


maam

H ouse C ommittee on State A ffairs

RECAP OF
HB 69

Permanent Fand Investments

Received January 9, 1989
by the Rules Committee by
Request of the Governor

Heard January 31,1989
Committee Substitute adopted January 31, 1989
Passed Out of Committee January 31,1989

4 Do Pass
2No Recommendation



TABLE OF CONTENTS

HB 69: Permanent Fund Investments

Item 1: HB 69 by the Rules Committee by
Request of the Governor

CS HB 69
item 2: Governor 3 Transmittal Letter
Item 3: Fiscal Note
Item 4. Dr. Gary And “rsTestimony from the

Permanent Fund Forum, January 28,1989

Item S: “Investing in International Markets~””
Graphs Prepared by the
Permanent Fund Corporation



HOUSE COMMITTEE REPORT
(5)

Date Referred: January 9, 1989 FURTHER REFERRALS: FINANCE

Date of Committee Action:
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"An Act relating to purchase of international investments for the Alaska
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Referred: State Affairs and
Finance
BY THE RULES COMMITTEE BY
IN THE HOUSE REQUEST OF THE GOVERNOR
HOUSE BILL NO. 69
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to purchase of international invest-
ments for the Alaska permanent fund." n
BE IT ENACTED BY THE LEGISLATURE OFTHE STATE OF ALASKA:

* Section 1. AS 37.13.120(g)(8) 1is amended to read:

(8) domestic corporate debt securities that [WHICH] are
rated AA or better by a nationally recognized rating service. or
non-domestic corporate debt securities of comparable quality;

* Sec. 2. AS 37.13.120(g)(9) is amended to read:
(©)) short-term
(A) domestic corporate promissory notes of the highest
ratings assigned by a nationally recognized rating service, or
(B) non-domestic corporate promissory notes of compa-
rable quality, the interest on which may be payable in either
United States dollars or non-domestic currencies;
* Sec. 3. AS 37.13.120(g)(19) is amended to read:

(19) certificates of deposit, term deposits, or bankers”
acceptances, that are issued by a United States or non-domestic bank
or trust company located outside of the United States [IN A FOREIGN
COUNTRY] and are denominated in United States or non-domestic curren-
cy, if either (A) they may be readily sold in a secondary market at
prices reflecting fair value, or (B) the issuing bank or trust company
has capital”™ [AND] surplus, and retained earnings at the date of issue
equaling at least $500,000,000; investments made under this paragraph

are not subject to the collateral requirements for domestic

HBOO69A -1- HB 69
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certificates under (m) of this section;
*Sec. 4. AS 37.13.120(g) is amended by tdding new paragraphs to read:

(21) securities of non-domestic governments and non-domestic
government agencies, the principal of, or interest on, which is pay-
able in either United States dollars or non-domestic currencies;

(22) securities of non-domestic corporations, including
common and preferred stock, whose dividends, if any, may be payable in
either United States dollars or non-domestic currencies.

*Sec. 5. AS 37.13.120(h) is amended to read:

(h) The board may enter into future contracts for the sale of
investments purchased under (g) of this section, or for the sale of
non-domestic currencies, only for the purpose of hedging an existing
equivalent ownership position in these investments [SECURITIES],

*Sec. 6. AS 37.13.120(1) 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)(20) OF THIS SECTION, 15 PERCENT; FOREIGN
CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER (g)(19) 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 time ~wn more than five percent of the voting stock of a
corporation. Domestic stocks, except for bank and 1insurance company
stocks, must be listed at the date of purchase on an exchange regis-
tered with the Securities and Exchange Commission. At the time of
each 1investment, the aggregate investment of the fund in each stated
category of investment may not exceed the following stated percentage

of the total investments of the fund:

HB 69 -2- HBOO69A
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(1) mortRaRes under (r)(16) of this section -- 15 percent;

(2) real estate investments under (r)(20) of this section --
15 percent;

(3) certificates of deposit, term deposits, or bankers”
acceptances under (r)(19) ot this section -- 20 percent;

(4) securities of non-domestic Rovernments, non-domestic
Rovernment aRencies, and non-domestic corporations under (B)(8), (21),
and (22) of this section, domestic corporate stocks and debt secur-
ities under (r)(8) and (18) of this section, and short-term non-—

domestic corporate promissory notes under (a)(9)(B) of this section

50 percent.

nn i r\K. ( Q & { t ( n

HBOO69A -3- HB 69



l;

ioi
il
12

14

15

g00439hE

Original sponsor: Rules/Governor

IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

CS FOR HOUSE BILL NO. 69 (State Affairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to investments for the Alaska perma-

nent fund; and providing for an effective date."

BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

*

Section 1. AS 37.13.120(g)(8) is amended to read:

(8) domestic corporate debt securities that are rated AA or
better by a nationally recognized vrating service, or nondomestic
corporate debt securities of comparable quality;

Sec. 2. AS 37.13.120(g)(9) is amended to read:
(9) short-term
(A) domestic corporate promissory notes of the highest
ratings assigned by a nationally recognized rating service, or
(B) nondomestic corporate promissory notes of compara-
ble quality, the interest on which may be payable in either
United States dollars or nondomestic currencies;
Sec. 3. AS 37.13.120(g)(19) is amended to read:

(19) certificates of deposit, term deposits, or bankers”
acceptances, that are issued by a United States or nondomestic bank or
trust company Jlocated outside of the United States [IN A FOREIGN
COUNTRY] and are denominated in United States or nondomestic currency,
if either (A) they may be readily sold in a secondary market at prices
reflecting fair value, or (B) the 1issuing bank or trust company has
capital™ [AND] surplus, and retained earnings at the date of issue

equaling at least $500,000,000; investments made under this paragraph
are not subject to the collateral requirements for domestic

-1- CSHB 69fSAl
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certificates under (m) of this section;
* Sec. 4. AS 37.13.120(g) is amended by adding new paragraphs to read:

(21) securities of non-domestic governments and non-domestic
government agencies, the principal of, or interest on, which 1is pay-
able in either United States dollars or non-domestic currencies;

(22) securities of non-domestic corporations, including
common and preferred stock, whose dividends, 1if any, may be payable in
either United States dollars or non-domestic currencies.

* Sec. 5. AS 37.13.120(h) 1is amended to read:

(h) The board may enter into future contracts for the sale of
investments purchased under (g) of this section, or for the sale of
nondomestic currencies, only for the purpose of hedging an existing
equivalent ownership position in these investments [SECURITIES].

* Sec. 6. AS 37 .13.120(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)(20) OF THIS SECTION, 15 PERCENT; FOREIGN
CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER (g) (19) 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 time own more than five percent of the voting stock of a
corporation. Domestic stocks, except for bank and insurance company
stocks, must be 1listed at the date of purchase on an exchange regis-

tered with the Securities and Exchange Commission. At the time of

each investment, the aggregate investment of the fund in each stated
category of investment may not exceed the following stated percentage

of the total investments of the fund:

CSHB 69(SA)d 2-



(1) mortgages under (g)(16) of this section - 15 percent;
(2) real estate investments under (g)(20) of this section -

15 percent;

4] (3) certificates of deposit, term deposits, or bankers"
51 acceptances under (g)(19) of this section - 20 percent;

6i (4) securities of nondomestic governments, nondomestic
71 government agencies, and nondomestic corporations under (g)(8), (20),
8l an. y22) of this section domestic corporate stocks and debt securi-
91 ties under (g)(8) and (18) of this section, and short-term nondomestic
101 corporate promissory notes under (g)(9)(B) of this section - 50 per-
1 cent.

12 * Sec. 7. This Act takes effect immediately under AS 01.10.070(c).
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STEVE COW PER

GOVERNOR

State Or A las ica
OFFICE OF THE GOVERNOR
JUJTITAD

January 9, 1989

The Honorable Sam Cotten
Speaker of the House
Alaska State Legislature
P.0O. Box V

Juneau, AK 99811

Dear Representative Cotten:

Under the authority of art. 111, sec. 18, of the Alaska
Constitution, 1 am transmitting a bill vrelating to the
purchase of international investments for the permanent fund
by the board of trustees of the Alaska Permanent Fund
Corporation. The bill specifically permits the purchase of
non-domestic equity and debt securities by the board.

