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Alaska Permanent Fund

Brief history and financial outlook 
for Fund growth and income

February, 2003

_________________
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Permanent Fund market value
30-month change in principal and earnings reserve account
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Tund principal
sour of contributions as of December 31,2002

is not
available for 
appropriation.

The Alaska "4
Permanent II
Fund principal ;■
is protected by \
the Alaska 16 ' I
Constitution. Xi
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Dedicated 
oil revenues

Inflation-proofing

Specia'
appro’ riations

$22.0 billion
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Eamings reserve account
30-month change in realized and unrealized income

As provided by 
law, all Fund 
income is 
deposited in the 
earnings reserve 
account.

It is retained 
there until 
appropriated 
by the 
legislature.
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Earnings reserve reconciliation
What happened to the $5.6 billion?

A la s k a  P e rm a n e n t  F u n d  C o rp o r a t io n m

Fund’s total return
annualized for the past, recent times and the future
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Fund's asset allocation
and control bands

Domestic equities 37% +/- 7%
International eauities 16% +/- 5%
Total equities 53% +/- 5%

Domestic bonds 35% +/- 7%
Non-Dollar bonds 2% +/- 2%
Total bonds 37% +/- 5%

Total real estate 10%+/-2%
'jp t ;
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Range of market value
FY03 -  FY08

$  b il l io n s

FY03 FY04 FY05 FY06 FY07 FY08

10tf1 Percentile 525.1 $28.9 $31.7 $33.9 338.1 $40.0

25th Percentile $24.2 $26.6 $28.6 $31.3 $33.6 $35.1

Median $23.1 $24.5 $26.0 $28.1 $29.3 $30.9

75th Percentile $22.2 $22.6 $23.7 $24.9 $25.9 S26.6

90th Percentile $21.0 $21.6 $22.1 $22.3 $23.2 $23.7
A la s k a  P e rm a n e n t  F u n d  C o r p o r a t i o n

Data as of 12/31/02

$  b i l l io n s

FY03 FY04 FY05 FY06 FY07 FY08

10“’ Percentile $1.1 $1.9 $3.1 $4.7 $6.3 $7.7

25lh Percentile $.8 $1.3 $2.0 $3.1 $4.0 S4.9

Median $.6 $.9 $1.2 S1.6 $2.0 $2.7

75lh Percentile $.5 $.6 $.8 $1.1 $1.3 $1.5

90’il Percentile S.4 $.4 $.6 $.8 $.9 $1.0

Range of realized earnings reserve
FY03 -  FY08
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Range of total earnings reserve
c v n  o c v n  o

FY03 FY04 FY05 FY06 FY07 FY08

10m Percentile $2.5 $5.3 $7.5 $9.0 $12.0 $13.7

25m Percentile $1.6 S3.4 $4.1 $6.0 $7.0 $7.7

Median $.5 $1.2 $1.9 $2.8 $3.1 $3.7

75m Percentile ($0.2) (S0.3) ($0.2) $0.1 $0.1 $0.0

90m Percentile ($0.4) (S1.1) ($1.3) ($1.4) ($1.2) ($1.4)

A la s k a  P e rm a n e n t  F u n d  C o rp o r a t io n
Oala as of 12/31/02

Range of per capita dividends
FY03  -  FY08

$2,800 

$2,400

$2,000
$1,600

$1,200

$800 

$400

$0

I
FY03 FY04 FY05 FY06 FY07 FY08

10m Percentile $1,150 $1,080 $1,130 $1,450 $1,910 $2,360

25m Percentile $1,130 $950 $930 $1,130 $1,510 $1,850

M ed ltn $1,100 $840 $700 $770 $1,040 S1.310

75lh Percentile $1,070 $660 $440 $420 S550 $660

90th Percentile SO so $0 $20 $0 $0
A la s k a  P e rm a n e n t  F u n d  C o rp o ra t io n

Data as of 12/31/02
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Longest Equity Bear Market Since 19'30’s
Roles of the 90s Reverse as Bonds Rule

