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with the enterprise either as clients or as providers of goods
and sexvices, citizen action groups, community development corpor-

ations, labor unions, etc.

The important relationships among these groups. are:

a) Elected Government to the Board: Who appoints the

Board? How is the tenure of the Board related to that of govern-
ment officials? Are there government officials with voting power
on the Board? Are there required consultations between members
of the government and the Board?

b) Constituents to the Board: How are the interests of

constituents represented to or on the Board?

c) Professional Staff to Board and Constituents: Whose

interests does the staff tend to promote? Are they under effec-

tive control by anyone?

Relationship of the Government to the Board

With the comic exception of some of Robert Moses' one-member
authorities, the Boards of public enterprises are appointed by
the Chief Executives of the political jurisdictions in which they
operate. 'The Chairman, if he is designated as such by the Chief
xecutive, generally serves at that official's pleasure and is
often a cabinct member. Such is the case with most state devel-

opment authorities. Ag pointed out in the CDA profile, this
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situation carries costs as well as benefits. In addition to the’

benefits of coordination of Authority activity with executive

promotional and overall ecconomic policy, staff may Be pressured

to undertake loans which are politically useful, but financially
unsound. In Mains, for instance, the Commissioner of Commerce,

as Chairman of the Main Guarantee Authority, pushed through the
approval of a guarantece on a $12 million loan to a sugar beet
processing factory. This enterp  ise quickly went bankrupt, and
the state wvas able to recover only 15 percent of its money through
liquidation. It was later discovered that the Commissioner of
Commexrce had financial connec:ions to the project.

This situation (of top staff being subordinated to the Boarad)
is reversed at the Massachusetts Bay Transportation Authority
(MBTA), which services the metropolitan Boston area. There, the
five-man Board is chaired by the Chief Executive Officer (CEO),
who serves at the pleasure of the Governor. The other four
directors serve simultaneous four-year terms coterminous with the
Governor's. - Their powers are limited and mostly advisory.
Massachusetts' Secretary of Transportation, who framed these regy-
ulations, justificd the authority structure by claiming it was
necessary to provide "a stronger basis for holding the Common-
wealth's chief executive accountable to the legislature and the

people of the region and state for the use of the state funds for
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the MBTA." This provision does make the CEO an easy target in
times of crises. On the other hand, it tends to strengthen the
CGovernor's ability to direct the agency when public attention is
not directed towards it.

In Europe, especially in France, government representatives
on the boards of public and mixed enterprises are generally
granted veto power over Board decisions involving the raising or
expenditure of capital. This power has usually been used to
delay the implementation of controversial decisions until they
can be worked out between the managemsnt of the enterprise and
its supervising Ministry.

The relationship between the government and the public enter-
prise can take other forms. For instance, theselmight consist of

required consultations for various types of transactions or ac-

tivities, the submission of repoxts and auditing by some agency

within the government designed specifically for that purpose. In
general, these controls are seldom exercised. They do not play
an important role in the operations of any of the institutions
reviewed except the NEB. The relationship between NEB and the
Secretary of State for Industry is described extensively in that

institution's profile.
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Relationship of Constituencies to the Board

The interests of an enterprise's constituencies are most
effectively represented to the Board by direct membership on it.

Frequently, the distribution of directors among constituencies is

dictated by the enabling legislation. This is not the case with

CDC, and all 19 of its voting members are business executives.
Certainly this provides no counterbalance to the profit-maximizing
policies of that institution's management.

The distribution of Board membership is usually designed to
accommodate political conflicts which are anticipated to arise in
the operation of the enterprise. Thus the NEB, which is charged
with making nationalized industries more efficient, is composed

of 8iX representatives of business firms, three representatives

of labor unions, and an economic consultant. Similarly, the Board
of CDFC is composed of three cabinet secretaries, two financiers}

three representatives of community development corporations, and
a4 representative of organized labor.

While such an approach to Board composition seems to be a

logical strategy for dcaling'with political conflict, the record

of this strategy has been ambiguous or worse. In Yugoslavia,

where workers, union officials, management and consumers' repre-

sentatives sik on the Boards of industrial enterprises, most oh-

-y

servers report that management practices have not changed signif-
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icantly in the directions desired by the workers. 1In Germany,

the similar Mitbestimmung system has long been recognized as an

instrument for the cooptation of labor. The record to date of
non-expert representation orn the Boards of development banks is,

unfortunately, [illed with more hope than effect.

The Role of Staff

The staff of a public enterprise generally outlasts its di-
rectors. Like most bureaucracies, it tends to operate in its own
best interest. This is an area of public affairs which is virtu-
ally undocumented, but Jameson Doig's article on the PNYA provides
some substance for the average social scientist's suspicions.

