


S t a t e  o f  A l a s k a

O F F I C E  O F  T H E  G O V E R N O R

J u n e a u

March 25, 1987

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P. O .  B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  ar t .  Il l ,  sec. 18, o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  r e l a t i n g  t o  t h e  
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  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 .  T h e  b i l l  s p e c i f i c a l l y  p e r ­

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

R e t u r n s  f r o m  f o r e i g n  i n v e s t m e n t  h a v e  e x c e e d e d  t h o s e  f r o m  
i n v e s t m e n t s  i n  t h e  U n i t e d  S t a t e s  o v e r  m o s t  r e c e n t  1 0 - y e a r  
p e r i o d s .  In a d d i t i o n ,  t h e  U n i t e d  S t a t e s  r e p r e s e n t s  l e s s  

t h a n  o n e - h a l f  o f  t h e  w o r l d ' s  e q u i t y  c a p i t a l i z a t i o n ,  a n d  
t h a t  s h a r e  is d e c l i n i n g  a s  f o r e i g n  e c o n o m i e s  e x p e r i e n c e  
m o r e  r a p i d  l o n g - t e r m  g r o w t h .  N o  o n e  n a t i o n a l  m a r k e t  c o n­
s i s t e n t l y  p r o d u c e s  s u p e r i o r  o r  i n f e r i o r  r e t u r n s ,  a n d  f o r­
e i g n  st : u r i t i e s  m a r k e t s  e x h i b i t  a l o w  c o r r e l a t i o n  w i t h  t h e  
U . S .  m a r k e t .  C o n s e q u e n t l y ,  t h e  a b i l i t y  t o  i n v e s t  i n  t h o s e  
f o r e i g n  s e c u r i t i e s  w i l l  r e d u c e  o v e r a l l  p o r t f o l i o  r i s k  
w h i l e  p r o v i d i n g  a n  i n c r e a s e d  r e t u r n  w h e n  c o m p a r e d  t o  a 

p o r t f o l i o  o f  s o l e l y  U . S .  e q u i t i e s .

I n  sec. 2 o f  t h e  b i l l ,  c a p i t a l  a n d  s u r p l u s  r e q u i r e m e n t s  
a r e  r e d u c e d  i n  r e c o g n i t i o n  o f  d i f f e r e n t  i n t e r n a t i o n a l  a c­
c o u n t i n g  c o n v e n t i o n s .  F o r  e x a m p l e ,  it h a s  b e e n  r e p o r t e d  
i n  B a r r o n ' s  N a t i o n a l  B u s i n e s s  a n d  F i n a n c i a l  W e e k l y  t h a t ,  
i f  U. S .  r e g u l a t o r s  r e q u i r e d  U.S. b a n k s  t o  e s t a b l i s h  a m o d ­
e s t  10 p e r c e n t  r e s e r v e  a g a i n s t  t h e i r  l o a n s  t o  t h e  s i x  m a ­
j o r  L a t i n  A m e r i c a n  d e b t o r s ,  it w o u l d  c o s t  C h a s e  M a n h a t t a n  

B a n k  $ 4 . 8 2  a s h a r e  t h i s  y e a r  a n d  M a n u f a c t u r e r s  H a n o v e r  T r u s t  

Co. m o r e  t h a n  t w i c e  t h a t  a m o u n t .  O n  t h e  o t h e r  h a n d ,  s o m e  
G e r m a n  b a n k s  r e s e r v e  m e r e  t h a n  30 p e r c e n t  a g a i n s t  

l e s s e r - d e v e l o p e d - c o u n t r y  l o a n s .  If w e  w e r e  t o  r e q u i r e  
$ 5 0 0 , 0 0 0 , 0 0 0  i n  c a p i t a l  a n d  s u r p l u s  o f  a l l  f o r e i g n  b a n k s ,



Hon. B en  G r u s s e n d o r f P a g e  2

w e  m i g h t  b e  f o r c e d  t o  e l i m i n a t e  i n v e s t m e n t s  in b a n k s  w i t h  
s m a l l e r  r e p o r t e d  c a p i t a l  b u t  v e r y  l a r g e  u n r e p o r t e d  r e ­
s e r v e s ,  w h i c h  m i g h t  m a k e  t h e m  s o m e  o f  t h e  s a f e s t  b a n k s  in  
t h e  w o r l d .
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DATE: March 17,1988

P E R M A N E N T  F U N D  T R U S T E E S  S E E K  S U P P O R T  

F O R  G L O B A L  IN V E S T I N G

COMMENTARY

BY

BYRON I. MALLOTT 

CHAIRMAN, BOARD OF TRUSTEES 

ALASKA PERMANENT FUND CORPORATION

The Board of Trustees of the Alaska Permanent Fund Corporation is seeking passage this 

session of legislation which would allow us to invest a small portion of the Permanent Fund in 

international stocks and bonds. In this endeavor, we ask also for the support of the people of 

Alaska.

