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IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE 

CS FOR HOUSE BILL NO. 65 ( State A f f a ir s )

IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act e n t it le d :  "An Act r e la t in g  to  investm ents fo r  the Alaska perma­

nent fund; and p ro v id in g  fo r  an e f f e c t i v e  d a te ."

8 BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

9 *  Section 1. AS 3 7. 13. 120( g ) ( 8)  is  amended to  read:

(8 ) domestic corporate debt s e c u r it ie s  th a t are rated  AA or 

b et t e r  by a n a t io n a lly  recognized r a t in g  s e rv ic e , or nondomestic 

corporate debt s e c u r it ie s  o f  comparable q u a l i t y ;

*  Sec. 2. AS 3 7. 13. 120( g) ( 9)  is  amended tn read:

(9 ) sh o rt-te rm

(A) domestic corporate prom issory notes o f the h igh est 

ra tin g s  assigned by a n a t io n a lly  recognized r a t in g  s e rv ic e , or

(B) nondomestic corporate prom issory notes o f compara­

b le q u a l i t y ,  the in te r e s t  on which may be payable in  e ith e r  

U nited  S tates d o lla r s  or nondomestic c u rre n c ie s ;

*  Sec. 3. AS 3 7 . 1 3 . 120( g) (19)  is  amended to  read.

(19) c e r t if ic a t e s  o f d e p o s it, term d e p o s its , o r bankers'

acceptances, th a t are issued by a U nited States or nondomestic bank or 

tr u s t  company located  o utside  o f the U nited  States [ IN A FOREIGN 

COUNTRY] and are denominated in  U nited  States or nondomestic currency, 

i f  e ith e r  (A) they may be r e a d ily  sold  in  a secondary market at p rices 

r e f le c t in g  f a i r  v a lu e , or (B) the is s u in g  bank or tr u s t  company has 

c a p ita l^  [AND] s u rp lu s , and re ta in e d  earnings at the date o f issue 

equaling  at le a s t $500,000,000; investm ents made under t h is  paragraph 

are not subject to  the c o lla t e r a l  requirem ents fo r  domestic
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c e r t if ic a t e s  under (m) o f  t h is  s e c tio n ;

*  Sec. 4. AS 3 7 .1 3 .1 2 0 (g ) is  amended by adding new paragraphs to  read:

(21) s e c u r it ie s  o f non-dom estic governments and non-dom estic 

government agencies, the p r in c ip a l o f ,  or in te r e s t  on, which is  pay­

able in  e ith e r  U nited  States d o lla r s  or non-dom estic c u rren cies;

(22)  s e c u r it ie s  o f non-dom estic c o rp o ra tio n s, in c lu d in g  

common and p re fe rre d  sto ck, whose d iv id e n d s , i f  any, may be payable in  

e ith e r  U nited States d o lla r s  or non-dom estic c u rren cies.

*  Sec. 5. AS 37. 13. 120( h)  is  amended to  read:

(h ) The board may e n te r in to  fu tu re  contracts fo r  the sa le  o f 

investm ents purchased under (g ) o f th is  s e c tio n , or fo r  the sa le  o f 

nondomestic cu rre n c ie s, o n ly  fo r  the purpose o f hedging an e x is t in g  

e q u iv a le n t ownership p o s it io n  in  these investm ents [SECURITIES].

*  Sec. 6. AS 3 7 . 1 3 . 1 2 0 ( i )  is  amended to  read:

( i )  [AT THE TIME OF EACH INVESTMENT, THE AGGREGATE INVESTMENT OF 

THE ALASKA PERMANENT FUND IN EACH STATED CATEGORY OF INVESTMENT MAY 

NOT EXCEED THE FOLLOWING STATED PERCENTAGE OF THE TOTAL INVESTMENTS OF 

THE FUND: MORTGAGES UNDER ( g) ( 16)  OF THIS SECTION, 15 PERCENT; REAL

ESTATE INVESTMENTS UNDER ( g ) ( 2 0 )  OF THIS SECTION, 15 PERCENT; FOREIGN 

CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER ( g ) ( 1 9 )  OF THIS SEC­

