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B Y  T H E  R U L E S  C O M M I T T E E  B Y
IN T H E  S E N A T E  R E Q U E S T  O F  T H E  G O V E R N O R

S E N A T E  B I L L  NO. 218 

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to p u r c h a s e  o f  f o r e i g n  i n v e s t m e n t s

b y  the 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 ."

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

* S e c t i o n  1. A S  3 7 . 1 3 . 1 2 0 ( g ) ( 8 )  is a m e n d e d  to read:

(8) d o m e s t i c  c o r p o r a t e  d e b t  s e c u r i t i e s  t h a t  [ W H I C H ]  a r e  

r a t e d  A A  o r  b e t t e r  b y  a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  s e r v i c e , o r  

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

*  Sec. 2. A S  37.13.120( g ) (19) is a m e n d e d  to read:

(19) c e r t i f i c a t e s  o f  d e p o s i t ,  t e r m  d e p o s i t s ,  o r  b a n k e r s '  

a c c e p t a n c e s ,  w h i c h  a r e  i s s u e d  b y  a U n i t e d  S t a t e s  o r  f o r e i g n  b a n k  o r  

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

U n i t e d  S t a t e s  or f o r e i g n  c u r r e n c y ,  i f  e i t h e r  (A) t h e y  m a y  b e  r e a d i l y  

s o l d  in a s e c o n d a r y  m a r k e t  a t  p r i c e s  r e f l e c t i n g  f a i r  v a l u e ,  o r  (B) t h e  

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

i s s u e  e q u a l i n g  at l e a s t  $ 1 0 0 , 0 0 0 , 0 0 0  [ $ 5 0 0 , 0 0 0 , 0 0 0 ] ;  i n v e s t m e n t s  m a d e  

u n d e r  t h i s  p a r a g r a p h  a r e  n o t  s u b j e c t  to t h e  c o l l a t e r a l  r e q u i r e m e n t s  

f o r  d o m e s t i c  c e r t i f i c a t e s  u n d e r  (m) o f  t h i s  s e c t i o n ;

*  Sec. 3. A S  3 7 . 1 3 . 1 2 0 ( g )  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  t o  r e a d :

(21) s e c u r i t i e s  o f  f o r e i g n  g o v e r n m e n t s ,  f o r e i g n  g o v e r n ­

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

o r  t h e  i n t e r e s t  o r  d i v i d e n d s  o n  w h i c h  are, p a y a b l e  i n  e i t h e r  U n i t e d  

S t a t e s  d o l l a r s  o r  f o r e i g n  c u r r e n c i e s .

*  Sec. 4. A S  3 7 . 1 3 . 1 2 0 ( h )  is a m e n d e d  to r e ad:

S B 0 2 1 8 a  - 1 -  SB 2 1 8

COMMITTEE COPY.
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{10 T h e  b o a r d  m a y  filter i n t o  f u t u r e  c o n t r a c t s  f o r  t n e  s s l n  of

i n v e s t m e n t s  p u r c h a s e d  u n d e r  (g) of. t h i s  s e c t i o n ,  o r  f o r  t h e  s a l e  o f

foreign c u r rencies, only for the purpose of hedging e:i existing e q u i v­

alent ownership position in these investments [ S E C U R I T I E S ] .

* Se c .  5. A S  3 7 . 1 3 . 120(i) is a m e n d e d  to rea d :

(1) A t  the t i m e  of e a c h  i n v e s t m e n t , t h e  a g g r e g a t e  i n v e s t m e n t  of 

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

n o t  e x c e e d  che f o l l o w i n g  s t a t e d  p e r c e n t a g e  o f  t h e  t o t a l  i n v e s t m e n t s  of 

the. fund: m o r t g a g e s  u n d e r  ( g ) ( 1 6 )  o f  this s e c t i o n ,  15 p e r c e n t ;  r e a l  

e s t a t e  i n v e s t m e n t s  u n d e r  ( g ) (20) o f  t h i s  s e c t i o n ,  15 p e r c e n t ;  f o r e i g n  

c e r t  if i c a t e s  of: d e p o s  i t. f o r e i g n te d e p o s its, an d  f o r e i g n  b a n k e r s '

a c c e p t a n c es (OR T H E  E Q U I V A L E N T ]  u n d e r  ( g ) (19) o f  t h i s  s e c t i o n ,  20

p e r c e n t ; s e c u r i t ies oi fore i gn gpvsrtiKenta_, gorgiga. >^v«rtuae^n.?. 1