The Authority's top management is appointed by the Board and
can serve indefinite terms. During the Sixties, the average
length of company experience among the top staff officers was 30
years.

Realizing the threat to PNYA solvency posed by public pres—
sure to acquire commuter lines, Do repoxrts that the staff orches-
Lrated an elaborate resistance which included lobbying of the
fitate legislatures, both directly and through favored contractors,
wide-scale publicity campaigns and influencing a purportedly in-
dependent study commitbtee formed by the state legislature to in-

vestigate the problem.
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Such overreaching may be countered by the imposition of civil
service or other personnel and conduct regulations on the staff.
This tactic has its costs, since sufficiently skilled personnel
will not be attracted by civil service salary scales and may ba
put off by complicated hiring procedures. The Connecticut Devel-
opment Authority has experienced this difficulty. So has SBA in
much more severe fashion. The real power in SBA resides in the
regional officer positions, which are appointive. The regional
financial officers may override loan decisions made at lower
levels. Lately, there have been several documented cases of
political uses of SBA funds by persons in the regional offices
over the objections of the district level loan officers.
Professional staff competence is the most imporxtant element
in determining the performance, financial and othexwise, of all
the development banks reviewed for this report. For the most
part, the top staff consists of men experienced in banking who
have been able to transfer their experience and judgment to the
public sccltor with considerable financial success. In general,
they tend to reject the idea of being hound by the social conse-
quences of their investments, clainming the institution will

acconplish nothing unless it maintains its financial credibility.

Statements to this cffect have been made publicly and privately

by the executive divectors of CDC and CDA. The directors of EIB
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and NEB have explicitly pledged themselves to the accomplishment
of social goals, such as the rationalizing of industry and the

provision of employment opportunities. So far, however, they

have not discovered a framework for bending their organization's

energies to those purposes.

D. Operating Sanctions

There are essentially two types of operating sanctions vhich
can be imposed on the management of a public enterprise. One is
the removal of responsible personnel; the other is the control of
the flow of funds to the eﬁterprise. These sanctions are imposed

only after an enterprise's problems have reached crisis proportions.

Removal of Personnel

In public enterprises, the government can remove Directors
only, usually only for cause. Where such action has been taken
or threatened, it has usually been in response to evidence of
financial failure or personal abuse of corporate power on the part
of Directors. This is the case with current investigations of
the private use of Authority facilitiass by Directors off the PNYA.
BEdward King, formexr Chairman of the Board of the Massachusetts

Port Authority, was removed by Governor Dukakus for policy reasons.

King had been openly antagonistic towards citizens' groups seceking
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a noise-prevention curfew on Logan Airport, which was one of the
kev factors. This is, however, the exception that proves the

rule.

Control of Funds

There are two basic types of capitalization for public en-
terprises. One is essentially private. Investment funds are
raised through the sale of securities backed by the revenues of
the bank and often qguaranteed or leveraged by the tax revenues of
the political unit of which it is a subsidivision. The second is
the direct provision of tax revenues to the enterprise under var-
ious conditions set by the government. Our investigation provides
no clear indication of which type of finéncing is the moét effec~
tive in holding an enterprise financially or socially accountable.

However, we will review the evidence before us for each type.

Private Market Finance

The experience of PNYA and the commuter lines has demonstrated
that reliance on the bond market--even the claim of such a reliance
——can be used by an huthority to delay or refuse action on a poten-
tially desirable and widely demanded social project.

On the other hand, recent expericnce of public authoritiecs

has discredited the frequently-heared claim that dependence on the
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bond market imposes "market discipline" on the management of pub-
lic enterprise. For example, by the time the New York state leg-
islature refused to bail out the Urban Development Corporatién in
February of 1975, the agency had run up over a billion dollars.in
debt it could not cover from operating revenue. It was estimated
that the state would have to put up $240 to $320 million simply

to complete projects UDC had left unfinished. Investors had
counted on the political power of UDC's management and had largely
ignored its internal finances once the Corporation had been
cleared by the rating agencies. The arbitrariness of this par-

ticular system is well-documented by John Peterson in The Rating

Game.

Still, the use of bonds can work and can effectiveiy redis-
tribute capital if the institution is prudently managed. This is
the case of the European Investﬁent Bank and B.C. Central, whose
financial operations are described in the profiles section. CDA's
Umbrella Bond Program is another good example of the redistributive
possibilities of using private market finance. Here, the Author-
ity performs the function of evaluating the prospective risk and
return of lending to small- and medium-sized firms for institu-
ticnal and individual investors in market securities. It has
thus opened up a hithexto untapped source of funds for its borrow-

ers. Ultimately, the market discipline of this system is under-
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min2d by the extensive backing the state offers the program. Its

success to date has been due primarily to high-quality management:.