TION, 20 PERCENT; CORPORATE STOCKS AND DEBT SECURITIES UNDER ( g ) ( 8 ) ,

( 9 ) ,  AND (18) OF THIS SECTION, 50 PERCENT.] The Alaska permanent fund

may at no tim e own more than f iv e  percent o f the v o tin g  stock o f a

c o rp o ra tio n . Domestic stocks, exc»pt fo r  bank and insurance company 

stocks, must be l is t e d  a t the date o f purchase on an exchange r e g is ­

tered w ith  the S e c u r it ie s  and Exchange Commission. At the tim e o f 

each investm ent, the aggregate investm ent o f the fund in  each s ta te d

category o f investm ent may not exceed the fo llo w in g  stat ed percentage

o f the t o t a l  investm ents o f the fu n d :
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(1 ) mortgages under ( g ) ( 1 6 )  o f  t h is  s e c tio n  - 15 p erc e n t;

(2 ) r e a l e sta te  investm ents under (g) (2Q)  o f t h is  s e c tio n

acceptances under ( g) ( 1 9 )  o f  th is  s e c tio n  - 20 percent

s e c u r it ie s  o f  nondomestic governm ents, nondomestic

government agencies, and nondomestic corporations under ( g ) ( 8 )

and (22) o f t h is  s e c tio n , domestic corporate stocks and debt s e c u r i­

t ie s  under ( g) ( 8 )  and (18) o f  t h is  s e c tio n , and s h o rt-te rm  nondomestic 

corporate prom issory notes under ^ g ) ( 9 ) ( B )  o): t h is  s e c tio n  - 50 p e r­

cent .

*  Sec. 7. This  Act takes e f f e c t  im m ediately under AS 0 1 . 1 0 . 07 0 ( c ) .

CSHB 69 (SA)HB0069B



J a n u a r y  9 ,  1 9 8 9

D e a r  R e p r e s e n t a t i v e  C o t t e n :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A la s k a  
C o n s t i t u t i o n ,  I  am 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  i n t e r n a t i o n a l  i n v e s t m e n t s  f o r  t h e  p e r m a n e n t  fu n d  
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 la s k a  P e r m a n e n t  . F u n d  
C o r p o r a t i o n .  T h e  b i l l  s p e c i f i c a l l y  p e r m it s  t h e  p u r c h a s e  o f  
n o n - d o m e s t ic  e q u i t y  a n d  d e b t  s e c u r i t i e s  b y  t h e  b o a r d .

T h e  H o n o r a b le  Sam C o t t e n  
S p e a k e r  o f  t h e  H o u s e  
A la 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 ,  AK 9 9 8 1 1

R e t u r n s  f r o m  i n t e r n a t i o n a l  in v e s t m e n t s  h a v e  e x c e e d e d  t h o s e  
f r o m  in 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  t e n -  
y e a r  p e r i o d s .  ' I n  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  i s  d e c l i n i n g  a s  n o n - d o m e s t ic  e c o n o m ie s  e x p e r ie n c e  
m o re  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  n o n ­
d o m e s t ic  s e c u r i t i e s  m a r k e t s  e x h i b i t  a lo 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 ly ,  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  n o n - d o m e s t ic  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  in c r e a s e d  r e t u r n  w h e n  c o m p a re 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 .

T h e  b i l l  a l l o w s  t h e  r e t u r n s  o n  t h e  n o n - d o m e s t ic  s e c u r i t i e s  
t o  b e  d e n o m in a te d  i n  e i t h e r  U . S .  o r  n o n - d o m e s t ic  c u r r e n c y ,  
a n d  c h a n g e s  t h e  v a r i o u s  p e r c e n t a g e s  a l lo w e d  f o r  c a t e g o r ie s  
o f  in v e s t m e n t s  t o  accommoda;fee" t^he e x p a n d e d  a u t h o r i t y  t o  
i n v e s t  i n  i n t e r n a t i o n a l



A la s k a  S ta te  L e g is la tu r e , House C c n m itte e  on S ta te  A f f a i r s

Prepared remarks o f  Gary C. A nd ers, A s s o c ia te  P ro fe s s o r 
o f  Economics, U n iv e r s ity  o f  A la s k a  S o u th e a st

P o l i t i c a l l y  F in a n c in g  A la s k a 's  Developm ent 
Through th e  Permanent Fund

R e p re s e n ta tiv e  Boucher, and S e n a to r P ourchot

Thank you f o r  i n v i t in g  me t o  p ro v id e  te s tim o n y  to d a y . I n  th e  
in t e r e s t s  o f  tim e  I  w i l l  keep my rem arks h r i e f .