a g e n c i e s, a n d  f o r e i g n  c o r p o r a t i o n s  u n d e r  a n d  ( 2 1 ) o f  t h i s

s e c tion. 20 p e r c e nt; d o m e s t ic c o r p o r a t e  s t o c k s  a n d  d e b t  s e c u r i t i e s

u n d e r  ( g ) ( 8 ) ,  (9), a n d  (18) o f  t h i s  s e c t i o n ,  50 p e r c e n t .  T h e  A l a 3 k s  

p ermanent: f u n d  m a y  at nc t i m e  o w n  m o r e  t h a n  f i v e  p e r c e n t  o f  the v o t i n g  

s t o c k  o f  a c o r p o r a t i o n .  D o m e s t i c  s t o c k s ,  e x c e p t  f o r  b a n k  a n d  i n s u r­

a n c e  c o m p a n y  s t o c k s ,  m u s t  be l i s t e d  a t  t h e  d a t e  of p u r c h a s e  on a v .  

e x c h a n g e  r e g i s t e r e d  w i t h  t h e  S e c u r i t i e s  a n d  Exchange. C o m m i s s i o n .

- 2 -
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STATE OF ALASKA 1987 LEGISLATIVE SESSION 
FISCAL NOTE

Revision Date: 3 '■£> '?-£■?<=>/</
FISCAL DETAILREQUEST_________________________________

Bill/Resolution No; ~~~
Title: An Act relating"to purchase of 
foreign securities by PFC

Sponsor: Rules
Requestor: Governor___________________
Date of Request: March 12, 1987______

EXPENDITUP.ES/P.EVENUES: (Thousands of Dollars)

Agency Affected: Revenue_______
BRU: Permanent Fund Corporation

Components: Operating

I FV 87 I FY 88 I FY~89~ I FY 90 | FY 91 T T T T T
I OPERATING T T

PERSONAL SERVICES 1 T ' - -T " " - 1 1 1
1 TRAVEL i 1 - 1 - 1 1 - 1 -

CONTRACTUAL 1 - 1 35.0 I 500.0 1 500.0 1 500.0 I 500.0
SUPPLIES 1 - 1 - i - 1 - ! - i
EQUIPMENT 1 - 1 - 1 - 1 - ! - 1

1 LANDS S STRUCTURES 1 - 1 - 1 - 1 1 - 1
GRANTS, CLAIMS 1 - 1 - 1 - 1 - 1 1
MISCELLANEOUS ! - 1 - I - 1 - 1 - 1

TOTAL OPERATING 1 - 1 35.0 1 500.0 1 500.0 1 500.0 I 500.0

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
I GENERAL FUND
I FEDERAL FUNDS
I OTHFP. I
I TOTAL |

35.0
35.0

500.0
500.0

500.0-
500.0

500.0
500.0

500.0
500.0

POSITIONS:
I FULL-TIME 
I PART-TIME 
I TEMPORARY

ANALYSIS:

FY 88 - Contractual for Manager Search

FY 89 - FY 92 Management Fees J

Prepared By: Poyce Well entry request of PFC
Division: Office of the ssioner

Approved by Commissioner: Hugh Mai on 
Agency: Department of Revenue

Phone: 465-2300
Date: March 12, 1957"

Date: 3,

Distribution (by Agency preparing fiscal note): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)

7

P/16/86



March 25, 1987

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V  
Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill relating to the 
purchase of foreign investments by the board of trustees 
of the A las ka Permanent Fund. The bill specifically p e r­
mits the purchase of foreign securities by the board.

Returns from foreign investment have exceeded those from 
investments in the United States over most recent 10-year 
periods. In addition, the United States represents less 
than one-half of the world's equity capitalization, and 
that share is declining as foreign economies experience 
more rapid long-term growth. No one national m a r k e t  c o n­
sistently produces superior or inferior returns, and for­
eign securities markets  exhibit a low correl a t i o n  w i t h  the 
U.S. market. Consequently, the ability to invest in those 
foreign securities will reduce overall p ortfolio risk 
while providing an increased return when compared to a 
portfolio of solely U.S. equities.

