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enough, th0 B:111k may be able to order increased subscriptions 

without calling in any capital. 

The l:::u:r.ope~"tn Investment Bank acquires virtually all its loan 

funds on the European. bond.market. Although the Bank resorts 

rnainl~1 to the European market,· it has been able to sell its debt 

internationally, particularly in the United S:tates and Japan. 

The issues range from a lo~ of 6.3 million UA to a high of 

239.1 million , averaging from 20 to 40 million. About 40 percent 

of these issues are placed privately. Since 197~, the Bank has 

raised more:: than 800 million Ul\ per year through the sa l e::~ of 

bonds. Virtually all the public issues are underwritten by syn-

cl:i.cates composed of Europ8un comm~1·cial and savings banks. 

The interest rates the EIB must pay are in line with its 

stron9 hacY.ing . Rates rose from '1bout 7. 0 percent in 197 2 to 

nearly 10.0 percent in 1974, and has since declined. In fact, 

the Dank hns just adjusted its uniform lending rates downward to 

reflect this movement . 

'l'h0. mr .. l: notcwort:hy aspect of the EI13 bonds is that they ~re 

all long-term. 'l'hcre nr.e a few occaH:Lons where the Dank borrowed 

[or l oRs tha n seven yearc . Nost isnucs a re for at least 10 years, 

\·1.L th Bomc goin9 for cis long ns i:; to 20. '£he lengths of these 

linb:i.l L t.:i.c: r.: rn.:i.tch th.J t. of: tllC:! produ(~ t .i.vo capc:1ci. ty of the .:is sc ts 

l:::CB f: :i.n a n C('t:--c.;c:1pi tal. in t c ns:i. vc pl.<1 nt <rnc1 in r: r.as true turc. 



FUNDS RAISED UP TO AND I NCLUDING 

Issues 

Amounts (mil. UA) Participati ons 
by third parti es Funds 

Private Public in EIB l oans r aised 
Year Number i s sues i ssues Total (mi l. UA) (mil. UA) 

t::1 
:::.--

1961 3 7. 6 1 3.8 21 . 4 21. 4 
z 
~ 

1962 2 32 .3 32.3 32 . 3 
1963 3 8.0 27.2 35 .2 35. 2 
1964 5 1 3.5 53 . 3 66 . 8 66 . B 
1965 4 65 .0 65.0 65.0 
1966 6 24.0 114.5 1 38 .5 138.5 
1967 8 40 .0 154 .5 194 . 5 194 . 5 
1968 13 112.5 100. 0 212 . 5 212 . 5 
19G9 9 GJ.7 02 . 3 J.'1 G. 0 l 'I G. 0 
1970 7 GG . 6 102.3 1 68.9 168 . 9 
1971 20 208.0 204 . 9 412 . 9 '112.9 
1972 19 133.4 :?2G.G '1G2.0 17.5 ~ 79 . 5 
1~73 ~2 207 . 0 I 01. 0 GOR . O '1 • J 61'.).. 3 
19 'ltt lG 70'1 . 2 121.3 U25.!i G ., r. ,. •o en 

- :.> . :.> CJ ID 
·1975 26 318 . 6 495 . 1 813.7 17.0 830.7 l.Q tt) 

Ci) r. 
1976 17 221 .0 510 . 9 731. 9 17 . 0 748.9 ro .... :;: 

o& 
1961- 1976 180 21 28. 1 2807 .• 0 4935 . l 55.8 4990 .9 ...., 0 

~ 

I-' 
.ti-.. 
.... 
~ 
...J 
....i 
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The EIB has enviable access to the European bond market 

is beginning to offer its issues in the American and Japanese 

nmrkcts. 'l'he burgeoning growth of its demand for funds , shown 

in Table 2, has not compromised ci1is access. The benefits o~ 

t:i.rne ly access to fund~, long i:epayment terms ·and favorable inte r-

est ra tcs cleri ,, d from EID' s s tron9 backing arc transferred to 

its borrowers . 

IJ.I . USES 01" FUNDS/LENDING OPI::RA'l'IONS 

By Sect.or 

Ove r EIU's operating history, its loans, in terms of money 

volume , h ave been concentrated in infrastructure projects, pre-

c.lomint1tcly in energy, tr,m::iportc:ition nnd ·telecommunications. EIB 

has made about four tintes as many loans to industrial sectors as 

to infrttstructure projects . However , total money volume of these 

lo~ns was only about half of that devoted to infras t ructure . 

Manufacturing proj ects have received the preponderant number of 

inc1ustd.al lol'.'m s . 'l'ab le 3 summarizes thi!i allocation pattern and 

' i1 C1 J,1 es '1 und 5 give more complete brenkdowns of historical and 

c.: 11 .i: r i.: n t .:1 c l: iv :i t y • 

I n r e porting its loa n activities by statu tory objcctlv0s , EID 



Table 3 

EIB FINANCING 'I I 1976 -AND TOTALS 

1 

. 1976 1958-1976 

Amt. % of Amt. % of 
Sector # (mil. UA) Total 

,, 
if (mil. UA) Total 

Infrastructure 

Agriculture 1 30.1 2 .• 8 8 123.9 2.0 
Water Supply 6 74.3 6.8 19 220.9 3.7 
Transport G 107.2 9.9 60 1001.2 16.7 
Telecommunication 8 200.l 18.4 38 853 .7 14.2 
Other 2 16.3 0.3 
Energy 18 376.5 34.7 109 1764.2 29.4 

.Total 39 788.2 72.6 236 3980.2 6G.3 

~riculturc, Industr:t, 
and Services 

Agriculture 5 7.5 0.1 
InduE;try l?.O 297.8 ? .. 7. i1 874 200'1.0 3 3. tl ..., .en 
Services 7 13.7 0.2 rJ ro 

lO 'V 

Total 886 33.7 
CD rr 

120 297.8 27.4 2025.2 (:) 
I-' ::i 
0 b' 
w co 

Grand Total 159 1,086 100 1122 6003.4 100 .0 
t'1 

...... 

.::. .. 
All figures in millions UA. I-"' 

\0 
.....J 
'1 
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Table 4 

SEC'rORAr~ BR ;!;l\KDOtvN OF' FINANCING PROVIDED WITHIN THE COMMUNI'l'Y , 
1i 

St<IOf 

·------·----
lnfrostructu re 

Agrh~u l:urnl d(tVclopn;oli l . 

W Her supply olnd di~tributil.)n 

T r;in~p~:t 
HuilwilyS • . . 
Road:;. h rk!~cs ;ind luf'n1i!s . 
Shippi110 ;i::d inl.:111.t , ·:;11cl\vay:; 
/\irliM:; 
Other 

Teloco1 nmu11ica~1ions 

Other 

E11N{IY 

(Procluc:iir'I) 
NucfN: 
T11wnul powe: swti.:i "~ • . . 
1 1~·droolcc: 1ri:: <ind pl::s.;.:ce1 storaoc pl:int 
llcvolopm.int of oil <111 c1 r.a twul (In~ dcmos­
:t:, 
!.vi id (UCI 1•YltaC lion . 
(Trti11spciit1 
T•.1nsmi:;::ion lines 
Ga::fines i'llllf oil P•P·:lliMs 

236 

8 

19 

oO 

38 

2 

109 

To:~: 

(7'/) 
29 
13 

ti 
1 (j 

2 
(32) 

6 
2G 

- ---·- ----- -----
A11riculturo, industry nod s orvicos 

A~ • ultut.>. forc>stry, fis~.·no . 

Industry p) 
Vini110 a11d qu;wyino· . . . 
'' .J t.11 prot.fuction ond :.;imi-proc.issing• 
<.on structiorr materials• 
WocicJworkino . • . 
: .1ss nnd cor.unics • 
C11orniil1.tl~ • . • • • • . • • 
M.>1.1lworkinu ;incl 111och,1.1icJI or\Qinoori:iu 
• 1 •tor vuhlclos. trnn:.pcirt N 11.1l11ment 
Lloctric:il onoinuorinu. cl.:ictronlcs 
fo~tlstulfs 
l e, cti lcs nnd fcnthN • 
1 Jp·Jr mid pu•p• 
nuh!•or nnd plastic:: pr\lco:i::lno 
(} •h·:t • • • • • • . • • 
1) a11dinn ·~ civil C1noi11uori11u . 
Global loons :D 

Sou · ui. 

1 outi~m 
fiusoard1 oncl Dtlvolopmont 

Crn111I Tot:il 

EOG 

6 

(114 

7 

1122 

(
1

) SJ., '"''o 4 to TnlJI" 2, 11.1,10 :n. 
( ' ) (If W'•·Ch IJ~i;c 1111h1~l• i•1l (1113•kr.I whit"":"'"'''~) : 1 IGr. ·7. llhh" lll U.11. 
(') l loll Mn111111t 10111u~•1111-. t11•i 1111)ll.,c.11ou ~m1lu11 of 11111 glub.1l h•1111s. 

1B 
'/'/ 
63 
39 
25 
!)"/ 

1 !i3 
32 
47 

l J.7. 
G!:i 
20 
'11 
1 •I 

" 39 

tlt.rnh~r 

cf whi:l1 !Jl:>!ul 
',•\Jn 01loc.i•!on~ 

553 

4 

3 

553 

15 
31 
39 
37 
13 
25 

11 !) 
10 
3~ 
95 
53 
2:1 
:io 
11 

i1 

3 

Am<.·'"·,: {•· · i.r;~h •l.i .} ---------·····-· 

3980·2 

123·9 

220·9 

1 OJi-2 

8f>3·7 

2025·2 

"/·5 

2004 ·0 

To1a! 

221·8 
~ll7·9 
lt.~·9 
41·7 
4 ·9 

(i 241-'i') 
6.~0· 2 
1J3·2 

2ti!j·5 
22:1·1 
1 (i-7 

(520·5) 
65·13 

4!i'1·6 

1 :!·8 
b:ia .. 1 
hi 7·:! 

l!)· j! 

33·'' 
457'2 
I GG·!> 
13:Hi 
"/'1··' 

1 !j:) .. ~ 

37·2 
2!Hi 
5U·"/ 

(j.!) ,.., 
141-GU) 

I • '"'t~, J, fif~!J;1I 
:~J: •. 1Ut1ca:i<"'~ 

2G2·4 

2·(.; 

255 ~ 

u··I 
22·5 
20·1 
13·2 

6 ·9 
12·1 
52'{) 

S·3 
Hl·4 
4G·3 
23·2 
10·3 
17.· 'l 
3·9 
1 · 'l 

13·7 ~ ··: 

G 005 4 2G2 4 

66·3 

:ir--
2·<-
3·"/ I 

16·') 

14·2 

O·: 

33.7 

0·1 

33 .. 1 

0 ·2 

1('').0 

3·7 
9·6 
'- ·I. 
0·1 
0·? 

7.0· 7) 
10·3 
2·J 

H 
3'7 
o~ 
:a·7) 
M 
7·6 

0 ·2 
9·3 
1·8 
0·3 
0·8 
7-6 
2·R 
2·3 
1-2 
2·7 
O·u 
0·5 
1·0 
0 ·1 

2·4 

O·l 
0·1 
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OF PINANCING PROVIDED WI'l'HIN THE COHNU.NITY, 1976 

------------··· 

Aariculturnl d.:-vcloprn::?n! 
. ' ' 

VJri:i:r su;,pl11 .ind dis11ilJu1ion 

T r;w sport . 
n ,1i1 \111\'S • • • • • . 

Sftipp1. '<J .1n<.l inlond W<•torwJys . 

1 cl.-:o:u:1 u11un ·: :itions 

F.11c11.1v 

(Proc!uction l 
Nuclo\rr . 

Tho1111:1I p ."Nor sta1io11s 

I lvclri:1cl 1~•: t 1 ". Jrid 1wnip,1d -;tor.in~ plnnt 

Om·dlopn .. :nt of oil nnd n<1tur:i l g.1:; 
illlJl C·:~: t•; . . . . 

Solid ft:d l~>.lr<1ction . 
(Tr.1nspor1) 

Gnslinos <1nu oil pip·~lin L:~ 

Ao ricult uro. industry nn<l sorvicns 

111\ll:s trv ( 1) • 

lviini110 n•· 1. CllHHr\'rr.g • 

~.tnt:il prr ;h1c;io11 11w l s.111 11 • 

1 >r~t1~ 5:;ino • 

Cc111s1r11c:ir,11 rn;itorials • 

WCJudwur'<in\l 
GIJsr, nnl'I curainics . 