My und e rsta n d in g  o f  th e  is s u e  b e fo re  us i t  w hether o r  n o t  i t  
i s  a  good id e a  t o  make changes i n  th e  c u r r e n t  use o f  A la s k a 's  
Permanent Fund, and s p e c i f ic a l ly  i f  a p o r t io n  o f  th e  E arn in g s 
Reserve Account should  be u t i l i z e d  t o  s u p p o rt th e  s ta t e  
g overnm ent's  o p e ra tin g  budget..

I  do b e lie v e  t h a t  th e re  a re  good reasons f o r  m aking seme 
changes i n  th e  managonent and c o m p o s itio n  o f  th e  Permanent 
Fund f o r  th e  sake o f  lo n g -te rm  s e c u r it y  and g ro w th , b u t  I  am 
s tr o n g ly  opposed t o  ta p p in g  e i t h e r  th e  i n f l a t i o n  p r o o fin g  o r  
th e  e a rn in g s  re se rve  account t o  su p p o rt th e  s h o r t  f a l l  i n  
s ta t e  revenues, o r  t o  p ro v id e  endowments f o r  p e t  program s.

F i r s t ,  I  w i l l  explain--m y r a t io n a le  f o r  k e e p in g  th e  Permanent 
Fund i n  t a c t ,  the n  I  w i l l  suggest some p o l ic y  changes as th e y  
w i l l  r e la t e  t o  need t o  change th e  law  a llo w in g  f o r  a p o r t io n  
o f  th e  Permanent Fund t o  be p laced  in  in t e r n a t io n a l  
in v e s tm e n ts .

We w i l l  be in c r e a s in g ly  s u b je c te d  t o  a s tro n g  app eal from  
v a r io u s  s p e c ia l in te r e s ts  and members o f  th e  le g is la t u r e  to  
ta p  th e  Permanent Fund because o f  th e  re d u c tio n  i n  o i l  
revenues, and th e  im pending d e f i c i t .  A g r e a t  d e a l o f  
a t t e n t io n  needs t o  be focused on t h i s  is s u e ,  because th e  
p eo p le  o f  A laska have n o t y e t  d eterm in ed  what th e y  want o r  
can r e a l i s t i c a l l y  e xp e c t from  th e  s t a t e .  Our proven 
e xp e rie n c e  o ve r th e  la s t  few years i s  t h a t  wants exceed needs 
and b o th  exceed e x is t in g  reso u rc e s— even i n  f lu s h  t im e s .

Our g re a te s t  weakness i s  t h a t  we have n o t fo rc e d  th e  
p o l i t i c a l  process t o  e x e rc is e  i t s  mandated le a d e r s h ip  
r e s p o n s ib i l i t y  t o  p r i o r i t i z i n g  th e  d e l iv e r y  o f  s e rv ic e s  and 
e s ta b lis h  v ia b le  le v e ls  o f  governm ent.



Permanent Fund t--^ e  2

Government s e rv ic e s  a re  necessary and w h ile  A laska i s  a b ig  
s t a t e  r e q u ir in g  h ig h  le v e ls  o f  governm ent in vo lve m e n t i n  
e d u c a tio n , h e a lth  and s o c ia l  s e rv ic e s , e n viro nm ental 
c o n s e rv a tio n , n a tu r a l re so u rc e s, f i s h  and game, and so on 
we m ust, however, r e a l iz e  t h a t  th e r e  has been no o b je c t iv e  
d e te rm in a tio n  o f  what th e  o p t im a l. le v e ls  o f  employment and 
s e r v ic e  d e liv e r y  sho u ld  be. Government does n o t c re a te  
w e a lth , and i n  term s o f  economic p o l ic y ,  s u s ta in in g  
governm ent spending from  th e  Permanent Fund i s  an i n e f f i c i e n t  
fo rm  o f  f i s c a l  p o lic y  t o  counter economic c y c le s .

