i s  m o n e y  a f f e c t  i n m i g r a t i o n  a n d  o u t m i g r a t i o n  f r o m  

A l a s k a  a n d  to A l a s k a ?  I w o u l d  n o t e  t h a t  o n e  o f  t h e  real 

a d v a n t a g e s  o f  t h i s  o n e - s h o t  k i n d  o f  d i s t r i b u t i o n  is t h a t  it
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d o e s n ' t  c r e a t e  t h e  k i n d  o f  i n c e n t i v e s  to m o v e  i n t o  t h e  S t a t e  

t h a t  o n e  f i n d s  w i t h  the d r i b b l i n g - o u t  a p p r o a c h  to  P e r m a n e n t  

F u n d  d i v i d e n d s .  I w o u l d  a l s o  n o t e  t h a t  t h e r e ' s  a q u a l i t a t i v e  

d i f f e r e n c e  b e t w e e n  g i v i n g  p e o p l e  $ 1 , 0 0 0  a y e a r  o r  e v e n  $ 2 , 0 0 0  
a y e a r  a n d  g i v i n g  t h e m  a r e a l  l u m p  o f  c a p i t a l  u p o n  w h i c h  

p r i v a t e  w e a l t h  c a n  b e  e s t a b l i s h e d .  Now, I h a v e  a g o o d  f r i e n d  

wh o ,  w h e n  I d i s c u s s e d  t h i s  d e a  w i t h  him, s a i d  —  t o l d  m e  a 

story, s a i d  —  t h i s  f r i e n d  is f r o m  a f a m i l y  t h a t  is q u i t e  

rich, a p p a r e n t l y ,  a n d  he a n d  h i s  b r o t h e r s  a n d  s i s t e r s  

i n h e r i t e d  a g r e a t  d e a l  o f  w e a l t h  a n d  hi said, y o u  k n ow, Gr e g g ,  

t h a t ' s  j u s t  i m m o r a l .  I h a v e  s e e n  w h a t  m o n e y  t h a t  y o u  d i d n ' t  

h a v e  to w o r k  f o r  d i d  to m y  s i s t e r .  A n d  I t h o u g h t  a b o u t  t h a t  

a n d  I t h o u g h t ,  w e l l ,  y o u  know, he is right. T h e r e  is a r i s k  

in g i v i n g  p e o p l e  t h e s e  k i n d s  o f  r e s o u r c e s  w h o  m a y b e  h a v e n ' t  

h a d  the o p p o r t u n i t y  to l e a r n  h o w  to d e a l  W i t h  t h e m .  B u t  y o u  

know, I ' m  m u c h  m o r e  w i l l i n g  t o  a c c e p t  t h a t  r i s k  t h a n  I a m  

l o  c o n t i n u e  d o w n  t h e  p a i n  th a t  w g 're g o i n g  r i g h t  n o w  in w h i c h  

the —  y o u  k n o w ,  Mr. C h a i r m a n ,  y o u  s p o k e  a b o u t  t r a d i t i o n  a 

li t t l e  b i t  a g o  a n d  it o c c u r r e d  to m e  t h a t  t h e  t r a d i t i o n a l  

i m a g e  o f  w h a t  A l a s k a  is a l l  a b o u t  h a s  b e e n  t h e  r u g g e d  

i n d i v i d u a l i s t ,  t h e  f i s h e r m a n ,  the p r o s p e c t o r ,  t h e  p i o n e e r .  

Well, t h a t  i m a g e  c o n t i n u e s  to b e  'the i m a g e  o f  A l a s k a  o u t s i d e  

b u t  for t h o s e  o f  us t h a t  a r e  h e r e  w e  a r e  b e c o m i n g  a w a r e  t h a t  

the r e a l  A l a s k a n  is b e c o m i n g  t h e  l o b b y i s t  a n d  t h e  s p e c i a l  

p l e a d e r .  N o w ,  y o u ' v e  h e a r d  a lot o f  c o m p e l l i n g  a r g u m e n t s ,  I
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j t h i n k  f o r  t h i n g s  t h a t  m i g h t  b e  c l a s s e d  as s p e c i a l  p l e a d i n g

2 and I t h i n k  t h a t  t h e  p e o p l e  w h o  h a v e  s p o k e n  +*o y o u  h a v e  a

3 p o i n t  a n d  t h e i r  p o i n t  is t h a t  t h a t  w e a l t h  t h a t  s u p p o s e d l y
f
/4 b e l o n g s  to  a l l  o f  us i s n ' t  d o i n g  t h e  p e o p l e  o f  t h i s  S t a t e  much

5 g o o d  a n d  t h e y ' r e  t r y i n g  t o  g r a s p  f o r  w a y s  t o  f i n d  t h a t  —  h o w

6 t h a t  b e n e f i t  w h i c h  t h e y  s e e  .-here c a n  g e t  t o  t h e  people. I ' m

7 n o t  s u r e  t h a t  t h e  s t u d y  t h a t  I m e n t i o n e d  w o u l d  a c h i e v e  —

8 w o u l d  r e s u l t  in a n y  k i n d  o f  c o n s e n s u s  b u t  I a m  s u r e  t h a t  the

9 a r g u m e n t s  f o r  d i r e c t  d i s t r i b u t i o n  a r e  s o  c o m p e l l i n g  in t h e i r

10 t h e o r e t i c a l  f o r m u l a t i o n  t h a t  i t  s i m p l y  w o u l d  b e  a t r a g e d y

n  not to l o o k  i n t o  the p r a c t i c a l i t i e s  o f  the i s s u e  a n d  t h e r e  are

12 a g r e a t  m a n y .  I ' m  t h r o u g h .



P R O F E S S O R  T U S S I N G :

I s u g g e s t e d  h e  g o  in my  p l a c e  b e c a u s e  I h a d  to g o  f o r  a f e w  

m i n u t e s  b u t  I t h i n k  the w a y  t h e  d i s c u s s i o n  p r o g r e s s e d  w a s  

r a t h e r  t h a n  g i v i n g  m y  p r e p a r e d  s t a t e m e n t  it m i g h t  m a k e  m o r e  

s e n s e  j u s t - b o  t a k e  o f f  f r o m  w h e r e  h e  l e f t  o f f  a n d  r a t h e r  t h a n  

b e g i n n i n g  a t  t h e  b e g i n n i n g ,  b e g i n  a t  t h e  e n d  b y  s a y i n g  f i r s t  

t h a t  I d o n ' t  s e e  any p a r t i c u l a r  u r g e n c y  f o r  r e v i s i n g  the 

P e r m a n e n t  F u n d  s t a t u t e  o r  t h e  w a y  in w h i c h  i t ' s  g o v e r n e d .

T h e  m o n e y  t h a t  h a s  b e e n  d e d i c a t e d  to t h e  P e r m a n e n t  F u n d  is 

n o t  n e e d e d  f o r  a n y  u r g e n t  i n s t a t e  u s e  now. T h e  G e n e r a l  F u n d  

as it e x i s t s  a f t e r  t h e  $ 1 . 8  b i l l i o n  a p p r o p r i a t i o n  and a f t e r  

the s t a t u t o r y  m i n i m u m  is t h e  b i g g e s t  p e r  c a p i t a  l.pork b a r r e l  

in a n y  d e m o c r a t i c  p o l i t i c a l  j u r i s d i c t i o n  in t h e , w o r l d  a n d  

if t h e  v a r i o u s  s o c i a l  c a u s e s ,  t h e  v a r i o u s  p r o g r a m s  for S t a t e  

c a p i t a l  s p e n d i n g  c a n ' t  f i n d  e n o u g h  m o n e y  in t h a t  p o r k  b a r r e l ,  

I t h i n k  t h e r e ' s  s o m e t h i n g  v e r y ,  v e r y  w r o n g .  A n d  t h e r e  a r e  a 

n u m b e r  o f  t h i n g s  t h a t  a r e  v e r y ,  v e r y  w r o n g .  B u t  n o t  w i t h  t h e
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1
P e r m a n e n t  F u n d  - n o t  w i t h  t h e  P e r m a n e n t  F u n d .  I ' d  d e a l  w i t h  

t w o  o f  t h e  —  t w o  c r i t i c i s m s  o f  t h e  P e r m a n e n t  F u n d  c o n c e p t  

o r  t h e  w a y  i n  w h i c h  i t ' s  m a n a g e d  a n d  t r y  to  do  i t  v e r y  

b r i e f l y .  F i r s t ,  t h e  n o t i o n  t h a t  i n v e s t m e n t  in i n t e r e s t -  

b e a r i n g  s e c u r i t i e s  is p a r t i c u l a r l y  v u l n e r a b l e  to i n f l a t i o n ,  

t h a t  t h e  i n v e s t m e n t s  d o n ' t  k e e p  up  w i t h  i n f l a t i o n  and I t h i n k  

t h a t ' s  p u r e l y  a —  t h a t ' s  t h e  v i e w p o i n t  o f  a s p e c u l a t o r  r a t h e r  

t h a n  a n  i n v e s t o r .  O v e r  t h e  l o n g  h a u l  s a f e  i n v e s t m e n t s  d o  

y i e l d  a r e a l  r a t e  o f  r e t u r n  a b o v e  i n f l a t i o n .  S a f e  i n v e s t­

m e n t s  d o  n o t  y i e l d  8, 10, 12, 15, 25 p e r c e n t  a b o v e  i n f l a t i o n  

b u t  t h e y  do r e p l a c e  t h e  e r o s i o n  t h a t  t a k e s  p l a c e  as a r e s u l t  

of t h e  r e d u c t i o n  in t h e  v a l u e  o f  m o n e y  a n d  t h o s e  w h o  m a k e  

t h i s  c r i t i c i s m  h a v e  b e e n  l o o k i n g  a t  t h e  e x p e r i e n c e  of t h e  