Churnic111s• • . . . 

llio1ah.vurki110 ;r11cl mcr.harucal onuinoor· 
inu 

39 

6 

G 

8 

1B 

1 20 

170 

, Total 

.1 
5 

(11) 

3 
2 

2 

3 
1 

(7) ., 

3 

8 
4 

. 2 
15 

1'1 
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consolidates its three mandates (see page 1) into two ciassifica-

tions: projects for "regional development" and p;rojects- of com-

mon interest to seve ral membe r countries. Some project~ · cannot 
j 

b~ unambiguously classified and are counted in both categories. 

About 18 percent of all projects undertaken by EIB sin~e it began 

operations have been so counted. Keeping that in mind, some 76 

percent of EIB 's 6 billi on UA in loans have been justified on the 

basis of furthering the development of l ess developed regions. 

Projects of interest to several countries have been mos tly in the 

fields of energy and transportation. Table 6 shows a more com-

plete breakdown of loans by objective. 

Global Loans 

The management of EIB recognizes that small enterpris e s are 

the dominant type of i ndustrial organization in labor-intensi ve 

sectors. These firms seldom have capital needs which match EIB's 

1 million UJ\ direc t lendi ng minimum. However, they are an irnpor-

t an t source of employment and , in certain Gector s and areas, an 

effi cient form of organizati on . 

I n orde r to meet t:hese firms' needs , F.II3 lends to intermedi-

ate institutions, usually regional development authorities who in 

turn lend to small firms. The authorities are allocated a given 

amount nn<l arc given a finite period in whi~h to use the funds. 
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li'INANCING PROVIDED WITHIN 'l'HE COMZ·lUNITY IN 1976' ;.No FROM 1958 TO 1 9 7 6 

Br eakdown by Economic Policy Obje::ti ve 

-------
,. • • ~ : ,.. !J. :l 

Rngion;il dr.volopmcnt ( 1) 
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Projects so financed must meet EIB criteria and be iocated in a 
I 

. . d 11 f th l . d t . 1 . 1 . II specifie area , usua y one o e ess-in us ria ize' regioll s. 

If suitable projects cannot be found within the specified t~ne, 
jl 

the loan money is restored to EIB. '1\ 

In the nine years of this program's operations , 404 million 

Ul\ have been allocated to various regional authorities , fo \·hich 

262 .4 million has actually been disbursed. EID has withdrawn 

from participating national and regional financial intermediaries 

11 of the 38 global loans it has made in the last eight years. 

Apparently these institutions were unable to find suitable in-

vestments, and EIB was in t:cnt on enforcing i l:~ lending cri te.r-ia. 

The average size of the loan hils been 474,000 UA, and most have 

been concentrated in depressed arcac of Italy, France and Germany. 

Although the global loan program represents a sound concept, al­

lowing small firms access to an expanded capital market, it com­

prises a very small part of EIB's total l ending activity--about 

six percent in 1976. 

The overriding impression l eft by this review of: EIB's oper- . 

ations is that the Dank takes a regional approach to its lending-­

ucknowlcdglng the internction of public investment and private 

pJ:oduc ti v .t l:y. :Ci: then cooperntes w:i th na tionul and l:eg ion al 

level public Dtld private financial institutions to provide cupital 

to di1:cctly p~.: ocluc: tive en l:erpr:i.ses. 
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This pattern has been particularly evident in EIB's opera­

tions in the Mezzogiorno (southern Italy), one of th~ most de-
., 

pressed regions in Europe. Over the years 1961-1972, the Bank 

provided 7 .5 percent of all .i,nvestment capital corning into the 

region, concentrating its inve$tments in roads, tEdecornmunica-

tions, energy distribution systems and capital intensive industi y. 

I cooperated wit h the World Bank and Italian public and private 

financial institutions in encouraging coordination and planning, 

providing capital to finance these plans where Italian sources 

were insufficient. 

IV • MAN.l\GE:M ENT 

There are three basic levels of administration at EIB. The 

Board of Governors is responsible for strategic decisionsJ ensur-

ing that statutory directives are carried out, designatlng levels 

of subscribed capital, authorizing changes in policies condi-

tioned on movements in exchange rates, etc. Each member state 

appoints one Governor. A majority of the Board, representing at 

.lca::;t i10 percent of subscribed CC"Lpi tul , is necess ary to carry 

mo tions. 

'l'he Boan1 ·Of Directors is r.esponsible for all lending etnc1 

borrowing declsions. They are appointed by the Board of Governors 

c.rnc.1 have renewable terms. '£he number of direc t:ors from each 



member state is set arid ,the larger ~tates~ France, 
- ,.J' l ~ 

Germany, the United· Kingdom and Italy are most heavily ~epresented. 
' • I \" I • 

• I I • • " ; The Management Council, headed by a President, is responsible 

for : seeing that the profe.ssional staf:f carries out' the Director's 

decisions. The EID retains agents and industry. specialists in 

all member states to evaluate and monitor loans. Loan agr~ements 

are executed under the national laws of the state in which the 

project is located. 

V. ACCOUNTABILITY 

There is a minimal formal structure of reporti~g and sane-

tions by ,.,hi ch the Board of Direct.ors, EIB' s operating decision-

makers, are held responsible for thei.r: work. The Board of Gover-

nors, acting on behalf of the executive of their respective 

states, must approve the Directors' Annual Report. If performance 

is not satisfactory, Directors may be dismissed. States may fur-

ther ef .Eectively censure Bank decisions by refusing to subscribe. 

n~re capital. But all these measures would operate only in ex-

treme cases of mismanagement or violntion of statutory directives. 

In the impor t:an t da i ly work of lending and borrowing, the 

Directors seem to have a free hand. 
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EIB is an operating arm of the European Commission, the cen-. 

tr al planning a11d policy-making body of the E~1ropean Community. 

We have seen that EIB's major operations have been concentrated 

in aiding efforts to develop regions characterized by lack of in-

dustrialization (the Italian Mezzogiorno) or inefficient indus-

tries declining under the force of increased competition . stemming 

from the lowering of trade barriers (Belgian coal regions). 

The European Commission has not yet developed a Community­

wide policy for coordinating the planning and finance of economic 

development in subnational regions. In' such efforts, national . 

authorities must take the initiative and be responsible for over-

,seeing or executing the P.lanning, financing and administrating 

activities involved . Where the fin a ncing of costly industrial 

plant or infrastructure is involved these authorities may not be 

able to raise sufficient capital in a timely manner. The private 

or quasi-public financial systems of the several members states 

are set up primarily to service national needs. As yet there ex-

ists no institutional mechanism to coordinate these systems to 

provide the massive amounts of capital necessary to finance large-

s c ale development projects. 

EIB is designed to do just thi s . With its solid equity back-

ing, it can raise large amounts of capital quickly in the inter-
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n~tional bond market on the terms necessary to .finance 

assets such as capital intensive physical plant and infrastruc­

ture. Because EID borrows and lends in s~able currencies, some 

promoters in countries with weaker currencies have been unwillinCJ 

to tCJke E:t:B loans . They would suffer a loss if their national 

currency, in which they would receive the · revenues generated by 

the asset financed, were devalue~ in relation to the currency in 

wl1ich they would have to pay off the loan. This risk is offset 

in many cases by the favorable interest and repayment period 

terms on which EI-B can offer its funds. For example, Italian 

firms und authorities have been EIB's largest borrow2rs. 

R··fl 1 E:conomic factors af fee ting a borrower\ s potential per-

formanc0 arc . not susceptible to EIB influence. Long and concerted 

effor t i ~ needed, for instance, to improve infrastructure, labor 

productivity and the stability of the regional population in the 

Mezzogiorno before it becomes a suitable location for the capital 

intensive facilities the EIB prefers to finan~e. 

The Bank appears to take these considerritions into account 
-

in pursuing its policies. First, it l e nds to infrastructure pro-

jects, where the ability to mobili ze large amounts of c upital is 

critical. Second, it will not lend more than 40 percent of the 

value of an asset. In a fact, its participa tion l\as been su~-

stantially less in most cases. EIB seeks to provide the incremental 
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runount of financing needed to impl<:!ment a project which already 

enjoys sound national manayerial and financial backing . Financial 

responsibility is thus not transferred from local government and 

business organizations whose political and economic fortunes are 

closely tied to the success of the projects. Unfortunately, 

EIB ' s performance, in terms of allocating capital to efficient 

uses, cannot be inferred f1:om its financial success. Most of its 

loans are secured by guurantees from national government~ . •1~he 

performance of its borrowers is not reported in centr~l documents. 

Due to the guarantees, poor performance does not show up as a de-

fault rate. The pattern of financial responsibility and ultima~e 

accountabili '-Y ther<:? fore corresponds to the European Com.\\ission ' s 

as yet decen ~ralized regional development policy. 



B1\i-JK 
Draft 

.RELEVANCE TO 'l'Im l\LASKA. PERMANENT FUND 

Purpose~: 'fhe pr imai;'y way in which . the European 

Investment Bank is relevant and important ·to the Alaska 

Permane.n t Fund is in the strong regional orientation of ' 

the Buropean Investment Dank, where 63 percent of its 
" 
portfolio has been invested in the development of lesser 

developed regions of Europe. It is important to note 

that although the vast percentage of its resources has 

been employed in regional development, only six percent 

of those resources have been employed through the "global 

lolrn program." 'l'he importance of that point to the 

Alanka Permanent Fund is that the global loan program 

would be most analogous to a regionalized effort in 

which the regiona l projects of the Alaska Permanent 

Fund were implemented through the regional and local 

community deve lopment corporations. This matter bears 

further consideration. 

It is also worth noting that the European Invest-

rncnt Dank rarely takes more than ~O pe rcent poaitions 

.n itt~ .l::>ans, to en sure th<:1t t he ri sk ancl rcs pons:lbil.i ty 

nre born~ by both l ocal f i.nancial inst:it:ution!; a nd the 

pr.ivc1te ma rkc t:placc . 7\nalCJgously , in 1\lasl~a , th.is j ,::; 

the in t e nt of the present language of the 1\lask.a J:' e rma-

ne nt fund and in the case of regional developme nt- sug-

9es t s the wise course of joint venturing with the 
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regional corporations and with the private marketplace 

in all reg.ional loans. 

Sources and Uses of Funds: There are three prin-

cipal matters concerning the Eu:-opean Investment Dank's 

capitalization which are worth noting for the design of 

the Alaska Permanent Fund: 

First , all of the earnings of the European Invest-

ment Bank have been retained for r einvestme nt in 

strengthening the capital structure . of the European In-

vestment Dank. This is a different use of r e tained 

earnings than those of either the Alasi<ll , Ii1C . propos a l 

or a proposal to use the earnings for Ge~eral Fund pur-

poses at some future date. 

Second , with a strong eguity base the European In-

vestment Bank has been very successful in borrowing the 

substantial amount of its capital needs in European and 

worldwide private capital markets . This i s a very irn-

portant model £or the J\l<H;ka Permanent Fund . In d esign-

ing the Aluska P.er manent FLl11d the $2 to $'1 billion of 

oil revenues should be vicwe<l ~ s a paid- i n equity cap~ 

ital bcise for the l\laska .Pe rmt1nen t Fund n9n inst which 

.i.t c«n t hen bor r ow for. its lending purposes on \·1ot·lcl 

markets. 

'fhird , the European Inves tt:'lent Bani~ has <1 nice 

ba lnnce of its sources and uses of funds. The majority 
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of the European Investment Bank 's borrowings in world 

capital markets are for seven to ten years, to support 

expansion capital lending running seven to ten yeRrs. 

The longer infrastructure loans of 15 to 20 years are 

then in turn supported by borrowings in the· interna-

tional capital market of from 15 to 20 years. 

Fourth, all of the infrastructure investing is 

bucked by a government guarantee. In my judgment , it 

would be much more efficient for Alaska to do the m.:ijor-

ity of its infrastructure financing througl1 the Perma-

nent Fund,but backed by general revenues. 

Manage_f!\en t and l~ccoun tabili t:t_: 'l'he manageme nt and 

accountability issues of the European Inves tment Bank 

arc less relevant to the Alaska Permanent Fund .. 
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The British Columbia Central Credit Union is a private, 

federally-chartered financial institution owned by the credit 

unidns . o:f British. Columbia. Estilblished in 1944 , its major 

function is that of a reserve bank for British Columbia's 178 

cr.ed.i.t unions. In 1970, it merged with the B.C. Credit Union 

League, a promotional and educational institution and has since 

providerl a wide range of financinl ancl 'tdministrative services 

to ito members. Credit unions require ino~t of these services 

in order to compete with other types of fina~cial institutions 

for the deposits and loan business of British Columbia savers . 

In general , credit unions arc tao small to undertake the capital 

expenditure and staff requireme nts necessary to provide. these 

customer services efficiently. 

Credit Unions in British Columbia - Credit unions are ·----
deposit institutions offering. a full range o~ customer services . 