The easy way o u t  i s  t o  ta p  a d d it io n a l  monies t o  se rve  us a t  
t h e  c u r re n t le v e ls .  The appeal i s  s tro n g  fo r  we a re  t o ld  
t h a t  c u ts  i n  s ta t e  government w i l l  in c re a s e  unemployment, and 
f u r t h e r  weaken th e  economy. Y e t,  we a re  i n  t h i s  s it u a t io n  
to d a y  because we d id  n o t  a p p ly  economic ccmmon sense in  th e  
f i r s t  p la c e . I  t h in k  we w i l l  be f a r  b e t te r  o f f  i f  we address 
th e  is s u e  o f  su p p o rta b le  government now. T h is  means t h a t  we 
reduce unnecessary and low  p r i o r i t y  programs and p e rso n n e l, 
c u t  spending, b r in g  o ur p ro je c te d  c o s t  o f  s ta te  government 
down, and r e in s t i t u e  s ta te  inoome ta x e s .

I f  o u r  concern i s  t o  keep as many p e o p le  i n  th e  s ta te  as 
p o s s ib le  th e n  even b o ls te r in g  s t a t e  spending i s  n o t an 
o p tim a l way o f  a c h ie v in g  t h i s  end, because a d m in is tr a t iv e  
c o s ts  and b u re a u c ra tic  d ra in s  reduce th e  a ip lo ym e nt 
m u lt ip l ie r s  w hich in c re a s e  th e  demand f o r  s e rv ic e  s e c to r 
jo b s . There a re  te a c he rs  i n  o u r s ta t e  making o ve r $80,000 
p er y e a r , and s ta t e  arid m u n ic ip a l em ployees making o ve r 
$100,000 whose secondary form  o f  employment in  th e  p r iv a te  
s e c to r  w ould be f a r  lo w e r. C e r t a in ly  some k in d  o f  economic 
re a lig n m e n t needs t o  oc c ur. The o p p o r tu n ity  c o s t o f  th e  
Permanent Fund e a rn in g s  i s  to o  la rg e  a c o s t t o  d is re g a rd , and 
th e  precedent we would be s e t t in g  w ould i n  a s h o r t tim e  
underm ine th e  lo n g -te rm  v is io n  o f  th e  fu n d .

In  re a d in g  o ve r th e  T ru s te e s  Papers I  see t h a t  a number o f  
d is t in g u is h e d  econom ist such as Kenneth Arrow , Malcom G i l l i s ,  
M axw ell F ry  have p ro v id e d  a d v ic e  t o  th e  s ta te  re g a rd in g  th e  
in a d v is a b i l i t y  o f  s u b s id iz in g  developm ent. T h e ir  c o un se l, 
w hich  i s  based upon e x te n s iv e  e xp e rie n c e  i n  many 
underdeveloped c o u n tr ie s , should  have p a r t ic u la r  b e a rin g  own 
o u r u s . The a c id  lo g ic  o f  th e se  econom ists i s  t h a t  we sho u ld  
in v e s t  in  o n ly  tho se  p ro je c ts  t h a t  w i l l  be v ia b le  and s e l f  
s u p p o rtin g , b u t i f  th e y  a re  e c o n o m ic a lly  v ia b le  why c a n 't  
th e s e  p ro je c ts  a t t r a c t  p r iv a te  f in a n c in g  i n  th e  f i r s t  p la c e .
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An a n a ly s is  o f  th e  p o l i t i c a l  d e c is io n -m a k in g  process 
r e a f f ir m s  th e  s u s p ic io n  t h a t  o u r le g is la t u r e  i s  unable  to  
p ro v id e  economic r a t io n a l i t y  t o  a l lo c a t io n s  o f  p u b lic  
resources u n le s s  th e y  have a s tro n g  m o t iv a t io n .  In s te a d , 
because needs and wants a re  g re a te r  th a n  e x is t in g  fund s th e  
compromise process r e s u lt s  in  n o t  c o m p le te ly  fu n d in g  
w o rth w h ile  programs. Because o f  p o l i t i c a l  c o n s id e ra tio n s  
fu n d in g  le v e ls  w i l l  be a d ju s te d  and spread o u t  o ve r com peting 
r e g io n s , a g e n c ie s, and program s. I n  o th e r  words, th e  
tendency i s  t o  mi s a l lo c a te  by g iv in g  th e  d e s e rv in g  
e c o n o m ic a lly  sound ones to o  l i t t l e  money, and o th e rs  to o  
much. Government does need to  p ro v id e  s o c ia l  s e rv ic e s  and 
in fr a s t r u c t u r e  to  su p p o rt economic developm ent p ro je c ts  such 
as highw ays, p o r ts , and t r a n s p o r ta t io n  system s, b u t can you 
g uarantee t h a t  o ur p o l i t i c a l  system  w i l l  in s u r e  t h a t  
Permanent Fund d o lla r s  w i l l  be in v e s te d  i n  c a p it a l  p ro je c ts  
where th e y  w i l l  f o s t e r  economic g ro w th . We c a n 't  a f fo r d  any 
more p erfo rm in g  a r ts  T b j M ahals.