'70s w h e r e  t h e  m o n e t a r y  a u t h o r i t i e s  in t h e  U n i t e d  S t a t e s  

w e r e  i n f l a t i n g  t h e  m o n e y  s u p p l y  at s u c h  a r a t e  t h a t  w e  d i d  

h a ve, for a p e r i o d  of t i m e ,  e i g h t  t o  t e n  y e a r s ,  n e g a t i v e  r e a l  

i n t e r e s t  r a t e s .  A n d  t h o s e  w h o  p u t  t h e i r  m o n e y  i n t o  t e n - y e a r  

i n t e r e s t - b e a r i n g  s e c u r i t i e s  b a c k  in t h e  e a r l y  1 9 7 0 s  did lose, a^ I 

say, t h a t ' s  a s p e c u l a t o r ' s  p o i n t  oi v i e w .  I n  t h e  long ru n ,  

t h e s e  s e c u r i t i e s  d o  m a i n t a i n  t h e i r  v a l u e .  A n d  a t  —  r i g h t  

no w  t h e  i n t e r e s t  r a t e s  s h o w  t h e  h i g h e s t  s p r e a d  a b o v e  

i n f l a t i o n  r a t e s  a t  a n y  t i m e  s i n c e  t h e  g r e a t  d e p r e s s i o n .  T h i s  

is a b o v e  a l l  t h e  t i m e  in w h i c h  t h e r e ' s  a n  e n o r m o u s  o p p o r t u n i t y  

to m a k e  a k i l l i n g  in the b o n d  m a r k e t  a n d  t h e  i d e a  t h a t  t h e  

c r i t i c i s m  t h a t  t h e  e a r n i n g s  a r e n ' t  s u f f i c i e n t  is v e r y  b a d l y
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timed. F i r s t ,  t h e r e ' s  n o  u r g e n c y .  T h e r e ' s  n o t h i n g ,  no  

d e m a n d  t h a t ' s  n o t  b e i n g  s e r v e d  o n  t h e  S t a t e ' s  m o n e y  t h a t ' s  

so u r g e n t  t h a t  i t  r e q u i r e s  a r a i d  o f  t h e  P e r m a n e n t  F u n d  and, 

s e c o n d ,  t h e r e  is a n  o p p o r t u n i t y  f o r  t h e  P e r m a n e n t  F u n d  n o t  

o n l y  t o  m a i n t a i n  i t s  v a l u e  b u t  t o  m a k e  s u b s t a n t i a l  e a r n i n g s  

now. T h e  w h o l e  n o t i o n  t h a t  it s h o u l d  b e  s p e c u l a t i v e  —  t h a t  

w e  —  c r i t i c i s i n g  t h e  m a n a g e m e n t  o f  t h e  m o n e y  f r o m  t h e  

s p e c u l a t i v e  p o i n t  o f  v i e w  l e a d s  to t h e  k i n d  of  s i t u a t i o n  w e  

h a d  w i t h  t h e  1 9 6 9  b o n u s  m o n e y  w h e r e  t h e  S t a t e  D e p a r t m e n t  o f  

R e v e n u e  p u t  i t  i n t o  t h e  s t o c k  m a r k e t  a t  t h e  v e r y  t o p  o f  a 

ten y e a r  c y c l i c a l  p e a k  a n d  l o s t  a c o u p l e  h u n d r e d  m i l l i o n  

d o l l a r s  w i t h i n  a c o u p l e  m o n t h s .

S E N A T O R  S T U R G U L E W S K I :

No. $14 m i l l i o n .

P R O F E S S O R  T U S S I N G :

F o u r t e e n  m i l l i o n ,  w a s  it?

MR. R A S M U S O N :

W e ' r e  t r y i n g  to  n a r r o w  t h e  p a r a m e t e r s  h e r e  a l i t t l e  bi t .

P R O F E S S O R  T U S S I N G :

A n d  if t h e  S t a t e  h a d  r e a l l y  p u t  its m o n e y  i n t o  g o l d  a t  t h e  

time t h a t  m o s t  p e o p l e  t h o u g h t  t h a t  it h a d  p u t  it i n t o  g o l d ,  

t h e r e  w o u l d  h a v e  b e e n  e n o r m o u s  loss. I w a s  a w a r e  t h a t  t h a t  

m o v e  w a s  t a k e n  a t  t h e  v e r y  t o p  o f  the g o l d  p r i c e  c y c l e  too. 

.Anyway, t h e  —  in  p r i n c i p l e ,  I b e l i e v e  the P e r m a n e n t  F u n d  

o u g h t  to b e  a b l e  to i n v e s t  in e q u i t i e s .  In p r a c t i c e ,  o n c e
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t h a t  d o e r  is o p e n e d  in  A l a s k a ,  t h e  p r e s s u r e  t o  i n v e s t  o n  

o t h e r  g r o u n d s  t h a n  s t r i c t  b u s i n e s s  g r o u n d s  is s o  g r e a t  t h a t  

t h e  o n l y  w a y  in  w h i c h  t h e  a b i l i t y  t o  i n v e s t  in  e q u i t i e s  

w o u l d  b e  c o n s i s t e n t  w i t h  p r u d e n c e  w a s  if t h e  l a w  a l l o w e d  t h e  

P e r m a n e n t  F u n d  t o  i n v e s t  i n  a n y  e q u i t y  e x c e p t  A l a s k a  e q u i t i e s .  

A n d  t h a t  w o u l d  p r o b a b l y  b e  h a r d e r  t h a n  m a i n t a i n i n g  t h e  s t a t u s  

q u o  so I ' m  i n  f a v o r  o f  m a i n t a i n i n g  t h e  s t a t u s  q u o  a n d  as f a r  

as I c a n  t e l l  t h a t  t h e  f i s c a l  m a n a g e m e n t  of  t h e  m o n i e s  in 

trust, t h e  f u n d  h a s  b e e n  v e r y  g o o d  to d a t e  a n d  t h e  c r i t i c i s m s  

t h a t  a r e  a p p l i e d  to the A l a s k a  —  t o  t h e  A l b e r t a  H e r i t a g e  

F u n d  a r e  n o t  a p p r o p r i a t e  i n  t h i s  c a s e .  T h e  P e r m a n e n t  F u n d  —  

g e t t i n g  b a c k  t o  t h e  l a s t  d i s c u s s i o n  b e t w e e n  C h a i r m a n  a n d  

G r e g g  E r i c k s o n .  I t h i n k  t h e  a r g u m e n t  for t h e  P e r m a n e n t  F u n d  

a n d  t h e  a r g u m e n t  f o r  d i r e c t  d i s t r i b u t i o n  a r e  t h e  s a m e  

a r g u m e n t .  T h a t  is t h a t  t h e r e  is —  t h a t  l e g i s l a t i v e  a p p r o­

p r i a t i o n s  h a v e  no  e f f i c i e n c y  —  e c o n o m i c  e f f i c i e n c y  t e s t  

w h a t s o e v e r .  T h e y ' r e  n o t  t e s t e d  in t h e  m a r k e t  a n d  t h e y  t e n d  

-- t h e  a l l o c a t i o n  o f  f u n d s  f r o m  t h e  L e g i s l a t u r e  t e n d s  to be 

d e t e r m i n e d  on  a b a s i s  of p e o p l e s '  p e r s o n a l  n o t i o n s  - 

l e g i s l a t o r s  a n d  t h e  p e o p l e  w h o  t a l k  to l e g i s l a t o r s  - n o t i o n  of 

w h a t  is i m p o r t a n t .  And o n  a w h o l e  s e r i e s  o f  h a l f - b a k e d  a n d  

u n t e s t e d  t h e o r i e s  o f  e c o n o m i c  d e v e l o p m e n t .  T h e r e  is no 

t he v a l u e  o f  b o t h  t h e  d i r e c t  d i s t r i b u t i o n  a n d  p u t t i n g  the 

m o n e y  in the P e r m a n e n t  F u n d  is t h a t  t h e r e  is a t  l e a s t  s o m e  

m a r k e t  test, s o m e  e f f i c i e n c y  t e s t ,  of h o w  t h e  m o n e y  is d i s p o s e

j u o r  j o n c s  
500*0046

J cAssociates
P O  BOX 2Sj • D O UGLAS. ALA SK A »«J0?4   1 /• nP a g e  1 6 0



of. The b e s t  thing —  I think the b i g g e s t  c o n t r i b u t i o n  to 

the P e r m a n e n t  F u n d  —  o r  o n e  of the b i g g e s t  c o n t r i b u t i o n s  to 

the P e r m a n e n t  Fu nd a nd i s s i m p l y  the fac t that it p r e v e n t s  the 

money f r o m  b e i n g  spent n o w  and in a n s w e r  to S e n a t o r  

S t u r g u l e w s k i 's question, t h e r e ' s  p r o b a b l y  n o t h i n g  - t h e r e ' s  

probab ly no w a y  o f  s p e n d i n g  this m o n e y  t h a t  e n h a n c e s  the 

long t e r m  v i a b i l i t y  of the n o n - o i l  e c o n o m y  in Alaska. T h a t  