'!'heir investments tend to be concentr.'ltecl in home mor.tgages , 

consumer credit anrl property developwent. They are distinguished 

from banY.s in that they are cooperntively O\,·~cd by their · depositors , 

c;ich of: whom is entitled to one vote in clec':" i ng the board of 

di.rec tors an cl \·1ho mi1y parl:icipnte in me?mbers~ip- managcrr.cn t 

lllC'C l:i n9~ . 
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All members are required to have a "common bond," a legally 

construed economic association. These bonds may be of three 

types: community (those who live or work in a given political 

jurisdiction serviced by the credit union), associational (e.g., 

ethnic or cht1rch group~;) or occupational. About one half of 

the credit unions in B.C. have community common bonds. 

In 1975 , there were 178 credit unions with 261 branch 

offices in n.c. These serviced som~ 600,000 members, about:. 

23% of the population and composed some 23% of all deposit 

institution offices in the province. About one half of these 

offices «J:e located in the greater V.:incouver area . 

'l'he industry has grown rernnrlrnbly and become more concen-

trated in recent years. Since 1971, membership has been· growing 

at a compound annual rate of 11%, assets at 35% . In 1971, 

there were 217 credit unions holding s lightly less than $500 mil­

lion in assets. In 1975, the 170 credi t unions held over 

$1.5 billion in assets , with hal f of those held by the 15 

l <ir.ger unlts. (1'he remaining unlts are extr€'mely small , median 

asset s:t%c being less thnn $70 tnill.i.on .) Cr.edit union assets 

acr:ount for. lO't of those helcl by a l l financial ins ti t:.utions 

in the p.i:ovinr.:e (20 % if corpor.at:c business is excluded). 

Jndiv:Lcluul units arc usu«lly located within communities serviced 

by commcr.<.:ial bnnks itnc1 nre in comp~ tition with them for deposits. 
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Dist~ibution of assets - There has been a sharp rise in 
I' 

the demand for housing in B.C. due to the migration of large 

numbers of young families. Consequently, th~ credit unions' 

assets have become concentrated in .home mortgages. In 1971, 

they composed 62% of the $400 million in lo~ns outstanding.­

In 1975, they ~ompcised 76 % of the $1,280 million in louns 

outstanding. Other credit union assets include municipal, 

provincial and federal government securities and consumer 

loans. 

Liabilities - The main source of funds to credit unions 

is the deposits of me~lers. Credit unions offer term and demand 

accounts as well as retirement and home owne~ savings plans. 

The latter two types of deposits have grown at a remarkable com-

pound annual rate of over · l00% in the past four years. Of 

the $1,409 million on deposit in 1975, 36' were in demand and 

64% were in term accounts. 

Liquidity - Credit unions are required by law to maintain 

liquidity reserves with a bank, a central credit union or in 

qualifying federal government securities equal to 10% of deposits 

shares and borrowings . · Virtually all British Columbic:in credit 

unions maintain thei r reserves and surplus i n n.c. Centra l. 

In recent years, aggregate Loan/Deposit rations for the indus try 

have e:1<ceedecl 90i. The credit nn:i.ons as a whole, the n, have 
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demande d funds from other sectors of the capital market. This 

borrowing and the cash management involved have been handled by 

B.C. Central. B.C. Central's functions within the credit union 

system and its mediating role between the system and the outside 

capital market is the subject of the following sections. 

B.C. Central Operations 

Financial - B.C. Central's main financial function is to 

provide individual credit unions ~ith funds suf ficicnt to meet 

local loan demand when local deposits prove inadequate . These 

funds ·re provided in the following forms: 

non-restricted reserve credit lines equal to 10% of 

the credit union shares and deposits for use only 

in meeting any net reduction in shares and deposits 

due to increased loan demand; 

restricted and non-restricted credit lines to credit 

unions equal to four to six times a credit union's 

monthly cash flow for op(!J:atlouu l pu~J?O::><:!S . i\pproved 

lines of credit under these first t wo provisions 

equaled $262 million in 1975; 

term loans to credit union~ to finance office buildings 

nnd cr~ed:i.l: union mortgug<:! locim;; 



CENTJmL CREDIT UNION 

emergency loans th~~ugh the 
.,. 

Corporntion. 
f I 

11.ct l 1 b ' b d . , :'J ' f . B C C t 1 "' t. a orrowings y ere J. c unJ.ons rom • . en ra 

grown rap;Ldly in recent years from $26. l million in 1971 ,to 

$91.8 million in 1975, reaching a hig~ of $108 million in the 

,tight money market of 1974. Credit union credit line and loan 

requirements are worked out annually in consultation with B.C. 

Central's financial staff on the l l S ~s of financial statements, 

loan records and cash flow projections. 

Credit union deposits arc not covered by the Canadian 

Deposit Insurance Cor poration. Insur ance of deposits is handled 

by anothe.r central institution, the Credit U:-iion Share and 

Deposit Guarantee Fun<l. The Fund is administered by a five mem-

her Doard of Directors , three of whom serve on the B.C. Central 

Board. The Fund, which stood at $13 million in 1975, is 

co pi tali zed by annual assessment of membE:~r credit unions. The 

Board of the Fund may intercede directly in the operations of 

individual credit unions experiencing financi~l difficulties and 

may grant.: f inancial assist.nnce where deemed necessary. 

D.C. Centcnl provides other important financial services 

to its me mbers . These .i.ncluc1~ centr al ized check clearing, bad 

de bt collcct.i.on, inves tment.: mnnugemen t for r et ireme nt and home 

owners hip GC\Vi ng plnns and s ccondm:y nmrketlng of c rcdi t uni on 
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mortgagE'~$ . The last service is another form of increasing 

m1~mber liquidity . 

Non- financial services - B.C. Central's most import ant 
'. 

non-financial service is the provision of on-line t eller 

terminal data processing to handle deposit and loan transactions 

in locDl offices. In 1 975 , this system covered one-half of all 

c redit union offices. The savings in time and cost effected 

. by th.is system increase credit un ion ability to compe te with 

other deposit .institutions . Other nonfinancial services provided 

for the mos t part on a fee basis are economic forecasting , 

per sonnel recruitment, printing and s upply purchase , collection 

assistunce, data processing and systems development, market 

research, facilities design and pl~nning , education , advertising 

and public relations , legal counsel , housing deve lopment and 

travel services. B. C. Central also provides financial services 

to Dri ti s h Columbi a ' s 108 cooperatives. 

II . SOURCES OF FUNDS/C,\PI'l'1\LIZ1','I'ION 

~guit:Y - B.C. Ce ntral's ma j or source of equity i s the s a le 

of shurcs to membe r creclit unions. ln 1975, members he ld 

G. 2G miJ lion s hares w:i.th a par valne oi: $31. 3 mi ll.ion, a ll of 

whi ch wan paid in to B.C . Cc nl:rn l. 13.C •. Central is requi red 

by luw to maintain n 10/l debt/equity r a tio. Tl1cir debt consists 
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of deposits and borrowings ; equity of mern.~er5:iip shares, re-

tained earnings and .provisions for dividends. Despite rapid 

growth of deposits in the credit union sys tr:::-.. and consequent.ly 

ih B.C. Central' s deposits, its ' debt/equity =atio was a fairly 

conservative 5.7 in 1975. 

Deposits - D.C. Central's deposits are comprised of the 

liquidity reserves and surplus :funds of its ::-.~mbers. As credit 

union deposits have grown , so has B.C. Central 's; from 

$49.7 million in 1 971 to $195.8 million in 1~75 . These develop-

ments are illustrated in Table I. B.C . . Ce:nt::.-a l also receives 

one-half the total in the Credit Union Share and Guarantee 

fund as deposits. In 1975, this amounted to $6 .2· million. 

Central pays interest on all deposits, which composes its 

largest capital expense . See Table 3. 

Borrowings - Because credit unions' ler.~ing activity has 

outstripped their deposit base in recent yea:-s , they have been 

demanders of funds from sour=es outside thei:- system. These 

demands are mediated by n .c. Central . To fi~ance l oans to credit 

unions, n. c. Central borrows from Canadian , ·;s and foreign 

banks and has establishe d non-re~; trictab l e c::-edi t 1 in es with 

three of the lnr<Jest Canadiun conUTiercial bu:;:.,s. Borrowings 

vary greatly from year to year depending on ~he level of deposits 
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F IGURE I 

Credit Union Financia l System in British Columbia 

Occ1mi: · .:r 31, 1975 
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TABLE I 

Summary Statistics for B. C. Central Since 1971 

'" ""' ­\VVV ~ except where indicated) 
1975 

Liquid Assets $127,885 
Loans to members 91,823 
Total assets 243,290 

LIABILITIES 

Notes payable 4,500 
Members' Deposits 195,917 
Members' Shares 31,300 

!NCO.ME AND EXPENDITURES 

Incor:te 27,175 
Expenses (financiul) 18,941 
N0t Incom0 2,299 
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Percent Growth in Assets 25.9'2; 
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mid loan demund at the locu:l level. .See Table I, "Notes 

for the level of debt outstancling in recent years. ·. · 

Inco~e - B.C. Central derives between 80 and 85% of its 

income from i.nterest payments on loans and returns on invest-

msnts in securities. The split between loan interest a nd 

investment income varies from year to year, depending on loon 

demand from members. Other sources of income are service 

charges, fees for services to members and membership dues. 

Gross income has grown from $4.9 million in 1971 to 

$27.2 million in 1975. 

III. USES OF FUNDS/INVESTMENTS 

Reserve Requirements - D.C. Central is required to maintain 

liqui dity reserves in cash or short term assets equal to 20% 

of its deposits and commercial paper liabilities. In 1975, it 

held $48.3 million in such assets; 23.Si of its deposits and 

market liabilities. See 'l'able II. 

Loans and Investments - n. c. Central'& longer t e rm use~ of 

funds nrc concentratecl in loC1ns to members and investments in 

securities. The flow of loanz to members varies from year to 

yenr, depending on de mand. I n tcrc~t rates arc adjusted to B.C. 

Ccntrul' s borrow~ng l:cr.m.s , und a spread of 1/2% is permitted 

by law. 
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D. C. Central invests primarily in high yield , short term 

notes of Canadian corporations. Other securiti es held include 

Canadian Governments , Canadian corporate bonds , bonds of co-

operatives and shares in other credit unions and cooperatives. 

Qperatinq Expenses - All expenses involved in providing 

D.C . Central's many services--salaries , materials and rents--

are paid out of B. C. Central's operating income. After-

tax earnings , having subtracted financial and administrative 

expenses,came to $2 . 29 million in 1975. Of this , $1.87 million 

was distributed as dividends to membe~s . (The current dividend 

on member~hi'p shares is 7%.) Retained aarnings at the end 

of 1975 totaled s ligh t ly over $3 million . See Table III for 

a complete breakdown of income and expenses . See Pigure I · 

for a schematic representation of the relationships described 

above. 

IV. Ml\Nl\GEMF:N'r 

'l'ho stra teg.ic manilgement policies of: B. C. Ccn ti: a l ctrc set 

by a 14-mcmbcr noard of Directors elected by the member credit: 

unions. Day-to- clay management of the inr.titution is handled 

hy n mc111ugerial staff of 80 ( tota l stnff: - 180) in three clivi ... 

~ions : J\dmins tra tion nnd E'.lnancc , Services nncl Dcve loLiment . 
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B.C. Central is a privately owned institution and is subject 

to no special forms of government oversight or control. Its 

operations are inspected annually by the federal Superintendent 

of Insurance office. On the provincial level, Central's opera-

tions are monitored by the Department of Consumer Aff<lirs to 

ensure that consumer and mortgage credit practices accord with 

departrnen l: guidelines ancl provincial usury laws. 

VI. EVALUZ\TION 

B.C. Central has performe d its function of helping a system 

of small depository units operate effectively and grow in highly 

competitive and quickly changing local markets. The mo s t 

remarkable fca.ture of D·.c. Central is that it invests primarily 

within the system from wh:i.ch it draws i ti:; fum.1s . Of its 

$173 mi llion in loa ns and investmen ts outstilnc.ling :i.n l.975, 

~ O ~ we r e directly in cooperu tives and credit unions. ~nether 36i 

were he ld in very short t erm cOl:porct t e notes for c ash nwnf.tge -

men t· ptu:po~.;es an cl could prc~umnbly be converted to cash should 

the re be n sudden increase i n membership lonn demands . 'l'hus, 
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virtually ull credit union deposits remain within the. 

system. 

B.C. Central's importance as a promotional institution should 

also be noted. Competition for. depos its demands timely and cost-

efficient customer ser vice as well as professionnl promotional 

activity and well-trained personnel. These are functions which 

all but the largest credit unions could not afford to undertake 

on their own . 