A  Public Trust Investing for Alaska’s Future



Global investing is not a recommendation we make lightly. As trustees, our primary 

responsibility has always been to invest your Permanent Fund conservatively in order to keep it 

safe for the long term. In today’s extremely volatile financial markets, we believe the best way 

to protect the Fund is to diversify it as widely as possible. We also believe that international 

investments can help us in that effort, and can help us to keep your savings account safe - and 

growing.

The trustees are aware that a number of citizens may have concerns about investing the 

Permanent Fund in foreign securities. To those o f you who have such concerns, we ask that you 

recall a similar proposal we made five years ago. At that time, the trustees sought and received 

legislative approval to begin investing a portion of the Permanent Fund in the U.S. stock 

market. Then, as now, there were those who opposed the new investment because they feared 

it would be too risky, or because they favored increased investments in Alaska. But, let’s look at 

the record.

Investing in the stock market has proven to be a sound decision for the Permanent Fund:

* Stocks have been, since 1982, the Fund’s best performing type of investment.

* Just last year, the capital gains realized by the Fund on the sale of common stock added 

over $325 million to the Fund’s net income (and $50 to each Alaskan’s 1987 dividend).

* Notwithstanding the excellent long-term returns offered by stocks, ond despite the fact 

that the law allows up to 50% of the Fund to be invested in stocks, the trustees have been very 

conservative, and have never allocated more than 25% of total Fund assets to this relatively 

risky investm ent class (we are presently at just under 12%).

Global Investing
Page 2



* Even after the crash of last October, as of the end of February 1988, the Fund’s stock 

portfolio was still worth $ 1 8 4  m illion more than cost.

As for increasing investments in Alaska, it is clear that, over time, the amount of the Fund the 

trustees will be able to invest within Alaska will depend on the amount of diversification of the  

Fund elsewhere. In other words, the greater the diversification of the total portfolio, the less 

risk created by increasing investments in-state.

Today, there are two very good, fundamental reasons for supporting global investing for the 

Permanent Fund: (1) it will reduce the Fund’s overall risk; and (2) it will increase the Fund’s 

overall return.

These conclusions derive from our study of a number of statistical reports analyzing the 

performance o f the world’s financial markets since 1970. The studies are unanimous that 

inclusion of foreign investments in U.S.-only portfolios, for any significant period of time in the 

last 17 years, would have added return and reduced risk. The degree of these benefits varies 

from one study to another depending upon the particular time period used, the countries 

covered, and the types of investments, but the positive conclusions persist through all of them.

Let’s look at the facts:

* In the last 20 years, the United States’ share o f the world’s total stock market 

capitalization has shrunk from 67% to 33%, and many economists predict that this percentage 

will continue to shrink.

* Besides comprising only one-third of the world’s total equity market capitalization, the 

U.S. now represents less than 45% of the world’s total fixed-income (bond) market.

Global Investing
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* In the last 10 years, the U.S. has had the best performing stock market only once. It 

has been outperformed nine times out of ten  by the equity markets in countries such as 

Germany, Great Britain, Australia, Hong Kong, Japan and Singapore.

* For the 17-year period, 1970 - 1986, the U.S. stock market earned a compound rate of 

return of only 8.3% per year compared to 14.2% per year for the combined non-U.S. markets.

* For the same 17-year period, U.S. fixed-income investments earned only 9.4% 

compared to 12.0% for the combined non-U.S. markets.

* More important than the higher returns, at least from the perspective of the Board of 

Trustees, was the relatively lower volatility experienced by the global investor during this 17- 

year period. Of the three types of portfolios -  U.S.-only, non-U.S. only, and combined U.S. and 

non-U.S. -  the safest (least volatility, least risk) was the global portfolio. This reduction o f total 

portfolio risk is achieved by increasing diversification, and it is the m a in  reason the trustees 

support global investing.

We don’t know how the U.S. financial markets will perform compared to international markets 

over the next 20 years. The past evidence would indicate tnat we can earn more income for the 

Fimd if we invest a bit in foreign securities, but the past provides no guarantee for the future. 

Perhaps the returns will be better in the U.S. in the future. We just don’t know.

What we do know is that it is a big world out there, and that there are unforeseen dangers. We 

are all subject, more than ever, to unpredictable global influences on investments. The U nited  

States cannot stand apart from the rest of the world as an independent entity, the State of 

Alaska cannot, and neither can your $9 billion Permanent Fund.

Global Investing
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Prudence dictates that we put in place now  well-constructed plans for an uncertain future. 

Providing for increased diversification through international investments is one sure w ay  to 

protect the Permanent Fund’s and A laska’s future.

Persons interested in receiving additional information on this subject are encouraged to  contact 

our Juneau office. Please write to me or any of the trustees c/o  the Alaska Permanent Fund  

Corporation, P.O. Box 4-1000, Juneau, A laska 99802. Thank you for your support.