in e f f e c t  the m o n e y  will, on the avera ge, do w h a t  the g o l d  

f r o m  S o u t h  A m e rica did to the S p a n i s h  economy, that is c r e a t e  

an i n f l a t i o n  that  d e v a s t a t e d  it. S p a i n  and P o r t u g a l  w e r e  

the m o s t  a d v a n c e d  c o u n t r i e s  in W e s t e r n  E u r o p e  in the 15th 

century. As a r e s u l t  of the i n f l u x  of g o l d  a n d  s i l v e r  they 

were able to buy e v e r y t h i n g  they n e e d e d  o u t s i d e  and the gold 

financed -- g o l d  and s i l v e r  f i n a n c e d  the indust r i a l  r e v o l u t i o n  

in E n g l a n d  a n d  the low coun tries. By the time the g o l d  was 

gone, the —  both a g r i c u l t u r e  and i n d u s t r y  in S p a i n  and 

Po r tu gal w e r e  d e v a s t a t e d  a n d  they n e v e r  r ecovered . W e  ha ve 

a s i m i l a r  thing o c c u r r i n g  n o w  in some of the oil rich 

countries. I think the e x a m p l e  of Iran w h i c h  was p r o b a b l y  

well —  it had the p r e c o n d i t i o n s  fox the g r e a t  leap to 

modern i z a t i o n .  It had the k i n d  of i n f r a s t r u c t u r e ,  it had an 

e n t r e p r e n e u r i a l  class. It; h a d  the p r e c o n d i t i o n s  such as m a n y  

of the c o u n t r i e s  of East Asia  had p r i o r  to t h e i r  leap to 

i n d u s t r i a l i z a t i o n  and m o d e r n i z a t i o n .  T h e  oil m o n e y  simply 

d i v e r t e d  it. It w e n t  into the g o v e r n m e n t .  It d i v e r t e d  not
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o n l y  the g o v e r n m e n t  m o n e y  i t s e l f  b u t  p r i v a t e  e n t r e p r e n e u r s h i p ,  

talent, and p r i v a t e  capital, into t h o s e  i n d u s t r i e s  t h a t  were 

c hose n b y  the g o v e r n m e n t  and t h o s e  that had the f a v o r  o f  the 

p a r t i c u l a r  f a c t i o n s  in the b u r e a u c r a c y ,  f a c t i o n s  in the royal 

family. A n d  it's left r e a l l y  n othing. It s u r v i v e d  the demise 

of the S h a h  a n d  the serious r e d u c t i o n  of the c o u n t r y ' s  oil 

income. T h e  s a m e  thing is h a p p e n i n g  in M e x i c o  today. Mexican 

oil i ncome is going into the g o v e r n m e n t  sector. The 

g o v e r n m e n t  is b u i l d i n g  steel m i l l s  and p e t r o c h e m i c a l  plants 

at much h i g h e r  cost than they c o u l d  buy steel o r  p e t r o c h e m i c a l s  

abroad. T h e y ' r e  d i s s i p a t i n g  this m o n e y  e a r n e d  b y  a c omparat ive 

a d v a n t a g e  in p r o d u c i n g  oil in a —  in i n d u s t r i e s  t h a t  have 

no c o m p a r a t i v e  a d v a ntage in M e x i co. B u t  a p r i v a t e  e n t e r p r i s e  

in M e x i c o  w o u l d  postp o n e  for many, m a n y  d e c a d e s  b e c a u s e  

d e v e l o p m e n t  o f  s m a l l - s c a l e  m o d e r n  agricu l t u r e ,  o f  small 

m a n u f a c t u r e r s  that can take a d v a n t a g e  of the a b u n d a n t  labor 

force and the c l i m a t e  and e x c e l l e n t  g r o w i n g  c o n d i t i o n s  in 

some p a r t  of the coun try would hav e a far h i g h e r  rate of 

return. If that oil m o n e y  in M e x i c o  w e n t  into —  w e n t  

somehow into d i r e c t l y  to the p e o p l e  and a l l o w e d  —  a l l o w e d  the 

p eople just throug h their s p e n d i n g  to p r o v i d e  a m a r k e t  in 

M exico in the v i l lages for m o r e  l o c a l l y  p r o d u c e d  goods  of 

small i n d u s t r y  and a g r i c u l t u r e  in M e x i c o  the c o n t r i b u t i o n  to 

d e v e l o p m e n t  w o u l d  be much greater. W h a t ' s  g o i n g  to h a p p e n  in 

Alaska is t h a t  we 're going to h a v e  a very i n e f f i c i e n t

J cAssociates
P O  00X20 • DOUGLAS  AuASKA 90824 P c l ^ G  1 6 2

JUDY JO N E S  
986*6646



grandi o s e ,  s o c i a l i s t  e c o n o m y  in w h i c h  there's a l arge q u a s i  

p r i v a t e  sector t h a t  d e p e n d s  e n t i r e l y  u p o n  the e x p e n d i t u r e  of 

S t a t e  m o n e y  for its s u s t e n a n c e  and I t h i n k  the L e g i s l a t u r e ' s  

d i r e c t i o n  on h y d r o  is the e p i t o m e  of this. T h a t  w e  —  the 

o t h e r  fallac y I ' d  l i k e  to d r a w  u p o n  is t h a t  —  to m e n t i o n  is 

t h a t  the S t a t e ' s  p r o v i s i o n  of services i,s efficient because —  as 

c o m p a r e d  to the d i s t r i b u t i o n  of m o n e y  b e c a u s e  the f e d e r a l  

g o v e r n m e n t  d o e s n ' t  g e t  a c u t  o u t  of it. Now, it is inefficier 

if y o u  d i s t r i b u t e  m o n e y  d i r e c t l y  to the p e o p l e  or, for that 

m a t t e r ,  reduce t h e i r  taxes —  their S t a t e  taxes because, on 

the average, the f e d e r a l  g o v e r n m e n t  gets some 30 p e r c e n t  of 

it. L e t ' s  look at t h e  p r o v i s i o n  of e l e c t r i c  power. T a l k  

a b ^ u t  p u b l i c  p o w e r  b e i n g  cheap. W e l l  -- and the N o r t h w e s t  

b e i n g  an example. W e l l ,  p u b l i c  p o w e r  w a s  c h e a p  in the 

N o r t h w e s t  b e c a u s e  t h e y  h a d  the C o l u m b i a  River and they had 

v e r y  c h e a p  g o v e r n m e n t  m oney. B u t  o n c e  t h a t's b e e n  exhausted, 

the p u b l i c  u t i l i t i e s  in the states of O r e g o n  and W a s h i n g t o n  

are b u i l d i n g  n u c l e a r  p l a n t s  that m o s t  i n d e p e n d e n t  a n a l y s t s  

s a i d  w e r e  u n n e c e s s a r y  to serve their d e m a n d  b u t  these are 

u n r e g u l a t e d ,  n o n p r o f i t  e n t e r p r i s e s  w h o s e  m a i n  r eason for 

e x i s t e n c e  is to grow. And they are b u i l d i n g  some n u c l e a r  

p l a n t s  which, if t h e y  e v e r  go on stream, w i l l  c o s t  m o r e  than 

t w i c e  as much as p l a n t s  of a c o m p a r a b l e  size and timing b u i l t  

by p r o f i t - m a k i n g  p r i v a t e  enterprises, by p r i v a t e  u t i l i t i e s  

e l s e w h e r e  in the l o w e r  48 that had to face a p u b l i c  u t i l i t i e s
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c o m m i s s i o n  to j u s t i f y  t h e i r  r a t e s  and h a d  to f a c e  the b o n d  

m a r k e t  to j u s t i f y  t h e i r  c o n s t r u c t i o n  s c h e d u l e s .  T h e s e  are —  

a n d  so I s u s p e c t  t h a t  A l a s k a  is w e l l  o n  t h e  r o a d  to r e p l a c i n g  

for the r a i l b e l t  the c h e a p e s t  t h e r m a l  p o w e r  in t h e  w h o l e  

w o r l d  e x c e p t  f o r  K u w a i t  w i t h  the m o s t  e x p e n s i v e  h y d r o  and 

c a l l i n g  it c h e a p  b e c a u s e  t h e  S t a t e ' s  g o i n g  to s i n k  its 

entire  —  its e n t i r e  o i l  h e r i t a g e  in this o n  th e t h e o r y  t h a t  

this is o n e  w a y  o f  g e t t i n g  it -- of g e t t i n g  the b e n e f i t s  to :th 

p eople a n d  h a v i n g  tho se b e n e f i t s  n o t  t a x e d  away. Well,  it 

isn't g o i n g  to be c h e a p  and the p r o b l e m  is —  I d o n ' t  k n o w  

w h e t h e r  h y d r o  is —  h y d r o  is in p r i n c i p l e  —  w h e t h e r  S u s i t n a  

is in p r i n c i p l e  g o i n g  to be c h e a p e r  t h a n  c o m b u s t i o n  t u r b i n e s  

for Cook I n l e t  N a t u r a l  Gas. T h e  L e g i s l a t u r e  h a s  a p p r o p r i a t e d  

over a m i l l i o n  d o l l a r s  for B a t t e l l e  to look a t  it. I s u s p e c t  

that a b s e n t  a m a r k e t  test, a b s e n t  the b o n d  b u y e r s  l e a n i n g  

over the s h o u l d e r  of the p o w e r  a u t h o r i t y  s e e i n g  that y o u ' v e  

got c o m p e t e n t  p r o j e c t  m a n a g e m e n t ,  tha t y o u ' v e  g o t  —  t h a t  the 

c o n t r a c t o r s  t h a t  are g o i n g  to c o m p l e t e  the p r o j e c t  on s c h e d u l e  

and r e a s o n a b l y  w i t h i n  cost, that this is g o i n g  to be a 

fanta s t i c  b o o n d o g g l e ,  not b e c a u s e  t h e r e ' s  a n y t h i n g  w r o n g  witi' 

hydro b u t  b e c a u s e  S t a t e  e n t e r p r i s e  that p r e t e n d s  w h a t  is v e r y  

e x p e n s i v e  is v e r y  c h e a p  is g u a r a n t e e d  to m a k e  it e v e n  m o r e  

e x p e n s i v e  a n d  to h e a r  —  i t ’s a l m o s t  —  it's i r o n i c  that all 

this is b e i n g  p u s h e d  b y  p e o p l e  who c o n s i d e r  t h e m s e l v e s  

bu s i n e s s  c o n s e r v a t i v e s  and w h o  are b u i l d i n g  -- I th ink in
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A l a s k a  p r o b a b l y  the m o s t  'wasteful s o c i a l i s t  g o v e r n m e n t  in 

N o r t h  A m e r i c a  s i m p l y  b e c a u s e  t h e r e  is no e f f i c i e n t  w a y  of 

g e t t i n g  the b e n e f i t s  to t h e  p e o p l e  a n d  that's . . .