2000 R eturns 2001 R eturns 2002 R etu rns

Russell 3000 -7.46 -11.46 -21.54
S&P Super Composite 1500 -6.98 -10.64 -21.31

Russell 1000 -7.79 -12.45 -21.65
S&P 500 -9.10 -11.88 -22.10

Russell 2000 -3.02 2.49 -20.48
S&P 600 Small Cap 11.80 6.54 -14.63

EAFE ($US) -14.17 -21.44 -15.94

LB Aggregate 11.63 8.43 10.25
SB Non-US Bonds -2.63 -3.54 21.99
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Rolling 5 Year Returns for Stocks
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Cumulative Return Comparison Table 
Stocks, Bonds & Cash 

I m p o r t a n t  t o  K e e p  P e r s p e c t i v e

Re( ' for Periods Ended December 31, 2002

5 Ye 10 Years 20 Years JO Years 40 Years

Cash 4.49 4.61 5.94 6.96 6.36
Bonds 7.44 6.91 8.74 8.51 7.52
Stock -0.59 9.34 12.71 10.68 10.49

Growth o f  a $ for Periods Ended December 31, 2002

5 Years 10 Years 20 Years 30 Years 40 Years

Cash 1.25 1.57 3.17 7.53 11.80
Bonds 1.43 1.95 5.35 11.59 18.15
Stock 0.97 2.44 10.94 20.99 54.14



The Current Economic Environment
• The recession is over, but what will the recovery look like?

• Economy is growing, but unemployment is stuck at 6%

• Business investment continues to be weak
• Treasury bonds yields are at their lowest in 40-years, due to:

-  Aggressive Fed action to lower interest rates
-  Investors exiting equity in favor of bonds, driving yields lower

• Credit spreads and equity risk premium are higher than normal

• Disappearing federal surplus and higher state and local deficits

• However:

-  inflation fell from 3% to 1.5%
-  tax cuts and lower interest rates freed up funds for the consumer
-  consumers keep spending, housing and cars sales surged
-  government is also spending to boost the economy
-  confidence is recovering
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Domestic Equity vs. Bond Yields

i

S&P 500 Earnings Yield vs. 10-Year Treasury Yield

Ratio of S&P 500 Earnings Yield and 10-Year Treasury Yield

^trailing reported earnings used for S&P 500

Large Cap
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U.S. Market Still Expensive Compared to the 

Rest of the World
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2003 Capital Market Projections

• Economic recovery will continue, but slowly.
• Inflation will remain low, but little risk of deflation.
• Consumer spending will slow, in line with disposable income.
• Fiscal stimulus ffcm the Feds will help, but state and local governments will 

be cutting back.
• Surplus is gone — higher Treasury yields at the shorter end.
• Feds will ultimately shift to tightening monetary policy.
• Capital spending will follow GDP growth.
• Stock market recovery will be slow.
» Housing market will start to cool.

Oil 9



2003 Capital Market Projections

• General decline in expected returns across all asset classes, stemming from lower 
inflation and lower bond yields.

• Inflation is lowered by 0.3%, but still depicts inflation rising from current low levels.
• Cash returns reflect rising shori-tcrm yields, but still low real return o f 0.4%

• Bond returns lowered from 5.75% to 4.75% :

-  reflects current yield-to-worst, plus small adjustment

-  build in moderate increase in short rates, relatively stable long rates, narrowing 
o f credit spreads.

• Equity returns built from fundamentals: 3-4% real GDP growth, 2% dividend yield, 
0.5%-1% “buyback” yield.

• Real estate lowered from 8% to 7.6%, reflecting lower inflation and further declines 
in residential and nonresidential valuations.

• Private equity lowered to 12%, primarily due to weaker venture capital sector.

Gl 10



MEASURING RISK
Standard Deviation - Measures the Variability of 
Returns from Their Mean

Mean

Return Standard Deviation
l l



MEASURING RISK

An Illustration
Expected Annual Return = 10.0 %

Standard Deviation of Return = 14.0 %

2 out of 3 years, the return is expected to fall within a 
range of one standard deviation = -4.0 to 24.0%

95% of the time, the return is expected to fall within 
a range of two standard deviations = -18.0 to 38.0%

O l 12



2003 Capital Market Projections

Projected Annual Projected Standard 2003 2002

Asset Class Index Return Deviation (Risk) "Sharpe" 2002 Projections "Sharpe"