In sec. 2 of the bill, capital and surplus requirements 
are reduced in recognition of di fferent international ac­
counting conventions. For example, it has been reported 
in Barron's National Business and Financial Weekly t h a t , 
if U.S. regulators required U.S. banks to establish a m o d­
est 10 perce nt reserve against their loans to the six m a­
jor Latin A m e rican debtors, it would cost Chase M a n h att an 
Bank $4.82 a share this year and Man ufacturers Hanover Trust 
Co. more than twice that amount. O n  the other hand, some 
German banks reserve more than 30 percent against 
lesser-developed-country loans. If w e  were to require 
$500,000,000 in capital and surplus of all foreign banks,



H on .  J a n  F a i k s P a g e  2

<F

w e  mi ght be forced to eliminate investments in banks with 
smaller reported capital but very large unreported r e­
serves, which might make them some of the safest banks in 
the world.

incere

'eve Cowper 
'Governor 
</





ALASKA STATE LEGISLATURE
. .Legislature A ?P .. .Session

SENATE. . .  P .IW *.................. NO. .2 IS  .

By . m  . m s s .  .COMMITTEE. B Y .. 
REQUEST OF THE GOVERNOR
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p e rm an en t f u n d . "

Introduced in the Senate .. 3 /2 7 ...............19 8 7 .. . .

HISTORY IN THE SENATE
19 87 Read first time and referred
5
3
Y

3V
27 Reported back with y . 7 ?  .recommendation that

Read second time and

Read third time and

PASSED Effective Date 
Yeas Yeas Nays Nays Excused Excused Absent Absent
Reconsideration Reconsideration not taken up
PASSED Effective Date 
Yeas Yeas Nays Nays Excused Excused Absent Absent
Reported correctly engrossed Signed by President Sent to House

SECRETARY OF THE SENATE

HISTORY IN THE HOUSE
Read first time and referred to Committee on

Reported back with recommendation that

Read second time and

Read third time and

PASSEDYeasNaysExcusedAbsent

Effective DateYeasNaysExcusedAbsent
Reconsideration Reconsideration not taken up
PASSEDYeasNaysExcusedAbsent

Effective DateYeasNaysExcusedAbsent
Reported correctly engrossed Signed by Speaker Returned to Senate

CHIEF CLERK OF THE HOUSE

HISTORY IN THE SENATE
Received from House

To enrolling

Reported correctly enrolled

Sent to Governor

by Governor

Chapter No.

Filed with Lt. Governor



R E Q U E S T : ________________________

S T A T E  O F  A L A S K A

1 9 8 8  L E G I S L A T I V E  S E S S I O N

BILL VERSION:
PUBLISH DATE:

SB 218

F I S C A L  N O T E

Revision Date:__________________________
Title: A n  Act relating to purchase of

f o r e i g n  s e c u r i t i e s  h v  PFC.______________

Sponsor: R u l e s ________________________________

Agency Affected: Revenue
BRU : Permanent Fund CorporaM rm

Requestor: G o v e r n o r
Components :.

E X P E N D I T U R E S / R E V E N U E S :  (Thousands of Dollars)

OPERATING

P E R S O N A L  SERVICES

T RAV E L

CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAI M S

T O T A L  O P E R A T I N G

CAPITAL - - - . - -

REVENUE - — — — _ -  i
FUNDING: (Thousands of Dollars)
GENERAL FUND FEDERAL FUNDS OTHER TOTAL

- - - - — -

- - - - - -

- 35.0 500.0 500.0 500.0 500.0
- AM, 5 sno.n ________m o ______

P O S I T I O N S :

FULL-TIME

PART-TIME

T E M P O R A R Y

- - ' - - — —

- - - - — —
- - - - -

ANALYSIS : (Attach a separate page if necessary)
FY 89: Contractual services for manager search.

FY 90 - FY 93: Management fees.

Prepared by: 
Division: _

Alaska Permanent Fuijd Corporation

~

i n e n t F u n d C o r p o ,

Approved by Commissioner: David A . Rose . Exec. D irector
Agency: A la s k a  Permanent Fund r.nrpnraHnn  ----------- -
Distribution (by preparer): jr ,r1 [:£ ! . ,Vj J ' ». ! \Legislative Finance h ’ i  \ y j  JL./. |j j

Legislative Sponsor I *'v-'y
Requestor Vita r- ;p  t
Office of Management and Budget ' -  ~ 1Impacted Agency(ies)

i — it! '■'i .i,”:"” ,-m * r *

Phone:, *65.-20*Z _
Date: February 8, 1988

"Date: February 8, 1988
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1986 WORLD

E Q U I T I E S  ( $ 5 . 6  Trillion)

3 9 . 0 %  

U . S .