VI:C. RELEVANCE TO THE ALASKA PERMJ\NE::T }:"'UNO 

Purposes: B.C. Central, as noted in the July 11, 1977 

report, is the best model of a cooperatively owned state central 

bank capable of providing deposit and lending services to those 

rural an:.?i\ !:l too small for full commercial banking services. 

It has the twin advantages of insuring local, cooperative owner-

ships sensi tive to local needs on the one hand. On the other 

hand, it provides aggressive central i zed capital and management 

services t o ensure that each village r e1..eives the mos t sophisiti-

cated economic development assistanc~ poGsible. 

I t i.s also important to note that D1:itish Columbia' s 

(;!Conomy, goography nnd demogn1phy is not unl ike J\laska ' s . 

sour.ces of F'uncJs: n.c. Centl:'nl ' s equity comcn from the 

local nv:!mb0:r coopE!A"ati v c ba nk s or credit unions. It is owned 
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and governed by local users. As noted in the July 11, 1977 

report, the Permanent Fund could initially capitalize the state 

central bank, and then arrange to transfer ownership to the local 

cooperative banks. This could be along lines used to devolve 

ownership of the Farm Credit System from the Federal Govern-

mo •· l: to l ocC1::i users. For a description of that procedure, 

s~ · II. 

~ :·:malization Models and o:e.tions in this Report 

B.C. Central ' s debt is r .aised in international capital 

markets, based on its strong equity base and sound management. 

The Alaska P~rmanent Fund and its affiliated Alaska State 

Central Bank could do the same . 

Uses of Funds: B.C. Centra l is a model of a s trong central 

organization capnble of raising international capital to support 

effective local economic development under cf fective l ocal . . 
control. 

Man agement : B.C. Central is governed by its local user 

instit\tions and attracts extremely able and aggressive central 

rn~mage1 =mt. 

~_guntability: n.c. Central is full)' accountable to its 

local membe t' cooperative ba nks . 'l'he J\lusl~a Permanent Fund could 

ensure that it io equally accountable to public purposes . 
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Consolidated Balance Shee~ 

1975 

ASSE'fS 

Cash and Demand Deposits 

Short Term Deposits, due 1976-1979 
(callable notice 1 - 15 days) 

Investments 

Loans 

Mortgages Receivable 

Accounts Receivable and.Accrued Interest 

Land, Buildings and Equipment 

LIABILITIES 

Notes Payable and Deposit Balances 

. Accounts Payable, Accruals, and 
Outstanding Acceptances 

Def erred Income Taxes 

Provision for Dividends 

Retained Earnings 

Members' Shares 

$35,296,728 

13,000,000 

81,680,246 

91,823,385 

15,165,509 

4,099,861 

2,224,522 

$243,"290,251 

$200,317,269 

6,495,372 

215,400 

1,875,595 

3,066,610 

31,300,005 

§2'13,290,251 
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I ncome and Expense Statement - 19 75 

INCOME 

Loan interest 

Inve stment income 

Service charges and sundry 

Fees for services to members 

Members dues 

DIRECT EXPENSES 

Interest o n deposits 

I nteres t on borrowings 

Service charges and sundry 

INCOME LESS DIRECT EXPENSES 

ADMINIS'rRJ\'l'IVE AND GENERJ\L EXPENSES 

EARNINGS DEFORE TAXES 

I ncome taxes - def erred 

NET EARNINGS FOR THE YE~R 

Retained earnings - beginning of year 

Dividend::; 

RE'!'J\INI::D EARNINGS - ENO OF Yf-:l\H 

$ 7 , 74~ , 411 

15,096,769 

1,340,0~0 

2,643 , 521 

349,007 

27 , l74 , 7" 'J 

14,393 , 292 

4,J?.3,~99 

423 , 96~ 

lB,940,654 
···-

B,23'1 , 094 

5,803,650 

2,430,444 

lJl,609 

2 , 298,835 

2,659 , 631 

4,958,466 
1,871, 856 

$ 3,086,610 
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The Deutsche Genossenschaftsbank (German Cooperative's 

Bnnk or DG Bank) is the central reser-Je bank of the vast 

tvest 'Ger man cooperative syc;tem. F'ou:idecl as t!'le Deutsche 

Genossens chaftskasze, a coopera tively-owned ~inancial institu-

tion, shortly after World War II, it was reo=;anized as a 

corporation and r enamed the Deutsche Genosse~schaftsbank in 

1972. 

DG Dank is the apex institution of a th~ee-tiered system 

which holds 13i of all deposit:::; in German fi ::nncial institutions. 

The base of the sy stem is compo!'ted of ::"::O:lle 6, 4 00 sm;il l banl~c 

and building socict.ies \'lid.ch service the me;'ii..~ers of agricultural, 

i ndustrial and trade cooperatives , as well a s un a ffiliated 

depositors. Ten regional cooperative banks ?rovide liquidity 

munagemen t, auditing, check cleuring and inves t memt services 

to the bnse . DG Dank provides similar services to the regional 

banks . This system and DG Dank ' s place in it are described 

be low . 

St.r\lcl:urc of the M~vcmcnt:. - l\ ftcr \·lorlc: \'!ilr II , the Gcrr.lnn 

coopcrc.1 l::l vo move 1r.~:n t w.l t-i til:va 11 lzcd in to fou ~ sc~tol: i.: , e«c;h with 

its own c:r.edi.l: system a nd ne t\,·c,rk of regional ctncl IHlti.onal \tnionc. 
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The fou~: sectors are agriculture, industry, consumers coops and 

non-profit housing finance societies . 

liy far the l argest of these sectors is agriculture. In 

1971, more thnn 1 .8 million fnrm0rn were me mbers of one or mor.e 

of the l~,590 l ocal societies. 1,650 marketing and supply co-

operatives , 4,300 trnde cooperatives and 12 c entralized coopera-

t ives with 1, 500 brc:rnches or depots \,·ere engaged in the buying 

~~a s e lling of goods nnd achieved a tota l t urnover of 

$6.4 bil l ion .* In addit ion , there were in 1971 , 4,780 specialized 

cooperatives with 29 affiliated regionH l federat i ons . The 

ugricult:ural credit coops take deposits from and finance the 

fi xe d Dnd working capita l r equirements of their members. 

'rhe industrinl and trade cooperatives pe rform s imilar 

function~ , ancl are ac t ive primarily as central mat erial pur-

chasers for t:heir members. '.rhcy were serviced by 62'1 coop 

bnnko in 19"/ l. 

Con!=lumer and non- prof it hous i ng coops (centra l purchasing 

ngents for the r esidential construction industry) comprise a 

rol;1t ively smnll part of the synl:cm . 

'l'lw 1Jcci.1lccl01.m of: loca l f j na ncial i ns ti tu l:i.onn !:lervicing 

Lhcwc tw ctorc. in J 971 wci~~ lH: follows : 

*1\ll . 111oll"e't.1.1ry irigu1:e t; :i n t: hc~ Lc.:xt aro g.tven in d oll.o r s , con­
v cr tocl f 1·om OM a l: t ho cn:chc·11HJC :t:il t.:.c pt:cvaj 1 i.ng a t t he time the 
r; igln:c weir. rcpor.tc<~. 'l'h .it1 ifl don~ f 01: cnsc• of. compt·ehe nsion. 
l·'i~Jlll:O!i Ln '.l'<.tblcs r and rt <i re pr.c ~ 1e nt.:.cicl i n OM, when! a sense of 
propoi:tlon i.f: mor . importitn t Uta n abso ] ntc t0t:H l~. 
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The system also includes 10 mortgage banks u~affiliated with 

cooperative societies . 

Recent trends in total uni ts and member:; hip are illustrated 

in Figure I. Overall, the graphs s how increasing membership 

and concentration, especially in the two most imIJortant sectors, 

agriculture and credit. Concentration has ~~stly been achieved 

through the merger of two units. 

Despite these mergers at the local level , the cooperative 

system maintains the most extcnaive branching system of any 

sector of the German financial market, and its units are incredibly 

s mall. In 1971, there were lB,665 coop bnnk branches, compared 

to 14,506 for savings and 5,420 for commerci~l banks. In 

terms of aggregate balance sheet totals, the cooperatives are 

behind both the other sectors. The average balance ~heet total 

for t he banks serving industria l coops was $23 .3 million; for 

those servicing agricultural cus t omers, only $3.7 million. 

These changes at the primary level hnvc affected the 

r. tr.uct\lrc and opern t ions of the rcgionul coo:n~ra ti vc banks. 

J·:ilch mcrgor of t:wo local uni ts tends to r educe dcposi ts with 

the regionul bnnks, because the compens a tory ~ovement~ of 
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Cooperatives and Their Membership in the 

Federal Republic of Germany 

Primary Cooper a tives - Total 

, .. , _ _____ · ·· - -"':"40 •·• • .. Tl 

11 ---J-··-t·- . .. I .. " ... . -:-[ l 
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Trade D ~d Se rvi c e Cooperu t i ves 
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FIGURE I (continued) 
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FIGURE II 

The German Cooperative Financial 

Figures in billions of dollars (US) at the 
then-prevailing exchange rat e 

DG Bl\NK 

[ 0.8 t>I 'l'otal Assets - 4 . 4 ~ ; _.>- - 2.1 

,, A I f 
Lenders aeposrs- 2. 8 Borrowers 
outside outside loans-0.7 the 1 · the 
System System 

'C3.2 
11 Regional Banks A Total Assets - 9.3 >- 2. 7_( t> 
--~ . 

deposits- 5 . 6 I 
_____ L lr" 

6,393 Local . Cooperativ~ 
Tota l Assets - 3~.4 ~~ .. ·~ I 

I 
A y 

de posiJ s - 32.8 · J 

I l oans - 2 2. ·6 
A y__ c 6.2 Million Oepos itor.s 
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liqui d funds increasingly take pluce within the new unit, instead 

of passing through the ·central institution. The pe rcentage 
( 

of customers ' deposits h~ld by the local coope r ative banks at 
. ' 

' . 
their affiliated r egional bank has therefore been declining. 

~lso , larger local cooperative banks usually make heavier demands 

on their regional banks, on which they depend for long-term 

funds to finance expansion in the volume of lending. 

This situation has led to the need for larger units at 

the regional l evel , capable of maint~ining l arger balance s o f 

loanable funds and providing services such as check clearihg 

where economiec of seal~ can be realized. Since 19 68 , the parallel 

regional s ys tems of t h e various primary cooperative sectors have 

been in t he process of conso l iclntion, a nd the;? n umber of regional 

cooperative banks has fallen from 10 to 10. Of these , seven 

have reorganized as corporations abl e to sell shares t o t he 

general public. These regional banks , in turn, rely on DG 

Dank for depository, l iquic1ity manag~ment and other essential 

services. The financial interrelationships of this system, 

from l ocal depositors t o DG Dank are shown schena ticu.lly in 

Pigurc II . 

Sou n.::eB of Fund::; - The source of rum.ls to the local s ys tern 

.io the deposits of members . 'l'hc locetl coopn o.f f er n f ull 

r.u nge of: depoi:;.i. l: accounts « ncl instrument~: checking and savings 
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accounts, negotiable and non-negotiable savings certificates. 

· These last instruments are issued for terms of 7 years and their 

proceeds are earmarked for term lending to medium-sized firms. 

Uses of Funds - ,.je sides consumer, home mo.Ltgage and buG i ness 

loans to members, coop banks undertC\ke a nuntber of lending and' 

investment activities. These include construction financing, 

term loans to o. ·i:- r credit cooperatives anc1 industrial cu~tomers 

and leasing. 

DG Bank 0Eerations - DG Dank provides financial and non-

financial services to the regionals in order to help them 

facilitate these local activiticn. Such tasks performed jointly 

b y DG Bank and the regionals include check clenring, centralized 

electronic transaction procession, property broking, seconclary 

mortgage marketing, advertising, personnal trnining, and the 

placement of reserve and surplus funds in investments outside 

the cooperative system. This las t function is reserved 

primarily to DG Dank. '£hey underwrite and market cJomestic and 

foreiyn corporate equities CTna securities of various govern-

mcnts a n<l public authorit ies. 

JI. SOUHCI::S OF FUN_DS/CAP I'.L'/\L t Z1\'1':CON 

Equil::t_ - DC Bank i s capituli~ed by the purch <ise of: s lrnros . 

Of the $13~.5 million i n paSd-in equity in 1975, some 75% was 
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held by the regional banks . The res t was held by corporate and 

institutional investors outside the cooperative system. The 

current dividend on shares is 8%. 

D~osit.s - DG Dank ' s riiain sourc~ of deposits is the regional 

banks' reserve and s urplus. Of the $7.92 billion on deposit in 

197 5 , $5.36 billion was attributable to the regionals. Other 

banks a nd corporations provided the ba l a nce of the deposits. 