Equities
Broad Domestic Equity S&P 1500 9.00% 17.30 0.34682 9.30 17.20 0.33721
Large Cap S&P 500 8.70% 16.20 0.35185 9.00 16.00 0.34375
Small Cap S&P 1000 10.30% 25.00 0.29200 10.60 25.00 0.28400
International Equity EAFE 9.60% 21.50 0.30698 9.90 21.50 0.29767

Fixed Income
Domestic Fixed LB Agg 4.75% 4.50 0.38889 5.75 5.00 0.45000
Non US$ Fixed SB Non US 4.65% 9.60 0.17188 5.60 9.60 0.21875

Other
Real Estate CRES 7.60% 16.50 0.27879 8.00 16.50 0.27273
Alternative Investments VECO PVCI 12.00% 34.00 0.26471 12.25 35.00 0.25000
Cash Equivalents T-bill 3.00% 0.70 3.50 0.70

Inflation CPI-U 2.60% 1.00 2.90 1.00

Gil 13
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Lowered Expectations - Asset Mixes With 
Comparable Equity Exposure Offer Less Return

E fficient Frontier (A lternative Investm ents Excluded)

Standard Deviation

Gil 14



What Can Go Wrong?
R i s k s  o n  t h e  H o r i z o n

•  Largest risks come from outside the economy:
-  Further terror attacks, or
-  War with Iraq, North Korea, other agents of terrorism

• Risks remain within the US
-  Stagnating economy
-  Collapsing housing market kills consumer enthusiasm for 

spending
-  Inflation takes off, crushing the bond market

CA 15



Applying the Projections to the APFC
APFC Target Mix versus Unconstrained Efficient Frontier 

Target is essentially on the efficient frontier near mix 4

Opt i rral P o r  t f  o l  i os

L i m i t s  A s s e t  M x  A l t e r n a t i v e s
P o r t  f o l i  c T a r g e t  ...............................................................................................................................................................................- .............................................................................
C o m p o n e n t M  x M  n M x 1 2 3 4 5 6 7 8

Br o a d 37% 0 % 100% 25% 2 9% 33% 38% 42% 46% 50% 54%
l n t ' 1  Eq 16% 0 % 100% 10% 12% 15% 17% 19% 21% 24% 26%
LB  Agg 35% 0 % 100% 53% 4 6% 39% 33% 26% 19% 13% 6 %
NUS B o n d 2 % 0 % 100% 5 % 5 % 4 % 3 % 3 % 2 % 1% 1%
R e a l  E s t 10% 0 % 100% 7 % 8 % 9 % 10% 1 1% 11% 12% 13%
T- B i 11 s 0 % 0 % 100% 0 % 0 % 0 % 0 % 0 % 0 % 0 % 0 %

T o t  a l  s 100% 100% 100% 100% 100% 100% 100% 100% 100%
hfedi a n 7. 38% 6. 50% 6. 81% 7. 12% 7. 43% 7. 75% 8. 06% 8. 37% 8. 68%
St d D e v 10. 84% 7. 92% 8. 92% 9. 96% 11. 02% 12. 10% 13. 20% 14. 31% 15. 43%

: 6
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Target Mix Versus Unconstrained Frontier
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Range of returns 
One Year Period

R an g e  o f  P ro jec ted  Rates o f  R e tu rn  
P ro je c t io n  Per iod: 1 years

50% - T -

40% H

(20%) - ---------

Ta rge t M i x  1 M i x  2 M i x  3 M i x  4
r~  ~ i  

M i x  5 M i x  6 M i x  7 M i x  8

5th P e rcen t i le 26.62% 20.30% 22.45% 24.70% 27.01% 29.39% 31.82% 34.29% 36.81%
25th P e rcen t i le  14.89% 11.96% 12.97% 14.01% 15.07% 16.15% 17.23% 18.33% 19.44%
M e d ia n 7.38% 6.50% 6.81% 7.12% 7.43% 7.75% 8.06% 8.37% 8.68%
75th Pe rcen t i le 0.37% 1.31% 0.99% 0.65% 0.31% (0.05%) (0.40%) (0.76%) (1.11%)
95th Pe rcen t i le  (8.93%) (5.72%) (6.83%) (7.97%) (9.13%) (10.28%) (11.42%) (12.55%) (13.66%)



Range of returns 
Three Year Period

R ang e  o f  P ro jected Rates o f  R e tu rn  
P ro je c t io n  Per iod: 3 years