Returns from international 1investments have exceeded those
from investments in the United States over most recent ten-
year periods. In addition, the United States represents
less than one-half of the world®"s equity capitalization, and
that share is declining as non-domestic economies experience
more rapid long-term growth. No one national market consis—
tently produces superior or inferior returns, and non-—
domestic securities markets exhibit a low correlation with
the U.S. market. Consequently, the ability to 1invest 1in
those non-domestic securities will reduce overall portfolio
risk while providing an increased return when compared to a
portfolio of-solely U.S. equities.

The bill allows the returns on the non-domestic securities

to be denominated in either U.S. or ncn-domestic currency,
and changes the various percentages allowed for categories

sdncerel

"teve Cowper
iovernor
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Alaska State Legislature, House Corrmittee on State Affairs

Prepared remarks of Gary C. Anders, Associate Professor
of Economics, University of Alaska Southeast

Politically Financing Alaska"s Development
Through the Permanent Fund

Representative Boucher, and Senator Pourchot

Thank you for inviting me to provide testimony today. In the
interests of time I will keep my remarks brief.

My understanding of the issue before us it whether or not it
is a good idea to make changes in the current use of Alaska's
Permanent Fund, and specifically if a portion of the Earnings
Reserve Account should be utilized to support the state
government®s operating budget..

I do believe that there are good reasons for making sane
changes in the management and composition of the Permanent
Fund for the sake of long-term security and growth, but 1 am
strongly opposed to tapping either the inflation proofing or
the earnings reserve account to support the short fall in
state revenues, or to provide endowments for pet programs.

First, 1 will explain my rationale for keeping the Permanent
Fund in tact, then | will suggest some policy changes as they
will relate to need to change the law allowing for a portion
of the Permanent Fund to be placed in international
investments.

We will be increasingly subjected to a strong appeal from
various special interests and members of the legislature to
tap the Dermanent Fund because of the reduction in oil
revenues, and the impending deficit. A great deal of
attention needs to be focused on this issue, because the
people of Alaska have not yet determined what they want or
can realistically expect from the state. Our proven
experience over the last few years is that wants exceed needs
and both exceed existing resources— even in flush times.

Our greatest weakness is that we have not forced the
political process to exercise its mandated leadership
responsibility to prioritizing the delivery of services and
establish viable levels of government.
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When the inflationary pressures building in the American
economy are eventually vented, we do not have an adequate
hedge to insure the corpus of the fund. Even if the stock
and real estate components of Permanent Fund are increased it
is still conceivable that inflation may be at such a high
rate that the earnings may not be sufficient to provide the
necessary annual adjustments to bring the fund up in real
terms.

Given the prospect of rising interest rates and a
depreciating dollar it would be prudent to change the law to
allow for a portion of the Permanent Fund to be invested in
overseas markets. This would do several things. First, in
the event of an increase in inflation in the U.S., and a
further devaluation of the dollar, investments in secure
foreign investments would provide a hedge against the
principal. Second, since many of these equities markets

are more vibrant than our own domestic markets, the potential
rates of return for comparable risk are likely to be several
percentage points higher. Finally, in light of our Facific
and East Asian orientation, financial investments of Alaska“s
capital might serve as useful leverage for increasing
investment and operations of Asian firms in the state's
economy .

This ends my prepared comments. I want to than): “cu again
for including me 1in these important hearings.
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INVESTING IN INTERNATIONAL MARKETS

EQUITIES - $7.1 TRILLION 1987



INVESTING IN INTERNATIONAL MARKETS

BONDS - $9.4 TRILLION 1987
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INTERNATIONAL INVESTING
RETURN ATTRIBUTION *

Results of a cross-sectional
regressional analysis study of

200 randomly created international
equity portfolios of 50 stocks each.



1977

1978

1979

i19sc
1981
1982
1983
1984
1985
1986

1987

1988

Germany
25.8

26.9

[ WSStX

bumbi

(8.2)
12.3
25.9
(3.8)
140.9
37.2

f189

20.6

Switzer-

land

28.7

21.9

12,1

* 7*3)

( 9.5)

19.3

(11.1)

108.9

34.3

<10*7>

flH V

TOTAL ANNUAL RETURN (U.S.