These spend now/pay la t e r  p o l ic ie s  s u f f e r  from , i n  my 
o p in io n , a la c k  o f  a p p r e c ia t io n  f o r  th e  fu nd a m e n tals . We can 
see i t  a t  th e  n a t io n a l le v e l  in  even g re a te r  term s. The U .S. 
has been tu rn e d  in t o  t h e . la r g e s t  d e b to r n a t io n  because we 
have n o t  been w i l l i n g  t o  a d ju s t  spending  le v e ls  o r  r a is e  
ta x e s . The consequences a re  l i k e l y  t o  be f a r  ra n g in g  in  
m agnitude and d u r a t io n .

T h is  b r in g s  me t o  my second p o in t  w hich i s  t h a t  we should  
s e r io u s ly  e n te r t a in  r e v is io n s  in  th e  law  t h a t  w i l l  a llo w  
a d d in g  fo r e ig n  in ve stm e n ts  t o  th e  Permanent Fund p o r t f o l io .
As you know b o th  the  tra d e  and b ud getary  d e f i c i t s  o f  th e  U .S. 
a re  re a c h in g  s ta g g e rin g  p ro p o r t io n s . W h ile  th e re  may be seme 
economic m ira c le  t h a t  th e  P re s id e n t and Congress can p u l l  
to g e th e r  t h a t  w i l l  a l le v ia t e  th e  im m ediate c r i s i s ,  r is in g  
in te r e s ts  r a te s  and i n f l a t i o n  a re  becoming more th re a te n in g .

A la s k a 's  Permanent Fund managers a re  t o  be coamended fo r  th e  
e x c e lle n t  jo b  t h a t  th e y  have done i n  tim e s  o f  g re a t f in a n c ia l  
u n c e r ta in ty .  T h e ir  c o n s e rv a tiv e  approach has c a r e f u l ly  
balanoed r is k  and r e tu r n  f a r  b e tte r  th a n  any s im ila r  s ite d  
fu n d . B ut c u r r e n t ly  about 83% o f  th e  fu n d 's  a s s e ts  are  
in v e s te d  in  f ix e d  incane s e c u r it ie s ,  12% i n  sto c ks which i s  
d iv id e d  i n t o  a p a s s iv e  account managed by Bankers T ru s t and 
a c t iv e  p o r t f o l io  p laced w ith  a number o f  a s s e t  managers, and 
f i n a l l y  about 5% which is  in v e s te d  in  r e a l e s ta te  and o th e r 
p r o p e r t ie s .
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When th e  in f la t io n a r y  p ressures b u ild in g  in  th e  American 
economy are  e v e n tu a lly  vented, we do n o t have an adequate 
hedge t o  in s u re  th e  corpus o f  th e  fu n d . Even i f  th e  s tc c k  
and r e a l  e s ta te  components o f  Permanent Fund a re  in cre a se d  i t  
i s  s t i l l  o on c e iva b le  t h a t  i n f l a t i o n  may be a t  such a h ig h  
r a te  t h a t  th e  e a rn in g s rrav n o t be s u f f i c i e n t  to  p ro v id e  th e  
necessary annual adjustm ents t o  b r in g  th e  fund up i n  r e a l 
te rm s.