MR. RASMUSON:

Mr. Tussing, I ' v e  g o t  to call t i m e  b e c a u s e  this is w h y  I 

a l w a _ - urge t h a t  t h e r e  be the d i s c i p l i n e  of p r e p a r e d  r e marks  

a h e a d  of time. Now, I've got. f o u r  m o r e  p e o p l e  a n d  t h a t  four 

m o r e  in an hour, t hat's f i f t e e n  m i n u t e s  and I k n o w  w i t h  your 

e x c e l l e n t  p r e s e n t a t i o n  h e r e  t h e r e ' s  g o i n g  to be some c o m m e n t s  

by the L e g i s l a t u r e .  C ould y o u  g i v e  us five m i n u t e s ?  

L e g i s l a t u r e ?  O r  do y o u  a l l  a g r e e  w i t h  A rlon? Mr. Cotten.

R E P R E S E N T A T I V E  COTTEN:

Yeah. I'll b e  re al q u i c k  here. Y o u  s t a r t e d  out, Arlon, 

saying that y o u  d i d n ' t  t h i n k  any  c h a n g e s  w e r e  n e c e s s a r y  to 

the s t a t u t e s  that a f f e c t  the P e r m a n e n t  Fund. M a y b e  I 

m i s u n d e r s t o o d  that. And th en y o u  s u g g e s t e d  that the i n v e s t­

me n t s  that — - the fund  w a s  r e c e i v i n g  m o r e  than b e a t  i n f l ation 

but as y o u  k n o w  t h ere's no r e q u i r e m e n t  that w e  r e p l a c e  the 

m o n e y  to the fund so w o u l d  you c o n t i n u e  to say that y o u  d o n ' t  

need any s t a t u t o r y  c h a n g e s  o r  h o w  w o u l d  you r e a c t  to a 

p r o p o s a l  that w o u l d  r e q u i r e  r e i m b u r s e m e n t  of the fund or 

r e i n v e s t m e n t  into the fund in t h a t  a m o u n t  that w a s  d e p r e c i a t e d  

by i n f l a t i o n ?

P R O F E S S O R  T U S SING :

Well, I think in p r i n c i p l e  it's a g o o d  idea. J u s t  like in

I
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p r i n c i p l e  t h e  T r u s t e e s  o f  t h e  f u n d  o u g h t  t o  h a v e  t h e  o p t i o n

2 t o  g o  i n t o  —  I ' m  v e r y  a f r a i d  o f  w h a t  h a p p e n s  i f  y o u  o p e n  u p

3 t h e  w h o l e  q u e s t i o n  o f  t h e  s t a t u t o r y  s t r u c t u r e  o f  t h e  f u n d

4 t h a t  i t ' s  g o i n g  t o  b e  v e r y  —  I w o u l d  f a v o r  t h e  g r e a t e s t

5 p o s s i b l e  c o n t r i b u t i o n  t o  t h e  f u n d  a t  t h i s  t i m e  a l t h o u g h  i n

6 p r i n c i p l e  I b e l i e v e  t h a t  t h e r e  o u g h t  t o  b e  a  d i r e c t  d i s t r i b u ­

7 t i o n ,  b y  f a r  t h e  s e c o n d  b e s t  i s  t o  l i m i t  t h e  a m o u n t  o f  m o n e y

8 a v a i l a b l e ,  f o r  e x p e n d i t u r e  i n  w h a t  a r e  p r o b a b l y  c o u r . t e r p r o d u c t i

9 o f  g e n e r a l  a n d  c a p i t a l  p r o g r a m s .  S o  t h a t  t h e  e a s i e s t  w a y

• r%IV t h e  L e g i s l a t u r e  s i m p l y  t o  h a n d l e  t h a t  i s  n e x t  t i m e  m a k e  i t

11 m o re  t h a n  a  b i l l i o n ,  e i g h t .  M a k e  i t  m e r e  t h a n  r e q u i r e d  b y

12 t h e  b u d g e t  l i m i t .  J u s t  p u t  e v e r y t h i n g  c o n c e i v a b l e  i n t o  t h a t

©
13 f u n d .  I f  t h e  l o n g - t e r m  i n t e r e s t  o f  t h e  S t a t e  t h a t ' s  p r o v i d e d

14 b y  p u t t i n g  t h e  m o n e y  i n t o  t h e  f u n d  i s  t h a t  t h e  —  s i n c e  t h e

15 S t a t e  e x p e n d i t u r e s  a r e  c r e a t i n g  a n  i n f l a t e d  e c o n o m y  a n d

16 e n c o u r a g i n g  t h  •» d e v e l o p m e n t  o f  c a p i t a l  p r o g r a m s  t h a t  a r e

17 g o i n g  t o  h a v e  t o  b e  m a i n t a i n e d  i n  t h e  f u t u r e  a n d  b a s k e t  c a s e

18 i n d u s t r i e s  t h a t  c o u l d n ' t  b e  m a i n t a i n e d  w i t h o u t  t h e  o i l  m o n e y ,

19 t h e  m o r e  m o n e y  t h a t  g o e s  i n  t h e  P e r m a n e n t  F u n d  n o w ,  t h e  l e s s

20 t h e  c i t i z e n s  a r e  g o i n g  t o  h a v e  t o  b e  s q u e e z e d  i n  t a x e s  t o

21 s u p p o r t  a l l  t h e s e  b o o n d o g g l e s  a f t e r  t h e  m o n e y  tha>_ w a s

22 a v a i l a b l e  f o r  t h e  p o r k  b a r r e l  r u n s  o u t .  P u t t i n g  a  l o t  o f

23 m o n e y  i n  t h e  P e r m a n e n t  F u n d  is, i n  a s e n s e ,  t h e  o t h e r  s i d e  o f

24 t h e  c o i n  t o  t h e s e  c a p i t a l  p r o g r a m s  a n d  t h e s e  p r o g r a m s  t o

25 s u b s i d i z e  i n f a n t  i n d u s t r i e s  a s  i t  m e a n s  t h a t  t h e  p e o p l e

•
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A. Prologue

There are three policy questions concerning the Permanent Fund, 

each of which I would like to address in turn. They are as follows:

How much should we save?

What investments should our savings go into?

What shall we do with the income from our investments?

First, however, I want to touch on the more fundamental question 

concerning the wealth currently controlled by the state. Should the 

State of Alaska be a wealth holder at all, or should all revenues not 

currently necessary to fund government be distributed to current 

Alaskans.' Several economists have appeared before this group suggest­

ing that the best thing to do with our wealth would be to distribute 

it immediately and completely to the private sector. One cannot argue 

that this course of action is best for current Alaskans since it 

maximizes individual freedom of choice. This may not be the best 

course of action for Alaska though because complete privatization of 

the wealth would result in most of the wealth immediately Leaving Lhe 

state. Benefits would go Lo individuals, but not necessarily Lo 

Alaskan imlividua Is.

11 Alaska is more than Lhe sum of individuals who are currently 

residents, then what is "best" for individuals may not he what is best 

for Alaska. The best solution may be for Lhe state Lo save Lhe 

majority of our wealth and use the* earnings generated from that wealth 

Lo create a steady, stimulative force for economic growth and d e v elop­

ment for generations to come.



B . How Much Should We Save?

It is easier to deal with this question if we stand it on its 

head and ask how much we want to spend--not only this year but also in 

future years. From that, we can calculate how much we need to save to 

meet our spending target. Obviously, the initial spending decision 

would need to be changed if it did not leave enough savings for future 

years. Back-of-the-envelope calculations suggest that we should be 

putting a much larger proportion of our current income into savings 

than the 10 percent that r.ow goes into the Permanent Fund

A simple example should demonstrate this. The state gets v i r­

tually all of its revenues from Prudboe Bay petroleum production 

activities. In a very real sense, there is a bank , on the North

Slope--The First National Bank of Prudhoe Lay--.and the State of Alaska
1V*A

has a major account there,f A rough'estimate of the balance in the

state's account made last spring was $80 billion. Today, its value

•' f
might he only $70 billion in 1981 dollars due to the softening of Lhe

—/p , ■ < f-*
world oil market. Each year, Lhe state makes a forced withdrawal from 

its bank account as it collects the various petrol am-related revenues 

and royalties. Some of this forced withdrawal is interest, but pr i n­

cipal is taken as well.