U.K. Australia
58.0 11.9
14.6 21.8
22(1 43 6
411 55,3
(10.6)

9.2 (22.6)
17.2 56.0
5.4 (12.6)
53.4 21.0
27.1 43.8
31'6 6*7
6.0 36.4

BEST PERFORMER

Hong
Kong

18.5

83,5

12,7

(15.8)

46.8
51.6
56.0

( 7+2)

28.1

DOLLARS)

Japan Singapore
15.9 5.9
53.3 45 .1
11.9 28.5
30.3 62.8
15.8 18.3
(0.5) (16.7)
24 .9 31,7
17.1

43.9

99.7 45 .2
42.4 0.8
35.4 33.3

WORST PERFORMER

Canada

(2.

20.

51.

22.

(10.

33.

(7.

16.

1)

7)

6)

11.6

17.

S&P
500

(7.2)

18.5
32.4
(4.9)
21.5
22.4
6.2
31.7

18.2

14.6



Largest Five

Automotive
General Motors
Ford
Toyota
Daimler-Benz
Nissan

Banking (Based on Assets)
Dai-Ichi
Sumitomo
Fuji
Mitsubishi
Sanwa

Chemicals
1 duPont
BASF Group
Bayer Group
Imperial Ghemical

Dow Chemical
Source: MSCt

Companies industry

102
72
55
42
35

2 P8
276
268
242
240

31
26
24
20

13

Electrical Equipment
Hitachi

General Electric

Siemens
Toshiba
CGE

Food & Household
Unilever
Nestle
Procter & Gamble
Kraft
Dalgerty
Steel
Nippon
Thyssen
UusX
Nippon Kokan
Kobe

Sales ($IMI)

40
39
33
27
24

31
28
17
10

19
17
15

10
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U.S. Holdings of Foreign Stock

1972 - 1987

U.S. Holding? (Year End Data)
($ Billions)
60
55.7

50

40

30

20

0 10.5 10.0 9.0 9.6 9.4 10.1

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

Sours*; Commerce Dopl. Bureau of Economic Analysis



EA._F_._E vs.United States

Yearly Percentage Change

January 1, 1970 to December 31, 1987

% Change
(U.S. Dollars)

60 ----—-

70 71 72 73 74- 75 76 77 78 79 80 81 82 83 84 85 86 87

Years
Scarce: USCJ



1987 World Equity Market Performance

Source Msd Countries
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Historical Total Returns of Govemaent Bonds in U.S. Dollars

Country 1973+**
Australia*  HA

Canada -2.38
France 31.90
Germany 1551
Netherlands  7.69
Switzerland  32.19
United Kingdoa  3.63
United States 051
Japan 32.10
Hon-U.I'* 18.74
Worlo* 9.74

Source: Datastrea*

1979
NA
-0.63
0.15
140
16.24
-0.59
12.40
1.90
-21.46
-4.96
-1.74

1960
HA
1.70
-8.07
-10.58
-5.76
-9.63
28.68
-0.79
22.88
13.68
1.82

tin percent)

191

2
241
-16.07
-8.42
-8.55
-1.65
-19.00
3.86
5.50
-4.61
-1.04

1962
HA
35.73
1.88
14.09
15.85
1.18
26.51
31.33
3.28
11.88

20.24

1983
HA
9.57
-2.81
*8.06
-8.61
-4.82
1.04
4.06
12,55
432
5.13

1934

2
8-80
1.60
-1.03
-2.61
-14.66
1311
14.29
2.69
-1.96
5.70

1985
-12.36
17.51
52.70
43.36
42.66
34.36
40.59
28.48
3731
31.15
32.21

1986

7,61
17.16
33.93
38.72
36.14
35.16
15.28
21.63
43.57
33.92
26.47

1987
28.69
8.57
25.63
28.67
3201
32,60
R
137
0847
36.17
1553

1968
30.36
20.01

3.75
-6.30
-6.10

-12.49

2.96

5.15

4.24

2.95

5.88

1978-
1988**

71290
179.45
172.84
152.89
167.82
102.26
233.10
17337
365.49
260.43
216.21

Amualiied SDtea\rl]Ig%Irgn
i heme
14,67 17.13
1092 1113
10.65 20.31
9.81 18.62
10.44 18.25
7.36 19.64
1290 20.06
1067 1134
1672 1933
13.80 15.45
12.31 1042

* Australian cumulative returns are for 1964 - 1966. World tod Non-U.S. returns are weighted by laarlcet capitalizaticns.

** Hunters are calculated fro* January 1973 - December 1988,

¥ 1078 total returns are calculated fro* January - December 1978, i.e., 11 months. The reported numoer is not annualized.
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