DG Bank poys interest on thes~ depos i ts at prevailing rates, 

and these interest payments compose their l ~::-ges t fina .1cial 

expense. The volume of deposits in the entire system ha s risen 

rapidly in r ecent years . 

Borrowin9._~ - When necessn1:y to increase its base o f loanable 

funds , DG nnnk will ra.Lse inonc~; on the European bond market 

through issue of its own bonds. In 1975, it had $832 million 

outstunding--down from recent years due to the simultaneous 

inc r cnsc of deposit s and decrease of Loan demand within the 

coop systP.m. 

,!ncom_£ - Net interest pHymen ts on l m:ins c ompose by far the 

lar.genl:. pot·tion of DG Dunk ' s income , some 06~ of the $606. 5 mil-

l.i.on in Hn5 9r.o!:is enrn :i.n•;.is. Other sou r.cP5 of inco;ne include 

l:hn t· fr.om investmcntz nncl securities, commissions <Htd fees and 

mi.!•ccll<.mco 11~; som:ccs .:imuuntin9 Lo $11. 8 million. 
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III. USES OF FUNDS/INVBSTMENTS 

Dec;iuse loan demand in the sectors from which the coopera-

tive system draws its dcpo~its--agriculture, small business 

middle-income individuals--ha c; 'fallen in recent ye::irs, DG · 

Bank h~ ~ had to find uses for its investible funds outside the 

cooperative system. Some 57~ of its $7.5 billion in loans 

outstanCing in 1975 were to banks outside the cooperative system. 

Another 26% were to non-bank , corporate customers, leaving 17% 

to be channeled back to the regional banks. · Over 70~ of these 

~cans were for te rms of l ess thun four years. 

Unlike American banks, GQ rman hanks are not restricted from 

engaging i n equit y and underwriting transac tions involving 

corporate securities, and they may own subsidiaries directly 

instead of through a holding compa ny. All these activities 

figure prominently on DG Bank's balance nhect. Of the 

$1.24 billion in invesl:mentn held . by the bank, 4G 'S are in 

corporate bonds, many of which DG Bank underwrote. 'l'hree percent 

was held in other securities, mostly corporute equities, 12 % 

i n sharas of S\ilisidiaries and 39 ~ in Treasury notes . 

DG 13'.lnJ.: 's tmdc?n.,iri t:i.11g business is substnn t:ial . In 19 7 5 , 

it underwrote 17 ln rgc issues, mostly for Germa n public 

<.1uLhoril::i.cs and polil:icul units. •rhe Dnnk nlso part.i.ci.p.::tted 
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in 47 other issues as guarantors for various private and public 

entities. 

DG Bank held equity interest in over SO other fin;mcial 

institutions, including the seven regional banks reorganized 

as corporations. Among the Dunk's 'wholly-ow:-ted subsidiaries is 

the Deutsche Genossenschafts-IIypothekcnbank, one of Germany's 

largest rnortg«ge banks, several closed-ended mutual funds and 

several foreign subsidiaries engaged in placing DG funds in 

inves tments abroad. DG Dank also owns 19 and 50% , respective ly, 

of the shares of the two lcash.g firms whose services they 

broker to the regiom.11 b;mks. 

Thus, using the very sparse information provided in DG 

Dank•s annual reports and including accounts which may register 

holdings outside as well as within the cooperative system, it 

appears that only 10.6% of DG Bank's investments are in the 

cooperative system. 

IV . M7\NAGEMI::N'J.' 

'!'he top leve l of manag.zmen t is the Managing Boa t:d, cornpoGed 

of five membe rs elected by representatives of the regional banks 

nnd coopero t;j v e uni.on:>. DG Bank do2s not r e?ort the breakdo·.vn 

of: rnunnycrial rcsponsibili t:y l>e t\·1ccn its vc:i :-ious di vision a. 

Nor do they prm~ent any -0verr:i.ding management policies besides 
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a commitment to helping local credit cooperatives achieve a 

greater rn~lrket share . 

V. ACCOUNTABILITY 

DG Dank is a privately-owned corporation and thus enjoys 

almost tot<ll freedom in its investment and liability-generating 

policies. It is restricted only insofar as it must obey laws 

designed to protect depositors. 

VI. EVAI,Ui\TION 

DG Bank's major purpose is to help the thousands of tiny 

financial units which compose the cooperative credit system 

remain competitive with other sectors of the German finan:::lal 

system characterized by larger units. Banks in these other 

sectors tend to deal in . larger blocks of money and thus have 

lower unit transactions costs. DG Bank and its regional af-

filiates seem to do this job well. From 1973 to 1975, the 

share of <leJ:>OSil:.s in all German banks held by cooperetiveG in-

creased from 11 to slightly more than 13 ~ . 

llerhaps the most striking uspect of DG. Dank' s operations 

is the exte nt to which it invc~ts outside the coopc1:at.i.ve syste:m, 

especially when compared to the Dri ti f.:~h Columbia C<:·ntral Cred.it 

Un :i.on. Such a comparison is mi s lcnc1 :i.ng, however , in that the 
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real ec.;onomi c conditions in t he t wo i nstit utions ' deposit marke ts 

may be entirely different . Young fani l ies are heavi ly
0

represented 

' among t h e British Columbian cooperatives ' members . Their demand 

fo:r lar.ge mortguge l oC\ ns i s high , and they tend to keep little 

:i.n suvings. Thus , their central btrnk must channel fl~nds from 

outside the system to its member units if t hey are to cont inue 

to compete for loan business. 

DG Dank is the lead institutlon of a corapl ez syst.em f i nanc­

ing many types of economic activity . I ts managers claim and behave 

as if loan demand is dec lining in these sectors . An anal ysis of 

these sectors and a critique of DG Bank's lending pol:i.cy is 

impossible given the paucity of inforraation on these activities 

available in secondary sources and the Bank ' s own tight-lipped 

reporting pol icies . Management may be doing i t s members a 

service b y i nvesting outside the-! system if t hat is where t heir 

funds can earn the greatest return . 

However , one of the Bank' s financial policies does seem 

to be a di~-;service to the m~mber cooperatives . This is t he ~ell-

in9 of slrnr.es hy bol:h the rcgio1rnl banl~s ancl DG Dank to investors 

ou t slcle the coopc i:a t.i. VC' ;,ys tom when liq\liclity apµ ears to ~>:ist 

rnnon9 t he incl:i v i.c.luri l c;oop~rnt i. ves to buy these shares . Thus , 

cai:ni11~p-. cm thl:! dc.:pm:l ts contributed b y the units ~ti: the base 

0£ th e s ystom ( ~1ntl nll'..Lrn;itely l:he:i.r members ) <i re siphoned off 
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1-!~ O\lts i de investors through the ·payment of dividends . 

t •J our own culculations based on information given in DG Bank's 

(-,t\nual reports , these payments outside the system amounted to 

L8 .9 ~> of the Bank's net earnings in 1975. 

VII. R"Sl.EVANCE TO THE l\LASKl\ I"EmlM·!ENT FUND 

~~rpose s : DG Bank provides an important counterpoint to 

DC Ce,,:· .ca l. It sho'.vS ~1hat happe ns to a simi larly constituted 

coop . . 1tive de velopment bank whe n it matures in a mature 

inclu :.... .-.ria l economy . 

. ~urces and Uses of Funds : DG Bank is no l onger wholly 

owned by its users. It now is a net expor te~ of funds--not 

only out of local cooperatives', but out of Germany. 

t~nagement and J\ccountability: DG Bank is increasingly 

less accountable to its local cooperatives . It manages its 

funds similar to a ·large multi- national bank. 



Balance Sheet - 1975 

.ASSETS 

Cash and Bills Receivable 
Due from Regional Cooperative Banks 
Due from Other Banks 

Less 'l.'han Four Banks 
· Four Years and Over 

Treasury Bonds 
Bonds and Notes 
Other Securities 
Loans and Advances to Non-Dank Customers 

Less Than Four Years 
Four Years and Over 

Due from Public Authorities - Equalization 
Claimo 

Own Bonds Held for Trading Account 
Fiduciary Transactions 
Investments in Subsidiaries and Affiliates 
Premises and Equipment 
Other Assets 

'l.'otal Assets 

LIABILI'l'IES 

Deposits. of Regional Cooperative Banks 
Deposits of Other Banks 

Less Than Four Years 
Four Years and Over 

ueposits of Non-nank Custome rs 
Bonds and Notes Issued 
E'iduc:i.ary 'l'ransactions 
Other Liabili ties 
Capital Stock 
Res erves 
Proflt Afte r Trans fer to Rose r vc g 

'J'otal Liabilitier-; 

Endorsement Liabilitie s 
Guarantee~ 

DH Million 

627.4 
3,198.3 

9,852.9 
909.5 

1,313.1 
1,625.5 

117.B 

3,324.9 
1,459.6 

86 . 9 
38.0 

1G5.2 
413.0 
45.l 

107.6 

23,284.0 

13,381.9 

3,528.4 
1,683.9 
1,192.5 
2,302.l 

165.2 
283.5 
366.6 
355 . 0 
25.7 ·- --

23,28'1 . B 

'117. 8 
1,694.7 
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Income and Expenses - 1975 

INCOME 

In t.~rest Earned 

Income from Securities and Investments 

Commissions and Fees 

Other Income Including Adjustment of 
Special Reserves 

Total Income 

EXPENSES 

Interest Expense 

Commissions 

Depreciation, Provisions, Transfer to 
Special Reserves 

Staff Expenses 

Other Operating Expenses 

Taxes 

Other Expenses 

Total Expenses 

N E'r INCOMC:: 
'l'ransfer to Reserves 

PROFIT AFTER TRANSFER TO RES ERVES 

DM '000 

1,305,936.6 

159,911.1 

18,741.5 

29, 4 71. 3 

1, 514 ,060.5 

1,272,019 . 7 

1,813 .7 

32,048.8 

34,542.4 

23,918.2 

19,192.4 

4,852.5 

1,388,387.7 

125,672. 8 
100,000.0 

25,672.8 
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. Internationul development banking provides a pattern for 

ragion~li2ing the 1\laska Permanent Fund which is strikingly 

paralh~lled in a number of publicly-sponsored American develop-

1nent finance systems. In each instance a three-tiered arrange-

ment has evolved with these common elements: 

First, a governme nt-sponsored developm~nt bank or fund 

which oversees t he whole sys tern . 

In the middle , r egional development hilnks or corporations 

which are more sensitive to local dif fercnces and act as a bridge 

between local needs and national or state resources. 

1\t the bottom, local developme nt corporations or banks with 

a great deal of autonomy and flexibility to respond to local 

needs and differences . 

'l'h:ls essential three-tiered pattern is foun.1 in the inter-

n a tiorw l developme nt: banking sys tcm headed by th .:? World Dank, 

in F;op!li ctic« ted nn t.i.ona J dc vclopmen t ba nking sys terns in Third 

Worlcl conn t·.rien such as tho::;e o f Dr<•zil, Me:ixico emd Inuia, «ncl 

j 11 re~J i o 11al dc vc lopm .nt bnnkj nu !;y~tc:n~ of clc\·c lopcd countries 

c:if: Eu rope r.uc·h u!'l Pr;1nce: or 1ttt ly. The some ~>attern is followed 

.Ln publ i.cly-oponsorcd l\rn ~r ic._1n c;rcdi t ::;ystcms s uc h as the F« rm 

Crccli.t nyn tern ond the l: .. eclcrnl llom~ l.onn bnnk system. 
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It is no coincidence that thi s pattern repeats itself 

in such a range of settings. The advantages of this pattern are 
I 

I 

elementary, sens~ble, and obvious . 

In each insta nce, the system is publicly-sponsored and 

account~J le but independently opetited by an experienced, c areer-

mi nded professional staff . Both capital and management arc 

organized on a long- term b~sis and initial public investment 

is used to generate l arger amoun ts of privab~ capital from the 

prival:e capital mnrket. 

Just as international and domestic experience provides us 

\·Ii th important pc-.rallC:ds, each gi vc s us a be tter understanding 

of different aspects of the overall s tructure and organization 

which could help c1ef ine the 1\laska Pe u nanent Fund as a d~velopment 

bank capable of supporting the qt1i te cl if feren t regional economic 

nee ds of different areas of Alaska . 

For instance , inte r nat i onal developme nt banking systems 

arc superior to American developm2nt finance s ys tems in the 

proviG:i.on of infrastructm:c fina nci1 g nnd venture capital. 