2 7 . 0 %

E u r o p e /

O t h e r

3 4 . 0 %  

J a p a n /  

F a r  E a s t

S o u r c e :  J.P. M o r g a n  I n v e s t m e n t

CAPITAL MARKETS

B O N D S  ( $ 7 . 4  Trillion)

4 4 . 0 %  

U . S .

3 1 . 0 %  

E u r o p e /  

O t h e r

2 0 . 0 %  

J a p a n /  

F a r  E a s t

5 . 0 %  International 

D o l l a r  D e n o m i n a t e d

prepared b y  Fkrnvsnept
Corporcdi'̂ n



T O T A L  A N N U A L  R E T U R N  ( U . S .  D O L L A R S )

H o n g
Australia K o n g  Japan Singapore C a n a d aG e r m a n y

Switzer­
land U.K. Australia

1 9 7 7 2 5 . 8 2 8 . 7 5 8 . 0 11.9

1 9 7 8 2 6 . 9 2 1 . 9 1 4 . 6 2 1 . 8

1 9 7 9 ( 2 . 2 ) 12.1 2 2 . 1 4 3 . 6

1 9 8 0 | ( 7 . 3 ) 4 1 . 1 5 5 . 3

1 9 8 1 ( 8 . 2 ) ( 9 . 5 ) (10.6) M
1 9 8 2 1 2 . 3 3 . 4 9 . 2 (22.6)

1 9 8 3 2 5 . 9 19.3 1 7 . 2 5 6 . 0

1 9 8 4 ( 3 . 8 ) (11.1) 5 . 4 (12.6)

1 9 8 5 1 4 0 . 9 1 0 8 . 9 5 3 . 4 2 1 . 0

1 9 8 6 3 7 . 2 3 4 . 3 2 7 . 1 4 3 . 8

! B E S T  P E R F O R M E R

18.5

15.9

5 3 . 3

3 0 . 3

5.9

45.1

2 8 . 5

6 2 . 8

15.8 18.3

( 0 . 5 )  (16.7)

2 4 . 9  3 1 . 7  

17.1

4 3 . 9  

9 9 . 7

( 2 . 1 )

2 0 . 4  

5 1 . 8  

2 2 . 6  

(10.7)

2.4

3 3 . 4  

( 7 . 6 )  

16.1

4 5 . 2

W O R S T  P E R F O R M E R

S & P
5 0 0

( 7 . 2 )

18.5

3 2 . 4  

( 4 . 9 )

2 1 . 5  

2 2 . 4

6.2

3 1 . 7

18.2
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U.S. INTERNATIONAL EQUITY MARKET 
PERFORMANCE COMPARISON 

M.S.C.I. EAFE INDEX vs. STANDARD & POOR’S 500
8 0 0

6 0 0  -

4 0 0  -

2 0 0  -

M.S.C.I. E A F E  Index 

S & P  5 0 0

1 7 4

1 2 4

0
Ten Year 12/80 1 2 /8 1
P e r i o d s  Ending:

9 9  9 1

6 4 0

3 5 5

2 9 8 2 9 8
2 8 0

1 2 /8 2  12 /8 3  12 /8 4  12 /8 5  12/8 6



Components of The MSCI Europe, Australia, 
Far East (EAFE) Index December 31, 1986

Belgium 1.1% 

France 4 . 4 %

J a p a n  5 3 . 8 %

Australia 2 . 5 %

H o n g  K o n g  1.5% 

Singapore/Malaysia 0 . 9 %  

United K i n g d o m  13.3%

G e r m a n y  8 . 0 %

Italy 4 . 3 %

Netherlands 2 . 7 %

Spain 1.2%

S w e d e n  1.5%

Switzerland 3 . 9 %

Austria, Denmark, Norway 0.9%

T o t a l  C a p i t a l i z a t i o n  

U . S .  $ 2 , 0 5 3 . 4  Billion

Source: Morgan Stanley Capital International



INTERNATIONAL EQUITY MARKETS 
ANNUALIZED RETURNS IN U.S. DOLLARS

1970 -  1986

2 1 . 9

U . S .  J a p a n  U . K .  G e r m a n y  N o n - U . S .



INTERNATIONAL EQUITY MARKETS 
ANNUALIZED LOCAL AND CURRENCY RETURNS 

1970 - 1986
£3 L o c a l  R e t u r n  ®  C u r r e n c y  I m p a c t  V e r s u s  U . S .  D o l l a r

1 6 . 2

- 2 . 8

U . S .  J a p a n  U . K .  G e r m a n y  N o n - U . S .