50% - p  

40%

*£ 30% J

Ta rge t M i x  1 M i x  2 M i x  3 M i x  4 M i x  5 M i x  6 M i x  7 M i x  8

5th Pe rcen t i le 18.10% 14.26% 15.58% 16.94% 18.34% 19.76% 21.20% 22.65% 24.13%
25th Pe rcen t i le 11.65% 9.62% 10.32% 11.05% 11.78% 12.52% 13.26% 14.01% 14.77%
M e d ia n 7.38% 6.50% 6.81% 7.12% 7.43% 7.75% 8.06% 8.37% 8.68%
75th P ercen t i le 3 .27% 3.47% 3.41% 3.34% 3.26% 3.18% 3.09% 3.00% 2.92%
95th P ercen t i le (2.36%) (0.74%) (1.29%) (1.87%) (2.46%) (3.06%) (3.66%) (4.25%) (4.84%)



Range of returns
Five Year Period

R an g e  o f  P ro jected  Rates o f  R e tu rn  
P ro je c t io n  Per iod: 5 years
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50%

40%

30%

20%

10%

0% -1

( 1 0 % )

(20%) -  —

Ta rge t M i x  1 M i x  2 M i x  3 M i x  4 M i x  5 M i x  6 M i x  7 M i x  8

5th P ercen t i le 15.59% 12.47% 13.54% 14.65% 15.79% 16.94% 18.10% 19.28% 20.46%
25th P e rcen t i le  10.68% 8.91% 9.52% 10.15% 10.78% 11.42% 12.07% 12.72% 13.37%
M e d ia n 7.38% 6.50% 6.81% 7.12% 7.43% 7.75% 8.06% 8.37% 8.68%
75th P e rcen t i le 4 .18% 4.15% 4.17% 4.18% 4.19% 4.19% 4.19% 4.19% 4.19%
95th P e rcen t i le  (0.25%) 0.85% 0.48% 0.09% (0.32%) (0.72%) (1.13%) (1.54%) (1.95%)
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Efficient Frontier



Conclusions
Current policy is consistent with goals of
-  maximizing return subject to statutory limitations on 

total equity exposure
-  diversifying to achieve maximum return per unit of risk 

(i.e. the policy is “efficient”)
Policy does not produce 5% expected real return
-  significant decline in level of interest rates and low 

embedded real return projection (4.75% minus 2.6% 
inflation = 2.15% expected real return on bonds)
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[Fwd: Finance Meeting 2/12/03)

Subject: [Fwd: Finance Meeting 2/12/03]
Date: T u c ,  11 F e b  2003 15:20:26 -0900 

From: M in d y  R o w l a n d  < M in d y _ R o w la n d @ le g i s . s t a t e .a k .u s >  
Organization: A la s k a  S ta te  L e g is la t u r e

To: R y e ly n  R a d e r  < R y e ly n _ R a d e r@ le g is . s t a t e .a k .u s > , 
R o b i n  P a u l  < R o b in _ P a u l@ le g is . s t a t e .a k .u s >

Subject: Finance Meeting 2/12/03 
Date: T u e ,  11 F e b  2003 15:16:18 -0900 

From: M a t t y  M e y e r  < M a r t y _ M e y e r@ L e g is .s t a t e .a k .u s >
Organization: A la s k a  S ta te  L e g is la t u r e

To: S h e i l a  P e te rson  < S h e i la _ P e te r s o n@ le g is .s ta te .a k .u s> ,
M i n d y  R o w la n d  <M in d y _ R o w la n d @ le g i s . s t a t e .a k .u s >

Ladies,
Here's the list of Majority Senators who are not on the Finance 
Committee which I called to see if they would like to sit at the Finance 
Table at the 9:00AM meeting on 2/12/03.

V^en. Cowdery - yes, sit at table
'■'Sen. Dyson - yes, sit at table
-fierr. -Qgarv - yes, sit at table 
✓£en. Taylor - yes, sit at table 
>-Son-T-horriault - no, will not be there
v'Sen. Wagoner - Amy (his aide) ^aid it's unlikely )Ttr?~wiil be tliere*

Sen Seekins- ???? (Lee's plan that he will be there, but if he doesn't
show up, we will take his name plate away)

Have I missed anyone?

Thanks
Marty

2/11/2003 3 :23 PM
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