By cl ef:j n J. t:i.on two ntajor Am0l:i ca n crcc.li t Bys t:ems, the Fa rm Credi t 

LJys tC!m und the Fcdet:ul !Tome Loan ban le nys tern , do not provide 

ci.t hcr. Jong-t.erm i nfca8l:r.t1ctnre r:i n ;111 ce or csscnti fl l vc ntur.c 

cnpi tul to new e n tcr.pr.ise . Ven t uro ct1pi tnl is csuen t in l to 

t:h e c.lc!vclopmunt of r ural rcg.i.onl..i of Alaska and lowe r -income 
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conununities in those regions, as it is in Africa, Asia or 

r.atin America. 

Just as the international development banking systems 

, help us understand the basic capital formation instruments for 

deve lopment banking systems, particular America~ experience in 

structuring financial institutions gives us a set of basic 

guidelines for constructing the regional units of the Alaska 

Permanent Fund. After looking at the.evolution of inter-

national experience, it i s worth taki ng a close look at the 

specific l egal, financial and organizational mechanisms used by 

successful J\merican devel opment finance systems. 

International Models 

One of the most appropriate transferable l essons from inter-

national development banking experience is that a network is 

nec<!ssary in order to S\.lpport regional eco nomic development-­

not a single, monolithic institutior.. This is especially true 

where regional and e thnic distances are gre at , where infra-

structure i s inadequate , and where s ensit5 vity to local needs 

must be particularly acu t e . 

'l'he evol ution of t he in tern ct t ional de velopment banking 

s yste m into n geographically decentralized and funct i onal ly 

d i ffe rent ia t e d worlclwidc system wau noithc r ,,•holly plnnned nor 
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conscious. It simply evolved to fit the rising needs of 

developing countries and regions of the globe. 

For instance, early on, the World Bank began to recognize 

the value of working through local intermediary development 

banks, since .they were much more sensitive to local practices 

nnd, in many cases, more likely to make sound financial judg-

ments about loans and investments. The World Bank group be~an 

to work \·;ith existing national development banks and to sponsor 

the creation of a worldwide network of national private develop-

ment finance corporations in a host of 'l'hird W9rld countries. 

Second, in l arge and complex countries with large geo-

graphic areas and significant regional differences, we can 

observe a tendency to complement this international decentraliza-

tion with an intranational regional decentralization to subnational. 

institutions. In one study of 209 development banks, nearly 

4 0 percent were located in 10 cou:1 tr.ies--Argen tin a, Drazil, 

Colombia, India, Malaysia, Nigerla, Pakistan, the Philippines, 

Spain, and Venezucla--cach of which has develope d extensive , 

clecentruli~ed ancl regionalizecl cleve lopment banking s yztems . 

Third , t h is pnttern repeats itself once agnin in the 

sophis tic.:ite cl and clabor:-ltc region\\l development bunking systems 

which have been organi~ed in Fr ance , Italy , untl the Unite d Kingdom. 
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At the bas.e of each system i s the funda.:7.antal unit--the 

local deve lopment bank or corporation which serves to broker the 

risk between the local entrepreneur and the o·Jtside sources of 

capital. Detween the local developrn~nt corp~ration and the apex 

of ti1e sy~tem there is often a regionill deve:opment bank or 

corporation ~1ich mobilizes its own capital ~or local use and 

may be requir ed to broker-finance bet·1een th: loca l and the 

top institutions. At the higher levels in a~y event there 

is a l so a careful elaborntion of diffe rent i:-;frastructure and 

equity "windows" to provide more discrete fo=ms o f capita ,_ 

for special i zed purposes. Flgure 1 provides a highly abstrac t 

and stylized version o f the insti tut ional relationsh i ps among 

the World Dank, multinntional regional developmen t banks , and 

local national institutions on the one ha nd, and national 

development banking institutions , r egiona l a~d local development 

corporations on the other hand. 

An American Parallel : The Farm ~redit SyR~0, 

'l'he Farm Credi t s ys tern h as cvol vC:!cl a s c-. highly sophistica tecl, 

publ icly-sponsorecl but us e r-owned d<:.!;.·elopmer: ': f irw nee s y s tern 

like the in tern a tiona l d cvclopmen t bnnklng r. !!·':work. It has 

un folde<l gcnduolly since ita est~blishment i~ J9 1G , assuming 

new functions nnd be coming more dcccntra l iz~ c in response to 
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Today the federal Farm Credit 

Board and the Farm Credit administration operate at the financial 

level, while twelve district !"arm Credit Boards at the regional 
1\ 

level serve hundreds of constitu~nt associations and coopera-

tives at the local level . 'l'he functional diversity of this system 

is reflected in twelve federal Land Danks serving · S94 constituent 

Federal Land Dank nssoci ations , twelve Federal Intermedia te 

Credi t Da11ks working with 4'12 l oca l production credit associa-

tions, and twelve bnnks for cooperatives serving constituent 

farmer::; in cooperatives . •rJ,is arrDngemen t provides three di f­

feren t functional "\·d.n d c:-ws '' of crcdi t to member farmers and 

ranchers i n e ach of the twelve regional Fu.rm Credit Doarcl!i. 

Tho Farm Credit grid system, then , parallels the inter-

11a t iona l <leve l opmcnt banking patterns both in its geographic 

decentralizution or dccinion making and its separation of dif­

ferent function s . 'rhe pnt:tern of geogr aphic decentralization 

iu repeated again in other American financial ne tworks such 

<ts t he Fedct:al Home r.oan bank !:>ystcm and, of course , the Federal 

Hcs c rvC" sy~ tem. 'rhesc imporl:n11 t dome s l: i.c pn rallcls not only 

con fi.1: 111 in t t'rna tiona l cxpc r icncc ; the y also prov.tdc us with 

pr oven, wo rk ;-tbl c , l egal , fi unn c i tJ l n11c1 ort_J.in.i.~ntional prccc!<le ri b-: 
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The Farm Credit system has, for example, deve loped two 

structural attributes worth noting and using in constructing 

a regionalized Alaska Permanent Fund . In a characteristically 

American fashion , on December 31, 19 68 , the Farm Credit system 

became 100 percent user-owned with retirement of the original 

feder a l government capital investment in the system. Part .of 

each farmer's loan purchases stock ownership in the capi tal 

s tructur.e of the banks a nd associations. l·!e:n;:,er fa rmers elect 

the Board of Direc tors of the Federal Land Bank Association , 

production credit a ssociations , and cooper a ti '.'es ; the 13oards 

o f the a ssociations and cooperatives in t urn elec t the District 

Farm Credit Doard and make nominations to the President for the 

federal Farm Credit Board (see attached Figure 2). 

The local users govern the sys tem by el:?cting or nominatin9 

each governing board in the system. The local users eventually 

repurc hase the ownership of the s ys t em from the federal govern­

ment with a small percentage of the proceeds r eceived from 

the sys tern . This user governnncc and even tt! :! l user ownership 

i s a c rit ical pre cedent fo r establishing loc~l cooperative 

ba nk ing institutions in communi ties in the sta te too small to 

properly o upport a full-service bank . 

Second, the pr.lva to c npital murket finc:i nces the $G billion 

clobt of l:hc F'c:i 1:m Credit s ys tom t h rough the setl.e in t ho bond 
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market of consolidated federal Farm Loan bonds. hconsolidated" 

is primarily what they arc: thousands of individual farm 

mortga9es, crop loans and farm equipment loans .which have been 

~ut together by the Farm Credit system for resale in the private 

cupital market. The private capital market supplies the bulk 

of the funds used, not the Treasury. On the other hand, the 

Treasury' s standby credit is assurance to the market that the 

government stands behind the obligation, even though there i s no 

direct government guarantee . I similarly feel that with the 

huge paid-in capital base of the Alaska Permanent Fund it will 

similarly be possible to sell many such packaged private obliga­

t:i.ons in consolidated bonds in the marketplace with the standby 

bncking of the Alaska Permanent Fund itself. 

Unlike virtually all international development banking 

systems, the Farm Credit system has not devel0ped an affiliated 

ve nture capital corporation . As a result, the Farm Credit 

system is precisely that--a 100 percent debt financing system 

which i::; no longer able to r espond ndcqu~tcly to the needs of 

those low-income farmers and lesser-developed r egions of the 

country which it was origina lly set up in the J.920's to serve. 

Nor hns it been able to be effective in its original purpose of 

seeking to end ftirm t enancy by 111ak ing lancl0\'1ners out of s lun:e-

croppers . Credit does not mal~e owners , only debtors. 'rhe 
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banJcs for cooperatives, for example, usually limit facility 

laons to not more than 60 to 40 percent of the value of the 

security offered by the cooperative , and expect the balance to 

be financed by the association's pe rmanent or long-term capital. 

Th:i.s is fine for a wealthy cooperative that has built up sizable 

membership equity, but it is not very helpful to low-income 

cooperatives whose members by definition have no equity and, 

therefore, whose cooperative is ineligibl e fo~ a loan fro1n 

the bank for cooperatives. 

It is for this reason that I h ave argued strongly in my 

memorandum to the committee of July 11, 197 7 that t he community 

development provisions of the Alaska Permanent Fund legislation 

should provide for equity investment as well as debt and 

guarantees, just as with productl.ve private enterprise . 

Other Domestic Models 

The pattern for establishing a nd operating the Farm Credit 

systern is para l lelled in other major America~ financing systems 

s uch as the Federal Home Lonn bank system. !~ each instance 

there il-.: one initial large public capital ~tc::k p\1rchase by the 

Treaaury , which starts the system . After that the system pays 

its own way except for relatively small pcriojic appropriations 

to cover non-recoverable infrastructure and social overhead 
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capital costs. Eventually the Treasury stock is repaid and 

comp~etely replaced by use r-owned stock. For example, the 

initial $75 million of Treasury stock that started the 

Home Loan bank system in 19 33 was fully retired by 19 50, jus·t 

· as was the Farm Credit system. 

With stron.g debt to equity ratios most of these same systems 

have been able to raise the substantial body of their capital 

on the private market through secondary marketing operations 

with strong paid-in equity capital backup. 
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In Summary: A Range of Options for .Regionalization Available 

to the Alaska Permanent Fund 

The experience of domestic and international development 

banks points out that the Alaska Permanent Fu~d has a number of 

specific options that might be used for purpo3es of regionaliza-

tion.. Specifically, the Alaska Permanent Fund might make local 

r egionalized investments through: independent regional or local 

development banks or corporations ; affiliates; subsidiaries; user-

owned local institutions; branches; or some flexible combination 

of the above developed on un ad hoc basis. Each of these will be 

br iefly refe rred to below. 

~ndependent regional or loca l develoement banks or corpora­

tions: The Wor.ld Bank and the European Investment Bank a re both 

examples of institutions which primari ly operate by making loans 

t~ and through independent regional and local intermediaries. 

Ana logously, the Alaska Permanent Fund might make all regional 

investments to or through Alaskan r egional and local comrrunity 

develo~nent corporations . 

1\f tiliates: 'l'hc French Credit National f inances its regional 

devel opment through affiliated Regional Development Corporations. 

It has a s ubstantial although not controlling stock interest in 

each of these snn.s . 1'he prcdominan t equity i nterest · is held by 

local fi nancia l and developme nt jnstitutions ~i th a greater 

sensi t ivity to local needs antl conditions. 
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Subsidiaries: To the best of our knowledge, no development 

banks within the United States or overseas . operate through their 

regional development programs through wholly-owned subsidiaries. 

On the other hand, many development banks, including the World 

Bank and the D.G. Bank, do use wholly-owned subsidiaries in ordei; 

to underta ke specialized functional financing activities such as 

equity investment . 

User-owned local development banks or corporiltions: As we 

have extensively documented, the Farm Credit System, the ·Federal 

Home Loan Bank System, the British Columbia Central Credit Union, 

and the D.G. Bank are all institutions w~ich are user-owned at 

both the regional and central level by local, cooperatively-owned 

development banks. 

Branches : The Federal Reserve System a~d the Dritish Finance 

for Industry are two central financial institutions which operate 

their regional activities through branches. 

A flexible, ad hoc al?proach: The National Enterprise Board 

and the Canada Development Corporation are two large national 

de ve lopment banks which have taken ct needs-oriented ad hoc 

approach to region.:ilizution . 'l'he National Entcrpt'ise Board, for 

.i.11ste:mce , h.:u; recently established brnnches in r.iverpool and New.-

cu9tle in order to get a better sense fo:r. how they coul<l inter-

vc ne in regional economic development: . 'J'he Canada Development 
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Corporation has a sole branch in Vancouver in order to be more 

responsive to the regional economic development needs of western 

Canada and is undertaking its venture capital program through in-

vestments in affiliated privately-owned venture capital companies. 