G iven  th e  p ro sp e c t o f r is in g  in t e r e s t  r a te s  and a 
d e p r e c ia t in g  d o l la r  i t  would be p ru d ent t o  change th e  law  to  
a llo w  f o r  a p o r t io n  o f  th e  Permanent Fund t o  be in v e s te d  in  
o verseas m arkets. T h is  would do s e v e ra l th in g s . F i r s t ,  in  
th e  e v e n t o f  an in cre a se  in  i n f l a t i o n  i n  th e  U. S . ,  and a 
f u r t h e r  d e v a lu a tio n  o f  th e  d o l la r ,  in ve stm e n ts  in  secure 
fo r e ig n  in ve stm e n ts  would p ro v id e  a hedge a g a in s t  th e  
p r in c ip a l .  Second, s in c e  many o f  th e se  e q u it ie s  m arkets 
a re  more v ib r a n t  than o u r own d om estic  m arkets, th e  p o te n t ia l  
r a te s  o f  r e tu r n  f o r  comparable r is k  a re  l i k e l y  to  be se ve ra l 
percentage p o in ts  h ig h e r. F in a l ly ,  in  l i g h t  o f  our P a c if ic  
and E a s t A s ia n  o r ie n t a t io n ,  f in a n c ia l  in ve stm e n ts  o f  A la s k a 's  
c a p it a l  m ig h t se rve  as u s e fu l le ve ra g e  f o r  in c re a s in g  
in ve stm e n t and o p e ra tio n s  o f  A sia n  f ir m s  i n  th e  s t a t e 's  
economy.

T h is  ends my prepared conrnants. I  want t o  thank you ag a in  
f o r  in c lu d in g  me i n  the se  im p o rta .it  h e a rin g s .
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INVESTING IN INTERNATIONAL MARKETS
EQUITIES -  $7.1 TRILLION 1987

J A P A N  4 2 %

W . G E R M A N Y  3 %

I T A L Y  2 %  

F R A N C E  2 %

U . K I N G D O M  9 %

U N I T E D  S T A T E 3  3 1 %

C A N A D A  3 %

O T H E R  9 %



INVESTING IN INTERNATIONAL MARKETS
B O N D S  -  $ 9 . 4  T R IL L IO N  1 9 8 7

O T H E R  6 %

W E S T  G E R M A N Y  9 %  

I T A L Y  6 %

F R A N C E  4 %

U . K I N G D O M  4 %

B E L G I U M  2 %

C A N A D A  2 %

J A P A N  2 3 %

U N I T E D  S T A T E S  4 4 %
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INTERNATIONAL IN V E ST IN G
RETURN ATTRIBUTION *

C O U N T R Y

1 5 %

* R e s u lts  o f  a c r o s s -s e c t io n a l 
r e g r e s s io n a l a n a ly s is  s tu d y  o f  
200 random ly c re a te d  in t e r n a t io n a l  
e q u ity  p o r t f o l io s  o f  50 sto c ks each.
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1977

1978

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

G e rm a ny

25.8

26.9

S w i t z e r ­
l a n d  U .K .

( 8 . 2 )  

12.3 

25.9

140.9

37.2

28.7

21.9

1 2 . 1

3.4

19.3

( 3.8) (11.1)

108.9

34.3

58.0

14.6

2 2 . 1

( 7.3) 41.1

( 9.5) (10.6)

9.2

17.2

5.4

53.4

27.1

2 0 . 6

(10.7) 31.6

6 . 0

A u s t r a l i a

i i .

21 1 

4? S 

55.3

Hong
Kong J a p a n  S in g a p o r e

( 2 2 . 6 )

56.0 

( 1 2 . 6 )

2 1 . 0  

43.8

6.7

36.4

18.5

83.5

72.7

46.8

51.6

56.0

15.9

53.3

11.9

30.3

(15.8) 15.8

(0.5)

24.9

17.1

43.9

99.7

( 7.2) 42.4

5.9

45.1

C a n a d a

( 2 . 1 )

20.4 

51.8 

2 2 . 6

(10.7)

2.4

33.4 

(7.6) 

16.1

28.1 35.4

1 1 .6

17.1

S&P
500

(7,2)

18.5

32.4 

(4.9)

21.5 

22.4

6 .2

31.7

18.2

5.2

14.6
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L a r g e s t  F iv e  C o m p a n ie  b y  in d u s t r y

Seles ( M)
A u tom o t iv e

General Motors
Ford
Toyota
Daimler-Benz
Nissan

B an k in g  (B a s e d  on  A s s e t s )
Dai-lchi
Sumitomo
Fuji
Mitsubishi 
Sanwa 

C hem ic a ls  
El duPont 
BASF Group 
Bayer Group 
Imperial Chemical 
Dow Chemical

Source: MSCI

E lec t r ic a l Equ ipm en t
Hitachi
General Electric 
Siemens 
Toshiba 
CGE

F o od  & H ou seho ld
Unilever
Nestle
Procter & Gamble 
Kraft 
Daigerty 

Steel 
Nippon 
Thyssen 
USX
Nippon Kokan 
Kobe

Sales ($MM)