If we adopted the conservative rule, "never spend principal," we 

would have a very simple spending rn.’e as well as a rule for de t e r­

mining how much of our petroleum revenues should he set aside in lhe

/■/' i k «it u f &  c.
Permanent Fund each year. - W i t h 2 percent real rate of return on Lhe

2
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v "
$70 billion, $1.4 billion in 1981 dollars could be spent annually. We

f l  ' l  jjJJ ’ i' j y  j ‘
could spend that/amount each! year/ a n d  still have $70 billion in the

bank. Any petroleum revenues over and above $1.4 billion would be

■

. ' 'j

saved in the Permanent Fund. Tn time, r i course, the oil would be all 

gone and the principal would be.the Permanent Fund, which would amount 

to $70 billion in 1981 dollars. At our current savings rate of 

10 percent, we are clearly eating i n t o .p r i n c i p a l .

", ' W  There is one important argument against the "never spend pri n­

cipal" rule, and it is directed specifically at the assumption u n d e r­

lying the rule that Alaska will not be richer in the future than it is 

today. As a nation, we have tended to reject such an assumption in

favor of the idea of continuous materia] progress, with each genera-

1 , . «L

tion being richer than the previous one because of technological 

improvements. Consequently, we feel that we don't need lo save and

deprive ourselves for the benefit of future generations, because we
.  yl/.tVf ' it it ■

believe t-hat our descendants will be betler off than we arc today. 

(This does not mean, howe\ *r, Lhat all individuals or regions of tlie

--'HU T' r ^ |
country will share in t h i s ;p r o g r e s s , as the declines in the fortunes

of Appalachia and New Kngland readily attest.)

Unfortunately, the evidence to indicate Ihal Alaska has or is 

developing an independenl source of wealth to maintain a continuously
*■ t (-i i /v ' (*■ . i

V '  v *  t

increasing llow of dollars after Prudhoe Hay is ; n o n-existent. ; Con­

sider the corporate income tax, our largest source of revenue even 

partially independent of petroleum, which in the fiscal year just

3



ended produced $35 million in revenues. Assuming a continuation of 

the historic growth rate in receipts (10.8 percent), it will be over 

35 years before it will generate an annual income of $1.4 billion. Or 

consider coal— this year's glamour resource. / The current annual 

production of about 1 million tons directly accounts for less than 

four-thousandths of one percent of our revenues ($200,000, c .004 p e r­

cent).-  If the state could get 30 cents in royalties for every ton of

coal mined, 4.7 billion tons--which is just about all of our current

'/cfi.f .<■/i. s
reserves (4.8 billion^ tons)--would need to be extracted annually to

. • c ■ v • ' • '
.put $1.4 billion into the treasury. So even if it were physically or 

technically possible to mine this mucii coal in one year, it op^y 

provides one year of revenues.

As we debate the merits of coal or agriculture or petrochemicals, 

time is inexorably running out on finding an alternative to petroleum.

Of the 9.4 billion barrels of recoverable oil originally estimated at 

Priiuhoe Bay, 7.1 .remain. Almost one-fourth, 2.2 billion barrels 

(24 percent), has already flowed through the pipeline and out of the 

state.

What this suggests Lo me is that history will reneat itself, and 

Alaska will be relatively much poorer in Lhe future when the petroleum 

boom has passed. The only way Lo prepare for that day is by following 

the simple rule: "never spend principal."

4



The choice is between those investments which will earn a market 

rate of return and maximize income (government securities, corporate 

stocks, and real estate, for example) and investments made below the 

market rate of return which result in subsidies to particular activi­

ties that are deemed to be socially desirable or that will allegedly 

produce other economic benefits.

It is clear what we get by following the first approach: a return

on investment v/i th no sl.de effects. rfiie results of tiie second

approach are more complicated, but usually the state makes a tradeoff

in which it gives up revenues in exchange for immediate job creation

*
and sho^t-run increases in personal incomes, or for infrastructure 

development that presumably will, in turn, stimulate economic devel­

opment. Previous reports Lo the Trustees have pointed out the two 

difficulties with the latter approach--first, economic activity in the 

private sector is distorted away from the goal of profit maximization 

toward Lhe dubious goal of subsidy maximization (in Columbia, this has 

resulted in a new "ism" in memory of the pyramids— Pharaohism!); and, 

second, the benefits of the programs go Lo a small portion of the

pop ilntion. (These attributes mean that subsidies arc really just

l.ke taxes in Lhe sense that they cause distortions of the private

economy and impact Lhe pockethooks of certain groups, ami, conse­

quently, their use should be determined in open political process.)

C . What Investments Should Our Savings Go Into?



One version of the subsidization approach is to invest in Alaska 

mortgages at interest rates below the market. The benefits claimed to 

result from this type of investment include a positive rate of return 

on investment, job creation, improvement of the quality of the housing 

stock, and t. form of wealth distribution that will remain in Alaska 

and be widely shared. In addition to the obvious revenue loss, there 

are two problems with this use of our wealth which have not been 

explored, ^'rst, in terms of job creation, these subsidies are like a

narcotic.' In response to the initial subsidy, there is a rush of 

construction activity, -and job creation us people scramble for the 

cheap mortgages before the increase in housing prices offsets the 

subsidy and monthly housing costs return to their pre-subsidy level. 

Tliis rush is followed by a contraction of activity and a return to 

normal levels of construction and employment. To get a larger number 

of construction jobs again, another "fix" is necessary, but this time

the price is higher. The subsidy must he increased each season to get

- /-
Lhe same stimulation in Lhe industry. The construction industry 

rapidly become:; an addict with an ever-increasing rix necessary Lo 

satisfy its habit. •;

not remain in Alaska,' In the short run, they do,( as rising real

estate prices, benefit all Alaskan property owners (and penalize 

renters). (Incidentally, the "hang per buck" for this program in 

terms ol houses built is very small. II $100 million in subsidies was

S e c o n d /  the benefits of this method of wealth
,, n' i ■
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allocated, and this resulted in 1,000 housing starts that would other­

wise not have occurred, then each housing start cost the state 

$100,000!) If there is a post-Prudhoe economic bust,' however', three 

factors will combine to produce the unthinkable--a fall in housing 

prices. (Residents of the Lower 48 are discovering that unthinkable 

as it may be, this is clearly not impossible.) First, property taxes, 

which have declined in recent years as the state has picked up a

larger share of funding of local government, will have to be increased 

'X c r  /  Vcr-
to provide for such basic government services as education and highway

maintenance. Second, the promise of future mortgage subsidies will 

evaporate. These two factors will combine to have exactly .the oppo­

site effect that they are having today. They will drive up the 

monthly cost ol owning a home and ,drive down the price. Third, the 

demand for housing will fall as higher taxes and less government 

subsidization of the privaLc seelor combine Lo contract Lhe economy 

and result in a decline in population. Under this/grim scenario, the 

benefits of tin- housing subsidy program will clearly go to those who

/ Y > 1 * c
sell out while housing prices are high and head South. Those who 

roll, a in belli ml in Alaska will see their bousing assets depreeiate in 

value ..iio tlieir share ol Alaska's wealth disappear.

Thus, while a bousing mortgage subsidy program lias some appeal, 

as a job creating device that distributes Alaska wealth to a large 

group, it suffers from the same * hortcomiiigs that alTecl other subsidy 

p r o g r a m s .

7



A final point on subsidies: If the subsidization approach to

investment is chosen, it must be based upon explicit criteria for 

evaluation just as regular investments can be evaluated on the basis 

of their rate of return. Specifically, subsidized investments must 

demonstrate the capability of generating tax revenues. If those 

rc.enues do not materialize, then this approach should be abandoned.

D . What Shall We Do with the Income from our Investments?

Pf
In the early years, a 11^ income should be plowed back into the

f  '* ! t T I
Fund to build up its principal in anticipation of the day when it .will y/'

be the primary source of revenue to the state. The "never spend

i i
principal" rule requires that the annual spending of $1.4 billion in

\
198] dollars eventually come from Permanent Fund earnings. "Current 

residents are benefiting from Alaska's wealth, and it seems fair that 

Lite next generation of Alaskan residents, our children, should get 

llioir share. We, today, are already benefiting from the abolition of 

the income Lax, low property taxes, subsidized loan programs, and 

massive government expenditures to improve the quality of life in Liu? 

state, future generations should not he denied Lhei.r benefits because 

of Lhe premature distribution of Permanent Fund earnings only Lo 

current residents.

hooking toward Lhe long run, permanent fund earnings should go 

ii.Lo a special escrow iccounL for Alaska^ residents against the day 

when Lhe stale may need to reintroduce the personal income tax. For 

every year that a person remains a resident, his account would he

8



credited with his per-capita share of fund earnings. All money would 

remain in this account until the tax was reintroduced, at which time 

individuals could pay their taxes each year out of their share of the 

balance in the account. If a person left the state, his share would

revert to the Permanent Fund and increase its principal.

fi ’

Such a plan has four attractive features. First, its benefits 

would be 100 percent targeted to Alaskans because only Alaskans pay 

Alaskan income taxes. Second, it would reward those who had been 

living in the state longer with larger benefits. Third, it would 

reward a broad population group. And, fourth, it would minimize any 

"false boom" resulting from a large casli distribution, which would 

stimulate in-migration of non-Alaskans seeking casli handouts. With 

such a plan, there would be no need to discriminate against our child­

ren, who are bonafi.de r e s i d e n t s ^  '

Some people will argue that the state personal income tax is gone
cf. {*• t« ♦ i

forever, in which case this escrow fund would never be used and the

benefits never realized. They could be right, although there is as

yet no solid evidence that this is Lhe case. To handle Lhis possi- 

j ■ A , • ■ f-vGr /
hility, a special stipulation of tin1 fund would allow for distrilm-

r l  -If <
Lions to begin after live years, hut only on the condition that a

■1 i
target of/ ?.!> perient of government expenditures could be financed at

./.(<.*• ••' ..//;• ' 
that t init* .by renewable revenues. This stipulation would create a

clir.ii target toward which state policy could aim as well as a clear

incentive for Alaskans Lo wotk to ensure tin* future economic viability

ol our state.