Our purpose in this regionalization paper, as in each of the 

sections of this second report, is to suggest a number of options 
. . 

which can then begin to be tailored to fit the specific purposes, 

needs and political economy of Alaska in designing the Alaska 

Permanent F'und. Based on the response of the legislature, this 

paper may also raise a number of follow-up questions which deserve 

further attention . 
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III. '!'III'; PROBLEM OF 

AN INTRODU·~'i'ION TO THE ISSUE 
I 

The question of assuring the accountability of the Permanent 

Fund management to the electorate, legislature and executive to . 

carry out its public purposes is probably the single most impor-

tant issue before the Special Permanent Fund Conunittee. In this 

final section of the report, we begin to suggest some measures by 

which the management of public e~terprises such as the Alaska Per­

manent E'und may be held accountable for their performance. Be-

cause this is such a central issue , our aim in this section is 

simply to introduce the problem and begin to suggest some of the 

options available to ensure public accountability. We will detail 

some of the tradeof fs involved and cite specific cases from 

domestic and international experience. 

It is important to point out at the beginning that the 

record is generally not a good one . In more cases than not, pub-

lie accolintability has been s ~crificcd for marke t efficiency . 

'l'hc tas k of oversecin~r the Parrnanent l?nnd to ensure that its pub-

l ie purposes arc carried out will not be an easy one . Our sense 

is tl'w t this introduc to.ry diucnssion will raise many more ques-

t:i.om.• llw t the Committee will want to consid~ .r. be tween now and 

D<!!cemblZ!r 3~, 1977. Hy "accountability" we mean the effec tiveness 
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of the mechanisms by which the government seeks to assure that 

the managers of a public enter.prise invest public resources in · 

order to maximize the benefits to· the ultimate providers of the 

funds . In the case of the Permanent Fund, those providers are 

the people of Alaska. 

In some respects, the position of Alaskans in this enterprise 

is analogous to that of an investor in a private firm. The active 

investor gathers as much information as possible about the firm 

in which he invests. Using this information, he forms an inde-

pendent judg~ent on appropriate management p~licies. He then 

seeks to have these judgment$ acknowledged and effected by par-

ticipating in shareholders' meetings and by voting his shares. 

If, after these measures are exhausted, he is dissatisfied with 

managerial performance, he wi ll seek to impose sanctions on the 

firm's operations by voting out management or, more likely, by 

withdrawing his money from the firm. In all these activities he 

is motivated by the principle of maximizing his benefit from the 

investment--his short-run money profit . 

The benefit Alasknns expect f rom the Pernanent F'und , however, 

is a good cleal more l-;ompl.icated antl long-lived than that sought 

by the private capitnlist. Cer tain l y , short-run financial results 

must be considered , but the idea behind the Alaska Pe rmanent Fund 

is to convert non-renewable mineral resources into rcnP.wuble 
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capital resources which benefit the Alaskan economy and Alaskans. 

'£h<:!se investments could generate many types of public costs and 

benefits. A small sample of costs Alaskans would seek to av1oid 

include~ dcgr~dation of the environment and social dislocation 

cuused by the boom-bust nature of certa in enterprises. Benefits 

might include 'wider participation of Alaskans in the management 

and wealth generated by buslness e nterprises and the improvement 

of human services. 

Experience has aemonstrated that publicly-capitalized in-

ves tmen t banks tend to operate solely under comrncrcic:il pr ofit-

max imization criteria unless they __ t.1r.e co~eilled to do other.wise:_ 

through V<lxi_~ms forms o.E qovernme nt direc tion and control . Our 

basic problems, then, are: 1) Jlow is the s ubstance of these di-

rections to be determined? and 2) How nr.c they to be en.forced? 

It in l ikely that no stable consensus can be r eached on the 

p rope r mix of objectives for the Permanent Fund . Rather the Fund 

has many consti t uencies, each with different and often conflict-

ing economi c interests and with differential nccess to the polit-

icul m1d economic means by wh ich to have these i nteres ts effected. 

To design t he institu tions s urroltn<ling t he rc ~manent Fun<l as 

i t tile consens u!i inc n tione d above existed , n~ i f it were the F'uncl' s 

only l:ask t o in tcrpre t these ob~j cc t i vc..'S in its .i.nves tmcnt pol.icy , 

muy L>e virtua lly impossible, b.:tsccl on 'l:l1c e xperience of o t-.her~. 
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Rather, the design of the Permanent Fund must provide a forum in 

which conflicts of interest can be aired and resolved on ·a con-

tinuing basis. 

These conflicts are likely to arise at t~o points in the con­

tinuing operation of the Permanent Fund: first in the formulation 

of investment criteria and then in the application of those c~i-

teria. Those affected by these processes mus~ have a chance to 

influence each of these sets of decisions. 7hey must then have 

the means by which to review how these decisions are implemented. 

In our investigations of the institutions profiled in Section 

I and other public enterprises we shall note , we have identif ied 

four stages in the accountubi li ty proce:ss . T"1:0 may be classified 

as forums in which the decisions mentioned above are made, tw~ as 

means by which these decisions are implemented . In practice, 

these processes are carried on simultaneously. 

Specifically, these Rtages are: 

1) ~etting of Goals ~ nd Priorities: T~e essential ques­

tions here are: Who sets the goals and how a=e they phrased in 

legislation , s ta tutory directives , or guideli~es? 

2) Formulation of Meu!Jurement Hnd Rep~:- t.tn~ Proccdut:es_ : 

Goal s arc gi ven operational subs tanc~ by thC! ~s tobli shm~nt of 

rnc c_1s uros to ovnlua t:c m~nngemcn t per f orr:\ance . 'l'h u ic,.,;ues hc r.e nro : 

the relcvtt nee and {Jll itLl ty of the mc:rn su rcmun t s , t he form .i n whj c h 
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this information is presented, and who gets the information? 

3) Governance: Public Inputs inr.o Operating Decisions: 
I 

In most public en.terprises, the elected goyernment usually has a 

variety of formal and informal means of influencing day-to-day 

operal:iug decisions. The enterprise's various constituencies 

also have such means. The important issues here are: Whose in-

tercs ts a~c made known to the Doard? How and at what point in the 

decision-making process are they made known? What influence clo 

they actually exert on the institution's ope rating decisions? 

4) Opera ting Sanctions: What can an elected ' government do 

.:i. f it is dissatisfied wi th the results the managemf:.!nt of u 

publicly-capitalized enterprise achieves? The most frequently 

available formal sanctions ure the replacement of management and 

the withholding of fundo from the agency. There are informal 

snnctions as well, such as publicity of mi smanagement. 

In the case of dismissal of management, the issues nre: How 

nnd for whot reasons can management be removed? 

In the case of cont.rol of funds , some of the i~sues arc: 

'l'hc r;ourcc of f uncls c.md the cond.i tions on which they a r e provided, . 

who cont.rolu the fu11ds once they a r e lJOo locl for age ncy u ~e , and 

t he c ~'ndlt i.onu under which the sn nction o.f withholding f:und o can 

b C! ex c rci. !;cd? 

/\t encl. of the four s togeD , dcmoc.ra t:ic clemento of the 
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process must be traded off agc-i inst th~ operating requirements of 

an efficient investment bank, i.e., the ability to make indepen- . 

dent investment decisions and effect those decisions in a timely 

and flexible manner. 

At each stage, outside control can range from zero to a level 

at which the operations of the agency are totally disrupted. Each 

level of . control is characterized by a set of costs and benefits. 

In reviewing the four stages outlined above , we will present ex-

amplcs of mechanisms which have been used. They will be ranked 

from lowest to hi ghest by the degree to which they effect manage-

ment's devia tion from standard commercial in~estment criteria . 

Finally, we will begin to suggest the nature and incidence of the 

costs and benefits of each strategy examined. 

~. Setting of Goals and Priorities 

llistorically, the determina tion of. goals anQ their definition 

in legisla tion has been the l east important element in the account-

nbi lity s tructure of public enterprise. In terms of enabling leg-

.i.slation itself, provisions for capi ta lization, organizational 

powcrti und management selection hnvc had a much greater impact on 

t.hc pe 1:.r:ornmncc of these e n tcrpri ~es . The outcome of informal 

pol:it.i.cnl a nd economic powe r ~truggles amCJng tho cnt:crprises\ 

v•1rious cons ti tuenc .i.es rind princlpals has been more imporl:nn t: to 

t ho uc t ivc operation of development b~nks . 
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The goals of public banks are found in the opening sections 

of their enabling legislation. Seldom, however, do they repre- . 

sent the results of legislative deliberation. Bills are generally 

drafted by individuals who have some interest in the successful 

and continuing operation of the entity they are creating, and 

'legislative attention is usually directed toward t.he operational 

aspects of the draft. In n few cases, the goa l s and objectives 

of develo~nent banks have been publicly ·aebated, but, as in the 

c ase of the Canada Deve lopme n t Corpora t ion, this does not assure 

that the public interest will be served . . 
' 

The l egislated pur pose s of most public enterprises tend to 

he more exhortatory thun directi ve, l egalisms intended to justify 

the use of public funds. In the case of authoritie s producing a 

good or service, the purpose is t o do so·effic iently; in the ca2e 

of a public investmen ~ bank, it is to e ncourage the development 

of productive enterpr ise in the juris diction. 

There are good reasons f or leaving the statement of purpose 

vegue , which have t o do main l y wi th the l egislative pr ocess: It 

in easier to build legislative consensu~ , easier to change ope ra-

t i.onal dire:,ction t o fit chang i ng economic concli tion s , and harde r 

to make ~~mall chan~ies .ill langu•19e as t he bill proc.:ceds to en;ict-

w~n t \·1id.c h substunti;1 lly chnngc3 the inten t. 

Still , CJ.ttempts lluve been made to formul ate goals so tha t 
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they are useful as guideposts t i:> management and for 

' I' • 
agerial performance. Usually this entails relating goals to ~pe-

1 

.cific measurable achievements and administrative pr;ocedures in 

the l egislation . 

In most cases, the legislated goals of public enterprises or 

banks have had little bearing on their actual operations. This 

condition breaks down into two sets of conceptually separable ex-

periences: In the first, management has found it convenient as 

well as legally and politically possible to evade its statement 

of purpose, tind~rtaking operation~ for whic.h the institution was 

not designed or refusing to undertake mandated functions. In the 

second, the statement of purpose has been so vague or founded on 

faulty analysis that the management has effectively been given a 

free hand. 

Examples of the first type of experience occur most f re­

quently in public authorities providing a good or service. In-

stances of selective adherence to statement of purpose arise in 

the history of the Port of New York 1\uthority ( PNY.l\.) • Established 

in 1921, the PNY.7\ \·;aa charged with "develop 1.rig l:t:.rmlnc:tl, trans-

portation an.d other facilities of cornmerce . 11 After a decade of 

unsuccessfully and unprofitably at t empting b:> ra tionali. ze rail-f-\.ea 

connections, the Authority was allowed to acquire three motor 

vehicle bridges and the llolland 'l'unnel from c•ther authorities. 
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·These facilities were highly successful financially, and the 

Authority justified their continuing ownership of the bridges by 

claiming the revenues they generated were necessary to meet 

Authority bond contracts. 

'l'he PNYA used this sau1.;: Lac:; L.i.c in rt:v\.7!rse in U1e F .if ties and 

Sixties to resist public presnure to assume the ownership and 

management of the region's unclercapitalized and unprofitable com-

muter rail system. Maintaining that the projected deficits of 

such operations would prevent thein from executi'!'lg bond contracts 

in good faith, the Authority's management withstood this pressure 

to undertake its mandated purpose for over a decade.. A compromise 

was reached in the late Sixties when tl1e Authority took over t~e 

most heavily-used portion of the conunuter network ·in return for 

the approval of the Governor of New Jersey to use PNYA funds to 

build the World Trade Center. Many analysts view the Center as a 

speculative rea l estate transaction only peripherally related to 

the Authority's purposes. •rhe conuni tme n t of subs tan tia 1 fun els to 

the Center has in turn precluded the Authority's t.aki~g a signif­

i cant role in the rail lines. 

A simLlur instance can be found in the now-infm!lous case of 

Hc.>ber l: f.I O!;I?.~ ' 'l'rlborough Br)dg0. 7\u t hor.ll:y. :rt:s l eg:i. slatec1 pur-

po~es wc1:c solely to construct and opera tc t he 1.rr.iborou9h Dridge 

until it w.::is puid off. Howeve r., through the 1magina ti ve U SE! oJ~ 
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bonding power, bond contral.!t drafting and the subtle use of 

clauses in the powers sections, the Authority's life and 

in operations were enormously extended. 