INTERNATIONAL EQUITY MARKETS 
STANDARD DEVIATION OF RETURNS IN U.S. DOLLARS

1970 - 1986

2 7 . 7

1 5 . 8

2 3 . 2

l i P i

XXXXX a]

2 0 . 4

************

1 6 . 3

W . V A *

I:*:*:*:

&&5S5

1 3 . 9

U . S .  J a p a n  U . K .  G e r m a n y  N o n - U . S .  W o r l d



CORRELATION OF RETURNS 
BETWEEN U.S. AND MAJOR FOREIGN MARKETS

5 0  

4 0  

3 0  

2 0  

1 0  

0
C a n a d a  S w i t z e r l a n d  F r a n c e  S i n g a p o r e  J a p a n  E A F E  

N e t h e r l a n d s  U.K. A u s t r a l i a  G e r m a n y  H o n g  K o n g  

E A F E :  Europe, Australia, a n d  Far Eas t Index
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INTERNATIONAL FIXED INCOME MARKETS 
ANNUALIZED LOCAL AND CURRENCY RETURNS 

1970 - 1986
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T H E  I M P O R T A N C E  O F  I N V E S T I N G  G L O B A L L Y  I N  A  8 H R I N K I N G  W O R L D

Why foreign investments? This is a ques tion w hich  

wouldn't even have arisen 20 years ago. In 1967, the United 

States' financial markets represented over two-thirds of the 

world's equity m arket capitalization, and t h e  U n i t e d  States 

was the world's unquestioned financial and industrial l e a d­

er. By the end of 1987, it r epresented  only 33% of the 

world's equity m arket capitalization, and m a n y  economists 

predict that this percentage will continue to shrink.

T he world's investable capital markets, excl uding cash 

and real estate, totaled some $13 t rillion at the end of 

December 1986. The world fixed-income markets amounted to 

some $7.4 trillion while the world equity m a r kets totaled 

$5.6 trillion. Some statisticians are p roj ecting that by 

the year 2000, w orld GNP will be over $15 trillion, with 75% 

outside the United States.

With the breakdown of exchange controls and rapid 

technological advances in communications, t h e  internati on­

alization of the world's financial markets has been p r o­

ceeding at a rapid pace. To put into perspe c t i v e  the 

magnitude of these changes, one only has to consider that in 

1973 television news in J uneau was delayed at least a day

1



and all scheduled programs were delayed a week. T h e  tapes 

had to be flown to J uneau from Seattle, and not infrequent­

ly, bad weather delayed their arrival. The o n l y  access to 

current w o rld news and the financial m a rkets  w a s  the t e l e­

phone.

Today, thanks to satellite telecommunications, the 

Alaska Permanent Fund Corporation has instant access not 

only to world news but also to the world*'?, financial 

markets. In our office in Juneau, each of our investment 

officers has two television monitors on which w e  are able to 

obtain Reuters and Telerate financial services. We have 

instant access to the stock market, the U.S. Go vern m e n t  bond 

market, foreign exchange quotations, commodities, financial 

futures, worldwide financial news, and trading in U.S. 

Government bonds in both London and Tokyo as well as New 

York.

The rapidity with which the world has been shrinking 

has been truly breathtaking. Worldwide global t e l e c o m m u n i­

cations and the integration of the w o r l d 7s financial markets 

is no longer a dream but well on the way to b e i n g  an a c c o m­

plished fact.

During the past 17 years, a period of explosive change, 

the non-U.S. markets have offered significant investment
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opportunities for U.S. investors. Man y of the world's 

fastest growing economies today are located in the Pacific 

Basin, and investments in this area offer some of the mo st 

attractive opportunities currently available.

Opportunities can be seen both in the form of return 

enhancement and risk reduction. A  number of statistical 

studies have shown definite benefits from foreign i n v e s t­

ment, both in the level of r eturn and the reduction of risk. 

It has been demonstrated that the inclusion of foreign 

investments in a domestic portfolio reduces the volatility  

(risk) of that portfolio since the world's financial marke ts 

do not all move in concert. The degree of benefit d e m o n­

strated varies from one study to another depending u p o n  the 

partic ular time span used, the countries covered, and the 

types of investments, but the positive conclusions persist 

through all of them.

Global investing isn't restricted to only a few c o m­

panies; it includes most of the world's m a j o r  industries.