9
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2 MR. H A V E L O C K ;

T h a n k  y o u ,  M r .  C h a i r m a n .  I ' m  f l a t t e r e d  b y  t h a t  b i l l i n g .  I ' v $  

n e v e r  b e e n  i n t r o d u c e d  a s  t h a t  b e f o r e .  T h a t ' l l  d o ,  a l t h o u g h  

m a y b e  I 'd  b e  m o r e  c o m f o r t a b l e  n o w  t h a t  y o u r  r i g h t  h a n d  h a s  

l e f t  I c o u l d  g o  o v e r  a n d  e a s e  i n t o  t h a t  c h a i r  a n d  g i v e  y o u  

o p i n i o n s  o n  t h e  l e g a l  s i d e .  I h a v e  t h r e e  r a n g e s  o f  c o n c e r n s  

t h a t  I w a n t  t o  iddresis t o d a y .  T h e  f i r s t  i s  t h e  i n s t i t u t i o n a l  

a r r a n g e m e n t .  T h e  r e l a t i o n s h i p  b e t w e e n  t h e  P e r m a n e n t  F u n d  a n d  

o t h e r  f o r m s  o f  g o v e r n m e n t  a c t i v i t y .  T h e  s e c o n d  i s  t h e  y u e s t i c  

o f  v o t e r  i n t e n t  - w h a t  t h e  v o t e r s  m e a n t  a n d  s i n c e  t h a t ' s  b e e n  

d i s c u s s e d  a t  s o m e  l e n g t h  h e r e  a l r e a d y  I ' m  n o t  g o i n g  t o  b e l a b o i  

t h a t .  T h e  t h i r d  i s  a  q u e s t i o n  o f  d i s t r i b u t i o n a l  e q u i t y  w h i c h  

I ' v e  h e a r d  v e r y  l i t t l e  o n  t o d a y  a l t h o u g h  p e r h a p s  t h a t  w a s  

a d d r e s s e d  t h i s  m o r n i n g .  I t h i n k  t h a t  w i t h  r e s p e c t  t o  t h e s e  

p r o p o s i t i o n s  t h e  f i r s t  t h i n g  . l d o  i s  c o n g r a t u l a t e  t h e  

C h a i r m a n  o n  h i s  m e m o r a n d u m  o f  S e p t e m b e r  1 0 t h  ' w h i c h  I t h i n k  

c o n t a i n s  m o s t  o f  t h e  e c o n o m i c  p r i n c i p l e s  w h i c h  I t h i n k  t h e  

P e r m a n e n t  F u n d  o u g h t  t o  o p e r a t e  o n  e v e n  t h o u g h  i t  i n  m a n y  

s e n s e s  f l i e s  i n  t h e  f a c e  o f  w h a t  i s  a t  l e a s t  p r o c l a i m e d  a s  

t h e  p o p u l a r  p o s i t i o n  o n  t h o s e  t h i n g s .  I ' m  a f r a i d  t h a t  t h e  

s l o g a n  " I n v e s t  i n  A l a s k a , "  u n l e s s  i t  i s  t i e d  t o  o r t h o d o x  

s t a n d a r d s  o f  i n v e s t m e n t ,  a n d  I h e a r d  a  c a l l  e a r l i e r  t o d a y  f o r  

u n o r t h o d o x  s t a n d a r d s ,  i s  b a d  e c o n o m i c s ,  b a d  p o l i t i c a l  s c i e n c e ,  

b a d  s o c i a l  p o l i c y  e v e n  i f  i t ' s  s u p e r  p o l i t i c s .  A s  t h e
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C h a i r m a n  h a s  i n d i c a t e d  a n d  t h e r e  i s  n o  i n d i c a t i o n  o f  a  g e n e r a "  

c a p i t a l  s h o r t a g e  i n  t h e  S t a t e .  T h e r e  i s  n o  i n d i c a t i o n  o f  

a n y t h i n g  b u t  a  v e r y  l i m i t e d  n e e d  f o r  c a p i t a l  g e n e r a l l y .  

T h i r d l y ,  y o u  c a n ’t  m a k e  s u b m a r g i n a l  e c o n o m i c  p r o s p e c t s  

p r o f i t a b l e  b y  t h r o w i n g  m o n e y  a t  i t  a n d  i t  i s ,  a g a i n ,  k i n d  o f  

i n t e r e s t i n g  t o  s e e  s o m e  o f  t h e  p e o p l e  w h o  c r i t i c i s e v a r i o u s  

g o v e r n m e n t s  f o r  t h r o w i n g  m o n e y  a t  p r o b l e m s  n o w  b e i n g  r e a d y  

t o  t h r o w  m o n e y  a t  t h e  p r o b l e m  o f  e c o n o m i c  d e v e l o p m e n t  i n  

t h i s  s t a t e .  T h e  i n v e s t i n g  i n  A l a s k a  a t  p r e f e r r e d  i n t e r e s t  

r a t e s  t o  p r o m o t e  e c o n o m i c  a c t i v i t y  i s  t h e  m o s t  g r o s s l y  

i n e q u i t a b l e  m a n n e r  i n  w h i c h  d i s t r i b u t i o n s  o f  t h i s  m o n e y  c o u l d  

b e  m a d e  a n d  I t h i n k  p r i m a  f a c i e  e v e r y  A l a s k a n  h a s  e q u a l  s t a k e  

i n  t h e  o i l  l a r g e s s .  L a s t l y ,  t h e  i n v e s t m e n t  o f  g e t t i n g  t h e  

S t a t e  i n v o l v e d  i n  b u i l d i n g  t h e  S p a t e ' s  e c o n o m y  a s  i t s  

p r i m a r y  f u n c t i o n  An d  p u r p o s e  i s  l i k e l y  t o  b r i n g  a b o u t  a n

e n t a q y l e m e n t  c f  g o v e r n m e n t  i n  p r i v a t e  e n t e r p r i s e  w h i c h  w i l l  

u l t i m a t e l y  r e s u l t  i n  a  l o s s  o f  e c o n o m i c  a n d  p e r s o n a l - f r e e d o m  

a n d  t h a t  I a s s o c i a t i o n  m y s e l f  w i t h  w h a t  A r l o n  s a i d  o n  t h e  s a m e  

s u b j e c t .  S t a r t i n g  o n  t h i s  e n t a n g l e m e n t  p r o p o s i t i o n ,  l e t ' s  

t a k e  a q u i c k  l o o k  a t  w h a t  t h e  v o t e r  i n t e n t i o n  d i d  m e a n .

A l l  t h e  p u b l i c i t y  I r e m e m b e r  o n  t h e  o c c a s i o n  i n v o l v e d  i n  t h e

p o p u l a r  d i s c u s s i o n  w a s  a b o u t  p u t t i n g  m o n e y  a w a y  f o r  a

r a i n y  d a y .  I d i d  n o t  h e a r  a n y b o d y  a . v a n c e  t h e  a r g u m e n t  t h a t  

t h e  P e r m a n e n t  F u n d  w a s  e s t a b l i s h e d  Lo b e  a l a r g e  s e m i - p u b l i c  

b a n k ,  n o r  t h a t  i t  w a s  t o  p r o v i d e  b e n e f i t  p r o g r a m s .  I t  w a s
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a r g u e d  t h a t  i t  w a s  a  d e v i c e  t o  m e e t  t h e  p r o b l e m  o f  a  r e v e n u e  

b a l l o o n  t h a t  t h e  g o v e r n m e n t  d i d  f a c e  a n d  t h a t  w o u l d  p r o v i d e  

f u n d s  a t  a m u c h  l a t e r  t i m e  t o  s u p p o r t  b a s i c  s e r v i c e s  w h e n  —  

s i n c e  t h e  t a x  b a s e  f o r  t h e  S t a t e  w a s  n o t  o t h e r w i s e  t h e r e .

I ' v e  m e n t i o n e d  t h e  p o p u l a r i t y  o f  p o s i t i o n s  i n v o l v i n g  i n v e s t i n g  

i n  A l a s k a  a n d  g e t t i n g  t h e  P e r m a n e n t  F u n d  i n v o l v e d  i n  —  i n t o  

s o c i a l  p r o g r a m s .  I t  s e e m s  t o  m e  t h a t  i s  e n t i r e l y  a p r o v i n c e  

f o r  t h e  L e g i s l a t u r e  a n d  n o t  f o r  t h e  P e r m a n e n t  F u n d .