The statement of purpose for most public development banks 

fall into the second category outlined above: they are too .in-

elusive to effectively direct managerial policy. The Canada De-

ve lopment Corporation is a prime case in point. In the CDC pro-

fj.l e we noted how management' s interpretatio~ of the Corporation's 

goals threatened the achievement of the public purposes of the 

institution. This interpretation was permitted, howev~r , by the 

CDC Act's statement of corporation objectives . The se read : 

"'rhe objects of the company are; 
a) to assist in the creation or development of 

businesses, resources, properties and i~dustries of 
Canada ; 

b) to expand , widen and develop opportunities 
for Canadians to participate in the economic develop­
ment of Canada through the application of their skills 
and capital; 

c) to invest in the shares or s ecurities of any 
corporation owning property or carrying on business 
related t o the economic interests of Canada; and 

d) to inves t in venture s or enter?rises inc l ud-
ing the acquiE.t. ti on O'f prope.r ty likely to benefit 
Canocla; . 

and Fhall be carried cut i n anticipatio~ of prof i t nnd 
in the b~n t interes ts of th0. s lrnre holclers a s a whole." 

'!'hl:;!se objects pe rmit virtua lly nny invL!s ':ment a c t .i.vlty so 

long «s it is prof itable. 'l'hey off er no pt:i o r itict; . Mo1~e 
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. h 
importantlj , only in the case of expanding inYestment 

' 
ities do they provide an occasion for the applicaticin of quanti­

tative '\ measurements 'to somi:-~ recognized st.anda.r6 of achievement. 
I 

CDC's f inancial participation has led to the creation of only one 

new enterprise so far and has done l ittle to open up investment 

opportunities for the gr e.nter number of Canadiar.s. Ye t this re-

sult i s perfectly compatible with the Corporation's goals. 

The Dritish National Enterprise Board's statutory purposes; 

while broadly stated, are more amenable to measur ement than CDC's 

and could t hus become the basis of an accountability process. 

~.'he purJ . .>O:.:> l'.~S of the Donrd , as listed in the Indus try 1\ct of 1975; 

are: 

"a) to develop or c:tssist t he economy of the UK 
(or ony par t of the UK) , 

b) to promote industria l efficiency a nd interna­
tional competitive ness; and 

c) to provide, maintain or safeguard productive 
employment." 

'l'hc f .i,rst pui·pose is so broad as to accomrnod.:l te any ac tion 

t .hc nom:d wishe:s to t ake w.lthin its extensive powa r s . 'l'he second 

t:\'JO , hO\·mv<:u~ , ar e expres s.Lons of: economic phe nomenn for which 

ur:cuptcd empirical mea su.remc:ml:s exist. Inclu ~: trial cf fi cicncy can 

h o lllC!H S lll:ed by cross-n .:ll.:.lonnl compa ri s ons of cos ts w.i. t h i n sec tors 

~ nd Lite changes in pl:of i tabil i ty o f in di v.ldua l f i.rm~; inter nil :.:ion al 
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compe titiveness by changes in the volume of expor t sales. The 

provision or maintenance of employment is similarly measurable, 

with d iffering degrees of sophistication . 

'l'he Community Development Finance Corporation Act goes one 

step beyond providing measur~ble goals by relating tlre goals to a 

specific set of problems described in the Act. Thus, the bill 

performs a c l arifying function usually reserved to committee re-

ports, and reduces the possibility of misinterpreting the goals 

in their implementation. The eosential elements of the findings 

preceding the statement of purpose are : 

1) that a substantial and persistently low level of employ­
ment and economic activity exists within certain areas o f the 
state; 

2) that it is beyond the ability of the government to cor­
rect these conditions solely through the exercise of r egulatory 
power ; 

3) that it is beyond the ability of the private sector to 
counter these tendencies without capital assistance; 

4) that Community Development Corporations have made sub­
stantial improvements in these areas, but cunnot continue to do 
so without public provision o f investment funds . 

These findings all point directly to the p~rpose o f the in-

stitution, wh ich is to " i ncrease the number of development pro-

j cct!l in decadent r:ubsl:andard and blighted nreas " through the 

a9ency of: CDCs. 1.rhe findings all.-io mili tnte against any al tl:!rna-

tive reading of the 1\cl: wh.Lc:h might per mit evu s ion of the c.tclmin-

istrutivc p.roccdures out:l.ined in t he J\ct . 

~uch n spcc:L'f:: .ic set of findi ngs , tied to specif ic objective s , 
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administrative procedures and reporting requirements, is one way 

of making the legislation statement of goals more mea~ingful. 

F. Formulation of Measurement . and Reporting Procedures 

Public accounting is an essential element of governmental 

control over the activities of a public enterprise. This exposure 

forces management to keep operations in line with what is expected 

of them, and this pressure can work in anticipation of government 

censure as well as retrospectively . 

Overseers of the Alaska Permanent Fund are interested in the 

social as we ll as financial achievements of the institution. On 

the financial side, public enterprise must be held to the highest 

standards of financial disclosure now universally applied to pri ­

vate enterprise. on the other hand, universally recognized 

measurement and reporting procedures have not yet been developed 

for social impacts. Many of the items presented for considera­

tion by Singer and Mollenkopf in "After the Oil is Gone" are 

not amenable to quantification or comparison with ~nlike outcomes . 

This problem is treated in that useful paper, and we will not 

di'scuss it further here. Rather, we will note some practices 

used by some development banks to measure non-financial resul~s, 

and comme~t on their appropriateness to the Permanent Fund. 

Finally, accoun t s are inherently incomplete in tha t they 
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show only what has already happened--and not always very 

If an institution is expending public money, it should be . con-

cerned with the social choices it faces and present these choices 

· to its overseers. We will look at sott\e of the attempts public 

investment banks have used to address th is p:!:obl.em through cost~ 

benefit analysis and various other types of projection techniques 

and disbuss their applic~bility to contemplated Permanent Fund 

()perations. 

Financial Reporting 

Given the ge~graphic and cultural dista~ce from the institu-

tions we have noted, it is difficult to evaluate the accuracy or 

fairness with which they represent their performance in annual re-

ports. It must be noted, however, that management of public as 

w•ell as private firms is motivated to present its accomplishments 

in the most favor.able light. 

What, then, is presented besides the usua l balance sheet, 

income and expense statement , and report of changes in capital? 

One of the rr •st i mportant and use ful parts of the annual report, 

usu a lly required by nationa l corporation laws , is separate reports 

on the activities of subsidiaries, major loa~ .recipients or sub~ 

di·v isions. Consolida tec1 fin uncia l records nay concea l cross-

sub sidal: .i.ons, multiple accoun 1·:i.ng of depreci ation of a given 
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asset and, most importantly, the true cause of poor performance, 

whatever it may be. This has been the case with the Small Busi­

ness Administration's loan guarantee program. For years, the 

high loss rate of this program had been a ttribnted by the SDA to 

instability in the small business sector. Investigation o f: t'he 

program by the General Accounting Office, however , revealed that 

poor administration and inten tional disregard of program guide -

lines were responsible for a l arge percentage of loan losses. 

For the roost part, the degree of detail in the reports var -

ies by who gets them. Usually the funding source has privileged 

access. For example, the report of agency financial operations 

in Connecticut Development Authority bond prospectuses are much 

mor.e thorough and scrupulous than the report which goes to the 

Commissioner of Commerce. Similarly, the Dritish Cabinet Secre-

tary overseeing the operations of the National Enterprise Board 

may requisition all operating records. Generally, the legi3lature 

and the public must accept annual reports prepared by the enter-

vrlse a nd occasional ad hoc investigative r eports as their sole 

Gources of informntion on the f i nancial acti vities of the enter-

prise. In the institutions we ha ve noted, these vary yrea tly in 

the detail «nd u::;efulne cs of disclos ui:e--f.rom vague accountn for 

CDC, to quite detailed accounts for NEO. 
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Few of the investment banks reviewed make any use of social 

performance aqcounting. CDC, NEB, and EIB make no specific pro-

visions for reporting even easily measurable social ind~ces such 

as total employment of the firms in which they invest. NEB lists 

environmental impact and encouragement of worker participation in 

management as criteria for investment, but they provide no beni:h-

marks, measurements or reporting schedule by which to evaluate 

projects , prospectively or retrospective ly, along these dimensions. 

The Connecticut Development Authority reports total employment of 

the firms it finances, but this is an utterly inadequate measure 

of its performance in creating or maintaining jobs. As with all 

expenditures of publicly-raised funds , it is the marginal addi-

tion to some stock (such as employment) rather than the gross 

size of that stock which is the barometer of performance. Pro-

posed CDFC economic impact indices , described in that institu-

tion ' s profile, are somewhat more sophisticated but still do not 

address the "with/without" problem in evaluating the benefits of 

uocial programs. In other words, would any of the benefits have 

been reali~ed anyway even if CDFC had not made the investment? 

l?J:o ;jec tions 

Projec tions are necessary to evaluate investment projects , 
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especially when there are several competing for the same pool of 

funds. CDFC i s contemplating a simple projection procedure : 

npplying its social accounLing procedures to the business plan 

projections of investment applicants. 'J.'hus CDFC will have a two· 

track set of projections--for both financia l a nd social return~, 

ha th of which will be subject t o post audit. 

Cost- nenefit Analysis 

More elaborate 1nethods of project· eva l uation have been devcl-

oped by the World llank and its nRtiona l affiliates . These address 

the diverg.e ncc of: mm~kct an<l social va luations of the costs and 

hcnefits which c~n be anticipute<l from various l a rge - scale capita l 

invcs tmcn t projec t s . 'fhese diveJ:ge nces arc us na lly caused by 

s u ·h f actors as monopoly dominti ti on of mllrke:i t:s, s t:a te regula t:i.on s 

and externalities. The method i s essentially one of cost-benefit 

ana lysis in which all quantities Rre reduced t o monetary terms , 

as described in John Mollenkopf's paper . 

'l'hesc types of nnalysi s are expensive due to their enormouR 

n~qu.i.rernm1 l: ~ f:or d u ta u.nd s killed rma lysis. 'J'hcrefor.e , they are 

tw uu lly applied only to lc:n:gc proj cc ts m1ch as capital-in ~:cn s:i. ve 

i nd us t1::i.nl p 1 an ti=: or inf ens true tu r.c which 1·cquirc mo !J ::;ive fixed 

.i.n vcs t mcnL::. 'J.'herc nre some in!:>tlt:utionlll l.Je nefi t!> to offset 

those e:cpo1u:es . Such z tud.i.es arc u~twlly c.:nr1:.i.cc1 out by con cul tnn t!l 
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in cooperation with local officials and managers • . Thus, some 

permanent, resident expertise in this kind of analysis can be de-. . 

veloped. Also, data develo~ed for one study may be used to analyze 

subsequent projects. 

In summary, again , the rec:ord to date of detailed financial 

reporting by development banks is mixed, at best, and social in-

dices are virtually none xistent. 

C. Governance: Public Inputs into Oeerat i ng Decisions 

The most important factors affecting the results achieved by 

public en terprises have been the structure and dynmnics of the 

day-to-day decision-making. For each institution reviewed, there 

has been a complex web of attachments, interes ts and attitudes 

which nre brought to bear on each type of operating decision. 

f'or each institution these circumstnnces are different. 

We can begin to analyze this experience by ide ntifying the 

groups of players involved in the operation of all public enter-

prises and the nature of the r elationships be tween the groups. 

We wi l l then c:.plore examples of thoso relationships , focusi ng on 

elements o f democra tic or at lcnst pluralistic co:itrol. 

'l'hc four bc-tsic groups with whom we a r c concer ned nre: 

1) Elected officials nn<l their appointed mini s tcro or s ec-

retaries: This qroup is usually (but not alwayo ) statutorily 
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responsible for · the oversigh,t of the public enterprise. Their 

degree of involvement in day-to-day activities of the en~erprise 

is slight--generally by design. After all, the enterprise's very 

existence is premised on its carrying out social purposes without 

the full expendi tt,.1re of effort by the government itself. Elected 

and appointed officials are lumped together here because their 

tenures t end to be coterminous. 

2) The Board of Directors is usually the ultimate authority 

for all decisions concerning the sources and uses of funds and 

sett.:ing the overall strategy for the enterpri::e . They gcllerally 

s e rve finite, overlapp.i.ng t c:: rms which rnay or may not be renewable . 

3) The Professional Staff carries out the policie s of the 

Board, policies which they generally propose to the Doard. 'l'heir 

initiative in promotion and competence in administration has the 

single greatest impact on the overall performance of the ente r-

prise. Generally, they prepare the analyses on which the Doard 

makes its decisions. Their attachments t o the enterprise tend to 

be of longer standi ng than any of the other groups, a situati~n 

wh .' ch enhances their power conside r ably. Also, they are closest 

Lo the enterpris e's constit uenc ies at all levels of de c i s ion. 

'1) Cons ti tu e n l:o: By cons ti t:uents we me an those groups in 

the gene r al public wh:i.ch hilvc or9anized, re9ular dealings \:i t-.h 

the en t c rprise . 'l'hesc groups inclu<.le f Lrms which c1o bus iness 