The number one oil company in the world is Exxon. Number s 

two and three are foreign companies - The Royal Dutch Shell 

Group and British Petroleum. The two largest food companies 

are European - Unilever of Dutch and British ownership; and 

Nestle, a Swiss concern. T he number two and three chemical 

companies in the world behind Dupont are German - Bayer and
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Hoechst. A nd the top four banks are Japanese - Daichi 

Kangyo, Fuji, Sumitomo, and Mitsubishi. Some of the most 

s ignificant  research for m o d e r n  w o n d e r  drugs is being 

u n d e r t a k e n  b y  a number of m a j o r  Swiss and British p h a r m a­

ceutical companies.

Curren tly t he world  is involved in fierce competition 

to determine which companies will b e  the winners in the 

fields of capital goods, consumer electronics, and t e l e­

communications. A  large n umber of the most rapidly gro wing 

firms are situated outside the U n i t e d  States, reflecting 

fast e x p a nding overseas mark ets and abundant overseas 

s upplies of industrial raw mater i a l s  and of labor at various 

skill levels. In some instances, investors can only p a r t i­

cipate in certain areas of t echnology b y  investing in 

foreign firms.

O v e r  the ten year peri od ending December 1986, the 

Standar d & Poor's 500 Index m a nag ed a very healthy c o m­

pounded return of 13.7% annually. T h e  Capital International 

Europe, Australia, Far East Index returned an annual 22.3% 

for the same period. The next decade may be just the c o n­

verse w i t h  the S&P at 22.3% and EAFE at 13.7%. Even if this 

is the case, one can be fairly certain that there will be 

countries, securities, and w hole asset classes that will
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outper f o r m  the U.S. for periods of t i m e  during  the next 

decade.

The U n i t e d  States' inability to stand apart from the 

rest of t h e  wor ld as an independent entity is, above all, 

the reason to factor international investing into investment 

plans. In addition, a number of analysts suggest that the 

p r ude nt m a n  rule and the prudent e x pe rt rule require 

investors with fiduciary responsibilities to look carefully 

at developments worldwide and to p u t  in place plans for an 

u n c e rtain future - a future of un pred i c t a b l e  global influ­

ence on investments.

We don't k n o w  h o w  the U.S. m a r k e t  will compare to 

foreign markets over the next twenty years. T h e  analysis of 

international m a r k e t s  should be emb raced b e cause it can 

p r ote ct a securities portfolio against unfore s e e n  dangers. 

U n c e r t a i n t y  about the future should be a compelling force 

leading investors to diversify as w i d e l y  as possible.



S t a t e  o f  A  l a  s  k  a
O F F I C E  OF  T HE  G O V E R N O R  

J u n e a u

March 25, 1987

The Honorable Jan Faiks 
P resident of the Senate 
A lask a State Legislature 
P.O. Box V  
Juneau, A K  99811

Dear Senator Faiks:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill relating to the 
purchase of foreign investments by the board of trustees 
of the A laska Permanent Fund. The bill specifically p e r­
mits the purchase of foreign securities by the board.

Returns from foreign investment have exceeded those from 
investments in the United States over m o s t  recent 10-year 
periods. In addition, the United States represents less 
than one-half of the world's equity capitalization, and 
that share is declining as foreign economies experience 
more rapid long-term growth. No one national market  c on­
sistently produces superior or inferior returns, and for­
eign securities markets exhibit a low correlation with the 
U.S. market. Consequently, the ability to invest in those 
foreign securities will  reduce overall portfolio risk 
while providing an increased return w h e n  compared to a 
portfolio of solely U.S. equities.

In sec. 2 of the bill, capital and surplus requirements 
are reduced in recognition of different international ac­
counting conventions. For example, it has been reported 
in Barron's National Business and Financial Weekly that, 
if U . S . regulators required U.S. banks to establish a m o d­
est 10 percent reserve against their loans to the six m a­
jor Latin Am erican debtors, it would cost Chase Manhattan 
Bank $4.82 a share this year and Manufa c t u r e r s  Hanover Trust 
Co. m o r e  than twice that amount. On the other hand, some 
German banks reserve more than 30 percent against 
lesser-developed-country loans. If we were to require 
$500,000,000 in capital and surplus of all foreign banks,



Hon. J a n  F a i k s P a g e  2

we might  be forced to eliminate investments in banks with 
smaller reported capital but very large unreporte d r e­
serves, which might make them some of the safest banks in 
the world. *

'eve Cowper 
'Governor 
1/