Global Investing
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Cumulative Returns in U.S. Dollars
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ALASKA STATE CHAMBER OF COMMERCE
310 Second Street 

Juneau, A laska 99801 
(907 )586 -2323

A p r i l  7, 1 9 3 8

T h e  H o n o r a b l e  M i t c h e l l  A b o o d ,  C h a i r m a n  
S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  A b o o d :

O n  F r i d a y ,  A p r i l  8 y o u  w i l l  b e  c o n s i d e r i n g  H B  2 1 7  r e l a t i n g  t o  
f o r e i g n  i n v e s t m e n t  b y  t h e  A l a s k a  P e r m a n e n t  F u n d .

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

T h e  A l a s k a  S t a t e  C h a m b e r  f a v o r s  p a s s a g e  f o r  t h e  f o l l o w i n g  
r e a s o n s :

1. T h e  F u n d  h a s  d e v e l o p e d  ( a n d  e a r n e d )  a r e p u t a t i o n  f o r
c o n s e r v a t i v e ,  c a r e f u l ,  a n d  d e l i b e r a t e  i n v e s t m e n t .  I t  

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

2. T h e  e x p a n s i o n  o f  i n v e s t m e n t s  t o  t h e  i n t e r n a t i o n a l  a r e n a
p r o v i d e s  f u r t h e r  d i v e r s i f i c a t i o n  o f  t h e  F u n d ' s  s t o c k  a n d
b o n d  p o r t f o l i o s .  T h i s  b l e n d i n g  a n d  d i v e r s i f y i n g  p e r m i t s  t h e  
F u n d  t o  c o n t i n u e  i t s  i n v e s t m e n t  m i s s i o n  a t  l o w e r  r i s k  t h a n  
t h a t  c u r r e n t l y  b e i n g  e x p e r i e n c e d ,

3. G e n e r a l l y ,  f o r e i g n  i n v e s t m e n t s  g e n e r a t e  h i g h e r  e a r n i n g s  t h a n  

d o m e s t i c  i n v e s t m e n t s .  T h i s  i s  e v i d e n c e d  b y  t h e  p e r f o r m a n c e  
o f  s u c h  i n v e s t m e n t s  i n  S t a t e  P E R S  a n d  T R S . W h i l e  t h i s  

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

4. F i n a l l y ,  a n d  p e r h a p s  m o s t  i m p o r t a n t  f r o m  o u r  v i e w p o i n t ,  is  
t h e  b y - p r o d u c t  b e n e f i t  o f  f o r e i g n  i n v e s t m e n t .  T h e  c o n t a c t s  
m a d e  b y  t h e  F u n d  w i l l  b e  e x t r e m e l y  v a l u a b l e .  A s  it 
r e s e a r c h e s  f o r e i g n  c o r p o r a t i o n s ;  c o n f e r s ,  m e e t s ,  a n d  e n t e r s  
i n t o  b u s i n e s s  a r r a n g e m e n t s  w i t h  m a j o r  n o n d o m e s t i c  b a n k e r s  

a n d  f i n a n c i e r s ;  a n d  c r e a t e s  d i a l o g u e  w i t h  b u s i n e s s  l e a d e r s  
t h r o u g h o u t  t h e  w o r l d ,  t h e  F u n d  w i l l  b r i n g  b u s i n e s s  v i s i t o r s  
a n d  p o t e n t i a l  i n v e s t o r s  t o  o u r  s t a t e .  A s  t h e s e  v i s i t o r s
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e s t a b l i s h  r e l a t i o n s h i p s  w i t h  t h e  F u n d ,  t h e y  w i l l  g a i n  
f i r s t h a n d  e x p o s u r e  t o  A l a s k a  a n d  i t s  b u s i n e s s  a n d  e c o n o m i c  

o p p o r t u n i t i e s .

T h e  g l o b a l  o u t r e a c h  w h i c h  w i l l  b e  f a c i l i t a t e d  b y  i n t e r n a t i o n a l  
i n v e s t m e n t  is m o s t  t i m e l y  i n  t h e s e  d i f f i c u l t  e c o n o m i c  t i m e s  f o r  
A l a s k a .  W e  m u s t  d o  e v e r y t h i n g  p o s s i b l e  t o  e x p a n d  o u r  h o r i z o n s  
a n d  d e v e l o p  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 .  E n a c t m e n t  a n d  
i m p l e m e n t a t i o n  o f  H o u s e  B i l l  2 1 7  w i l l  h e l p  u s  a c c o m p l i s h  t h i s .

W e  r e c o m m e n d  i t s  a d o p t i o n .

C o r d i a l l y ,

p r e s i d e n t

cc: S e n a t o r  U e h l i n g
S e n a t o r  H e n s l e y  
S e n a t o r  J o s e p h s o n  
S e n a t o r  F a n n i n g