C e r t a i n l y  t h e r e  i s  a  m a j o r  n e e d  f o r  p u b l i c  e d u c a t i o n  o n  s o m e  

o f  t h e  b a s i c  e c o n o m i c  p r i n c i p l e s  t h a t  t h e  C h a i r m a n  h a s  

e s p o u s e d  a n d  I w o u l d  e n c o u r a g e  ^ o u  t o  h a n g  t o u g h  o n  y o u r  

o r t h o d o x  lir.e t o  t h e  e x t e n t  y o u ' r e  w i l l i n g  t o  s t a y  

o r t h o d o x .  A n d  l e t  m e  m a k e  a c o m m e n t  a b o u t  t h e  n a t u r e  o f  

p u b l i c  o p i n i o n  o n  t h i s  i s s u e  w h i c h  i s  t h a t  I t h i n k  p u b l i c  

o p i n i o n  s u p p o r t s  o r t h o d o x  p o s i t i o n s  o n  t h e  P e r m a n e n t  F u n d  b u t  

o n c e  y o u  o p e n  t h e  d o o r  - o n c e  y o u  —  i f  y o u  d e c i d e  y o u ' r e  

g o i n g  t o  l e t  h o u s i n g  i n  a n d  t o  a p r e f e r r e d  p o s i t i o n ,  t h e n  

e v e r y  c i t i z e n  i s  g o i n g  t o  s e e  t h a t  h i s  o n l y  c h a n c e  o f  g e t t i n g  

a s h a r e  o f  t h i s  i s  t o  g e t  h i s  f e e t  i n  t h e  s a m e  t r o u g h  s o  

y o u ' r e  g o i n g  t o  h a v e  a n  e r o s i o n  i n  t e r m s  o f  p u b l i c  o p i n i o n  

w h i c h  w o u l d  s u p p o r t  a  c o n s e r v a t i v e  a n d  o r t h o d o x  a p p r o a c h  t o  

P e r m a n e n t  F u n d  a c t i v i t y .  T h e  P e r m a n e n t  F u n d  i s  ^ o t  s e t  u p .

I t s  a c c o u n t a b i l i t y  s t r u c t u r e  i s  w r o n g  t o  e n g a g e  i*. - o c i a l  

p r o g r a m s  a n d  I i n c l u d e  h o u s i n g  p o l i c y  a s " o n e  o f  t h e  s o c i a l  

p r o g r a m s  w h i c h  I h e a r  b e i n g  d a b b l e d  w i t h  t o d a y  a n d  I t h i n k  t h e

J cAssociates
P O  B O X ? ©  • D O U G L A S .  A L A S K A  D 9 B ? 4  

J U D V  J O N t S
P a g e  1 7 3



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

L e g i s l a t u r e  c a n  i n d e p e n d e n t l y  a d d r e s s  h o u s i n g  b u t  ‘d o n 't  s u c k  

i n  t h e  P e r m a n e n t  F u n d .  I s e e  n o t h i n g  w r o n g  w i t h  t h e  P e r m a n e n t  

F u n d  b u y i n g  A l a s k a  m o r t g a g e s  a t  e s t a b l i s h e d  m a r k e t  r a t e s  

m e e t i n g  t h e  m a r k e t  t e s t  b u t  n o t  g e t t i n g  i n t o  t h e  s u b s i d y  

b u s i n e s s .  I s u p p o s e  i f  y o u  d o  d e c i d e  t o  g e t  i n t o  t h a t  

b u s i n e s s ,  y o u  o u g h t  t o  t h i n k  a b o u t  a m e n d i n g  t h e  s t a t u t e  t o  

p u t  r e p r e s e n t a t i v e s  o f  r e n t e r s  t i t u t i o n s  o n  t h e  B o a r d  a n d  

a l l  t h e  t n i n g s  t h a t  g o  a l o n g  w i t h  a  s o c i a l  p o l i c y  i n  t e r m s  o f  

r e p r e s e n t a t i o n  i n  t h e  m a k i n g  o f  a p o l i c y .  T h e  L e g i s l a t u r e  is 

t h e r e  t o  a d d r e s s  t h e  s o c i a l  n e e d s ,  w h e t h e r  o f  t h e  e c o n o m y  o r  

o f  p r i v a t e  p e r s o n s  a n d  t h a t  k i n d  o f  m a n a g e m e n t  b e l o n g s  i n  t h e  

p o l i t i c a l  a r e n a ,  n o t  w i t h  t h e  P e r m a n e n t  F u n d ,  w h i c h ,  o n c e  i t  

s t a r t s  i n t o  t h a t ,  p o s e s  a d a n g e r  o f  b e c o m i n g  a c o m p e t i n g  

g o v e r n m e n t  w i t h  t h e  e s t a b l i s h e d  g o v e r n m e n t .  T h e r e f o r e ,  a s  

f a r  a s  P e r m a n e n t  F u n d  p o l i c y  r e c o m m e n d a t i o n s ,  f i r s t ,  o n l y  i n  

A l a s k a ,  o n l y  i n  p r u d e n t  i n v e s t m e n t s  a n d  e v e n  t h e n  o n e  n e e d  

b e  c a r e f u l  a b o u t  i n v e s t i n g  i n  p r u d e n t  i n v e s t m e n t s  t o  t h e  p o i n t  

w h e r e  t h e  P e r m a n e n t  F u n d  b e c o m e s  t h e  d o m i n a n t  f i n a n c i a l  

i n s t i t u t i o n  i n  t h e  f i e l d .  Y o u  h a v e  a  r i s k ,  ther., o f  t h a t  

e x t e n d i n g .  S e c o n d l y ,  y o u  d e f i n i t e l y  s h o u l d  a c c u m u l a t e  e a r n i n g  

s u f f i c i e n t  t o  a c c o u n t  f o r  t h e  d e p r e c i a t i o n  o f  y o u r  a s s e t s  

c a u s e d  b y  i n f l a t i o n .  A n d  t h i r d l y ,  I w o u l d  s a y  t h a t  w i t h  

r e s p e c t  t o  y o u r  r e a l  i n c o m e ,  d o n ' t  m e s s  w i t h  i t .  L e t  t h e  

L e g i s l a t u r e  d e c i d e  w h a t  i t  w a n t s  t o  d o  w i t h  i t  I "  y o u  

c o n c e n t r a t e  o n  j u s t  p r o d u c i n g  t h a t  i n c o m e ,  t h e r e ' s  y o u r
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a c c o u n t a b i l i t y  a n d  w h a t  y o u  h a v e  p r o d u c e d  w i t h  t h a t .  I f  y o u  

g e t  i n v o l v e d  i n  s o c i a l  p o l i c i e s ,  i t ' l l  f o u l  u p  t h e  

a c c o u n t a b i l i t y  o f  t h e  P e r m a n e n t  F u n d  m a n a g e m e n t .  N o w ,  a s  a  

l a s t  p o i n t ,  l e t  m e  s a y  I a s s u m e  t h a t  i t  m a y  b e  i m p o s s i b l e  f o r  

y o u  t o  d o  t h a t .  Y o u  m a y  g e t  s u c k e d  i n t o  t h i n g s  l i k e  d i v i d e n d  

p r o g r a m s  w h i c h  —  o r  d i s t r i b u t i o n s  w h i c h  a r e  n o t  s t r i c t l y  

i n v o l v e d  i n  e a r n i n g s .  A n i ,  i n d e e d ,  I s u p p o s e  t h e  L e g i s l a t u r e  

i n d e p e n d e n t l y  h a s  t o  a d d r e s s  s o m e  o f  t h o s e  t h i n g s .  I, u n l i k e  

a  s p e a k e r  y o u ' v e  a l r e a d y  —  o r  a  n u m b e r  o f  s p e a k e r s ,  I d o n ' t  

t h i n k  t h a t  d i r e c t  c a s h  b e n e f i t s  a r e  d e s i r a b l e .  I t h i n k  t h e y  

w o u l d  h a v e  a h i g h l y  a d v e r s e  e f f e c t  i n  t e r m s  o f  n a t i o n a l  

p o l i c i e s  w h i c h  i n f l u e n c e  o u r  f u n d i n g  i f  w e  g e t  i n  t h e  b u s i n e s  

o f  h a n d i n g  o u t  d o u g h .  I d o  t h i n k  t h a t  t h e r e ' s  a p o t e n t i a l ,  

a n d  h e r e  I ' m  r e a l l y  t a l k i n g  t.o t h e  L e g i s l a t u r e  r a t h e r  t h a n  

t h e  P e r m a n e n t  F u n d  b e c a u s e  I d o n ' t  t h i n k  P e r m a n e n t  F u n d  

m a n a g e r s  o u g h t  t o  g e t  i n t o  t h i s  b u s i n e s s ,  b u t  I t h i n k  t h e r e ' s  

a  c h a n c e  t o  m a k e  a  f r e s h  s t a r t  i n  t e r m s  o f  e n c o u r a g i n g  

c o n s u m e r  c h o i c e .  I f e e l  u n c o m f o r t a b l e ,  b u t  i n  t h i s  s e n s e  I ' m  

i n  somt w h a t  a l l y i n g  m y s e l f  w:.th M i l t o n  F r i e d m a n  i n  t h e  s e n s e  

o f  t h e r e  a r e  a l o t  o f  c o n s u m e r  c h o i c e s  t h a t  c a n  b e  m a d e  i n  

t e r m s  o f  t h e  d i s t r i b u t i o n s  t h a t  y o u  m a k e  r a t h e r  t h a n  d o i n g  

g o v e r n m e n t  b u r e a u c r a c i e s  o f  e s t a b l i s h i n g  w a r r a n t s  —  I m e a n  