4 0
3 9
3 3
2 7  
2 4

3 1
2 8  
17  
1 0

9

1 9
17
15
1 0

9



$ 1 0 0  i n v e s t e d  f r o m  1 9 7 0  t h r o u g h  1 9 8 8

As of 1/1 /89 w ith  d iv idends re invested
Source: MSCI

$ 1 ,7 0 0  

$ 1 ,5 0 0  -- 

$ 1 ,3 0 0  

$ 1 , 1 0 0  

$ 9 0 0  

$ 7 0 0  

$ 5 0 0  

$ 3 0 0  

$ 1 0 0

$  4 5 4

U.S .A . EAFE

M arket Return M i  Currency Gain



U . S . H o ld in g s  o f  F o r e ig n  S t o c k

U.S. Holdings 
($ Billions)

1 9 7 2  -  1 9 8 7  

( Y e a r  E n d  D a t a )

55.760 

50 

40 

30 

2 0  

1 0  

0

72 73 74 75 76 77 78 79 80 81 82 83 84 85 86  87

Source: Commerce Dept, Bureau of Economic Analysis



%  Change 
(U.S. Dollars) 

60 ----

E .A .F .E . v s . U n ite d  S t a t e s

Y e a r ly  P e , c e n ta g  C h a n g e  

J a n u a r y  1, 1 9 7 0  to  D e c e m b e r  3 1 , 1 9 8 7

m E.A.F.E.

m United States

-40 I 1--- 1--- 1 I l I I i I r i i 1--- 1--- 1--- 1--- 1--- 1--- 1
70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87

Y e a r s
Source: M SC!



1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
Morgan Stanley Capital International Country Indices

Z e r o b a s e d
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h is to rica l Total Returns o f Governaznt tax is  In U .S . D olla r*
t in  percent)

Standard 
Annual I le d  Deviation 1978- 1978- o f Annual

Cotart ry 1978*** 1979 1960 1981 1982 i .a s 1964 1985 1986 1987 1986 1988** 1968** Battroa

Australia* N/A N/A K/A N/A M/A HVA N/A •12.36 17.61 28.69 30.36 72.90 14.67 17.13
Canada -2.38 - 0.63 1.70 -2.41 35.73 9.57 8.80 17.51 17.16 8.57 20.01 179.45 ' 10.92 11.13
France 31.90 0.15 -8.07 - 16.07 1.88 -2.81 1.60 52.70 33.93 2S.43 3.75 172.84 10.65 20.31
Ceraany 15.51 7.40 -10.58 -8.42 14.09 -8.06 - 1.03 43.36 38.72 28.67 -6.30 152.69 9.81 18.62
Netherlands 7.69 16.24 -5.76 -8.55 15.85 -0.61 •2.61 42.66 36.14 32.01 -6.10 167.82 10.44 18.25
Switzerland 32.19 -0.59 -9.63 - 1.65 1.18 -4.82 - 14.66 34.36 35.16 32.60 - 12.49 102.26 7.36 19.64
United Kingdoa 3.83 12.40 28.88 •19.00 26.51 1.04 - 13.11 40.59 15.23 47.52m 2.96 233.10 12.90 20.06
United State* 0.51 1.90 -0.79 3.86 31.33 4.06 14.29 28.48 21. ft. - 1.37 8.16 173.37 10.67 11.34
Japan 32.73 -21.46 22.88 5. SO 3.28 12.55 2.69 37.31 43.57 39.87 4.24 363.49 16.72 19.33
Non-U.S.* 18.74 -4.98 13.68 •4.61 11.88 4.32 - 1.96 37.15 33.92 36.17 2.95 260.43 13.80 15.45
World* 9.74 - 1.74 7.82 - 1.04 20.24 5.73 5.70 32.21 26.47 15.53 5.88 216.27 12.31 10.42
Source: Datastree*

* Australian emulative return* are fo r 1984 • 1988. World end Non-U.S. returns are weighted by aarket capita l (cations.

• •  Milkers are calculated (roa January 1978 * Deceisber 1980 •

*** 1976 to ta l returns are calculated fro a  January - Decewbei 1978.  i . e . ,  11 aionths. The reported nuaber i t  not annualized.