I h e a r d  A r l o n  a n d  o t h e r s  t a l k  a b o u t  m a k i n g  s o m e  k i n d  o f  

d i s t r i b u t i o n .  D o  i t  i n  c a s e  o f  w a r r a n t s  a n d  d o  i t ,  a s  f a r  

a s  I ' m  c o n c e r n e d ,  t o  m e e t  n e s d s  w h i c h  a r e  a l r e a d y  e s t a b l i s h e d
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a s  g o v e r n m e n t a l  n e e d s ,  n o t  f o r  f r e s h  t y p e s  o f  g o v e r n m e n t  

e n t i t l e m e n t .  T h a t  w a y  t h e r e ' s  a  d o u b l e  b e n e f i t .  N o t  o n l y  

d o e s  t h e  p e r s o n  g e t  t o  e x e r c i s e  h i s  c o n s u m e r  c h o i c e  i n  

p u r s u i n g  w h a t  t h a t  m i g h t  b e ,  l e t ' s  s a y ,  b u t  a l s o  i t  w i l l  

h e l p  m e  b e c a u s e  t h a t  p e r s o n  w i l l  b e  b u y i n g  i n t o  a n  a c t i v i t y  

w h i c h  o t h e r w i s e  I m a y  b e  c a l l e d  u p o n  t o  s u p p o r t  t h r o u g h  

t a x a t i o n .  F u r t h e r ,  y o u  m u s t  —  I d o  t h i n k  y o u  s h o u l d  c o n s i d e r  

t h e  f e d e r a l  t a x a b i l i t y  o f  d i s t r i b u t i o n s .  I d o n ' t  t h i n k  

t h e r e ' s  a n y  d o u b t  t h a t  a d i r e c t  c a s h  d i s t r i b u t i o n  i s  f e d e r a l l y  

t a x a b l e  a n d  I t h i n k  t h a t  t h e r e  a r e  a n u m b e r  o f  n e e d s  vrhich 

c o u l d  b e  m e t ,  m a y b e  a m o n g  t h e  f i r s t  o f  w h i c h  i s  a n e e d  f o r  a 

s u p p l e m e n t a l  r e t i r e m e n t  b e n e f i t  w h i c h  w o u l d  b e  t a x a b l e  w h e n  

r e c e i v e d  b u t  n o t  t a x a b l e  i m m e d i a t e l y  a n d  I r e g r e t  t h a t  t..e 

e x i s t i n g  d i v i d e n d  p r o g r a m  i s  n o t  f r a m e d  a s  a  r e t i r e m e n t  

p r o g r a m  b e c a u s e  I t h i n k  i t  w o u l d  b e  m u c h  m o r e  l i k e l y  t o  b e  

u p h e l d  c o n s t i t u t i o n a l l y  t h a n  .the p r o g r a m  n o w  b e f o r e  t h e  

C o u r t .  H a v i n g  b e e n  r u n  i n t o  b y  u n i n s u r e d  m o t o r i s t s  t w i c e  

w i t h i n  t h e  l a s t  y e a r  a n d  f i n d i n g  t h a t  u n i n s u r e d  m o t o r i s t  

c o v e r a g e  d o e s  n o t  i n c l u d e  t h e  d a m a g e  t o  m y  c a r ,  I t h i n k  i t ' s  

p o s s i b l e  f o r  y o u  t o  s e t  u p  a  d i s t r i b u t i o n a l  b e n e f i t  p r o g r a m  

w h i c h  w o u l d  a l l o w  p e o p l e  t o  a c q u i r e  s o m e  b a s i c  m i n i m u m  o f  

i n s u r a n c e  w h i c h  w o u l d  b e  a n  e q u i t a b l e  w a y  a n d  p r o b a b l y  a  n o n -  

t a x a b l e  w a y  o f  d i s t r i b u t i n g  a b e n e f i t .  T h e  s a m e  t h i n g  a p p l i e s  

t o  t h i n g s  l i k e  a  h e a l t h  i n s u r a n c e  a n d  w e ' r e  a l r e a d y  i n t o  t h a t  

p a r t l y  i n  t e r m s  o f  t h e  e d u c a t i o n a l  p r o g r a m .  H o u s i n g  i s  a m o n g
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t h e  w o r s t  p r o g r a m s  t h a t  y o u  c o u l d  g e t  i n t o ,  b u t  i f  y o u  d i d  I 

c e r t a i n l y  w o u l d n ' t  w a n t  y o u  t c  d o  i t  o n  t h e  b a s i s  t h a t  i s  

i n v o l v e d .  T o  g i v e  y o u  a  — • it: i s  t h e  w o r s t  i n  t e r m s  o f  t h e  

d i s t r i b u t i o n s . l  i n e q u i t y  t h a t  i s  i n v o l v e d  i n  t h a t  k i n d  o f  

d i s t r i b u t i o n . ,  I t ' s  o n l y  a  s m a l l  n u m b e r  o f  p e o p l e  a t  a n y  

p a r t i c u l a r  y e a r  t h a t  a r e  g o i n g  t o  b e  a b l e  t o  g e t  i n  a n d  I 

l o o k  a r o u n d  a t  m y  f r i e n d s  g e t t i n g  i n t o  t h i s  m a r k e t  t o  s o m e  

e x t e n t  w e  a r e  c o m p e l l e d  t o  g e t  i n t o  i t  b e c a u s e  y o u ' v e  g o t  t o  

t a k e  a d v a n t a g e  o f  t h e  s u b s i d y  t h a t ' s  t h e r e .  I t h i n k  y o u  w i l l  

f i n d  i t  i s  n o t  p e o p l e  t h a t  d o n ' t  h a v e  h o u s i n g  t h a t  a r e  m o v i n g  

i n t o  t h e  h o u s i n g  m a r k e t .  I t  i s  p e o p l e  t h a t  a r e  a l r e a d y  w e l l  

h o u s e d  b u t  d e c i d e  t h a t  t h e y  w a n t  t o  m o v e  i n t o  a  n e w  h o u s e .

I w o u l d  s u p p o s e  t o  i l l u s t r a t e  t h e  —  w h a t  w o u l d  h a p p e n  i f  y o u  

m a d e  i t  a:i e q u i t a b l e  p r o g r a m ,  I s u p p o s e  y o u  c o u l d  i s s u e  a  

c e r t i f i c a t e  w i t h  w a r r a n t s  f o r  a  s h e l t e r  a l l o w a n c e  a n d  t h o s e  

p e o p l e  t h a t  w a n t e d  t o  t a k e  t h a t  w a r r a n t  o r  c e r t i f i c a t e  a n d  

p l e d g e  ic. t o  a h o u s i n g  l e n d e r  s o  t h a t  t h e y  c o u l d  b u i l d  a 

h o u s e  w c u l d  b e  w e l c o m e  t o  d o  s o  a n d  o t h e r s  o f  u s  t h a t  d i d n ' t  

f e e l  o r  w a r e  h a p p y  w i t h  t h e  h o u s e  w e  n o w  h a v e  b u t  w o u l d  l o v e  

t o  h a v e  a s h e l t e r  a l l o w a n c e  w o u l d  c l i p  t h e  c o u p o n  a n d  j u s t  

s i m p l y  c o l l e c t  a n  e q u i v a l e n t  t o  t h a t .  T h a t  w o u l d  b e  a  m o r e  

e j u i t a b l e  w a y  t o  d o  i t  a n d  I t h i n k  a t  t h e  m o m e n t  i t ' s  a  v e r y  

d a m a g i n g .  I g u e s s  t h a t ' s  p r o b a b l y  e n o u g h .  I t h i n k  y o u  s h o u l d  

l o o k  a t  w h a t  w o u l d  h a p p e n  i f  y o u  g o t  i n t o  —  o n c e  y o u  o p e n  

t h e  d o o r  a n d  r e l a t e  t h a t  t o  t h e  c e i l i n g  o n  e x p e n d i t u r e s  w h i c h
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i s  b e i n g  a d o p t e d .  I t  t h e  c e i l i n g  i s  a d o p t e d  a n d  y o u  o p e n  t h e  

d o o r ,  y o u ' r e  g o i n g  t o  f i n d  t h e  L e g i s l a t u r e  i s  g o i n g  t o  c r o w d  

i n  a l l  o t h e r  k i n d s  o f  s o c i a l  p u r p o s e s  a s  t h e y  f e e l  t h e  

p r e s s u r e  f r o m  t h e  c e i l i n g  l i d .  L a s t l y ,  I t h i n k  o n e  o f  t h e  

t h i n g s  w r o n g  w i t h  t h e  P e r m a n e n t  F u n d  w a s  t h e  a m o u n t  o f  

d e d i c a t i o n  t h a t  w a s  i n v o l v e d .  I t  f a i l e d  t o  r e f l e c t  w h a t  

p e o p l e  d i d  't k n o w  a t  t h e  t i m e  w a s  g o i n g  t o  b e  a  v e r y  l a r g e  

b a l l o o n  a t  t h e  b e g i n n i n g  a n d  t h a t  t h a t  b a l l o o n  w o u l d  g r a d u a t e  

o u t  a n d  I t h i n k  a  m u c h  l a r g e r  p r o p o r t i o n  o f  t h e  o i l  r e v e n u e s  

s h o u . l d  b e  d e d i c a t e d  i n  t h e s e  e a r l i e r  y e a r s  b u t  I g u e s s  t h d t  

c a n  o n l y  b e  d o n e  b y  l e g i s l a t i v e  a c t i o n  a n d  p r o b a b l y  o n l y  

a n n u a l l y .  T h a n k  y o u ,  j.ir.
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