Financing Through Tax Revenues

Control over the provision of state revenues to public in-
vestment banlis ranges from nil to finicky. At the bottom of the
scale is CDC, to whom the Canadian government has provided a block
initial capitalization of nearly $300 million. This policy has
assured CDC's virtual freedom froﬁ any type of control or
accountability.

- At the upper end of th2 scale, NEB's investment funds are pro-
vided on an aunnual basir, and their release must be justified to
the Secretary by three-year plans covering both financial and non-
financial aspects of the firms designated to receive funds. So
far, the Secretary's office has shown little regard for the social
aspects of NEB-financed enterprise.

The Small Business Administration relies on periodic Con-
gressional appropriations to financé its lending and guarantee
operations. This method of funding imposes costs in that it is
cumbersome and time-consuming. Theoretically, it should yield
benefits in terms of increased oversight of agency operaltions.
llowever, the sheer number of loans SBA makes and the complexity

of the decentralized administration of the program have made
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Congressional oversight impossible. As we have noted, as latc as
1974 it was assumed by the SBA's observers that its high loss
rate on guaranteed loans was due to chronic instability in the
small business sectors. A 1975 study of a large sample of SBA
loan records revealed that many guarantees were made for reasons
other than to finance the expansion of small business facilities.
Over 20 percent of the loans guaranteed were used to pay off ex-
isting debt, and of these about one-quarter were to firms which
did not meet minimum standards of creditworthiness.

Contrasting the NEB and SBA experiences, one might reason-
ably conclude tha. executive oversight may be more rigorous than
legislative oversight.

CDIC's capitaliz: -‘on demonstrates a compromise between the
lack of control inherent in CDC's capitalization and the complex,
potentially disruptive day-to-day supervision of NEB's flow of
investment funds. CDFC has been granted a modest, non-renewable
sum of $10 million which it may use as it sees fit within the ad-
ministrative process laid out in the legislation. The legisla-
ture, in providing this form of capitalization, has essentially
recognized the experimental nature of the program. If this ex-
periment turns out to be successful, on financial, political, or
social terms, the state legislature may choose to augment the
original capitalization. The technical details and conseguencaes

of CDIC's capitalization are fully explained in its profile,
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The problem with most financial sanctions is that they come
into play only after the damage of mismanagement has been done.
Continuous governmental control over an enterprisefs flow of funds
imposes costs in terms of limiting public bank's investing flex-
ibility. The benefits, in terms of use of funds which corresponds
to government policy or statutory mandate, have not yet material-

ized in practice.

[ Conclnsiqg

The problem of holding public enterprises accountable for
their performance is largely unsolved. Total accountability is
neither possible nor efficient; public supervision itself is
costly, and it can damage as well as promote performance in the
public interest. The contribution of specific institutional
structures and prescribed administrative procedures is largely
unpredictable.

The workings of accountability systems is further compli-
cated by the fact that public enterprises themselves control in-
formation on plans and operations. Past expericnce has shown
that concerned officials have had to undertake extraordinary
neasures to get t-:houc_;h information to understand what is really
going on in these enterprises. If this kind of vigilance were

constantly wmaintained, the purposge of having the public enterprise
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would be undermined. Generally, public enterprises are set up to
relieve the government of a portion of the costs of adrinistering
some area of responsibility which, like assistance to productive
economic activity, should generate enough surplus to finance the
institutions set up to pursue this purpose. )

On the financiuzl side, the success of public banks has de-
pended for the most part on the honesty and competence of their
staff. Most public financial institutions rank high on these
dimensions when compared to state~owned industrial or service
firms. A selt of acknowlcdged reporting conventions and simple
criteria of success exist for the financial operations of public
banks. These have been developed in the private sector and trans-
_ferred intact, through the importation of management, to the op-
erations of public financial institutions. As assets and profits

mount, management's position becomes more secure, its decisions -

less open to question and influence by the government and its

various constituencies.

On the other hand, public banks have been relatively unsuc-
cessful in taking the social consequences of their activity into
account. It must be said that they face substantial problems in
doing so even if they are committed to the effort. First, report-
ing conventions and performance criteria arc at a primitive stage

of development and are subject to a great deal of controversy.
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Sccond, management tends to be unfamiliar with what has been done
in the field.

Sociai costs and benefits generated by an enterprise are
distinguished from the phenomena that show up in its balance
sheets mostly because they are not given a money valu2 in the
market. Still, the realization of these benefits or the minimiza-
tion of costs requires that money be spent: or that certain income-
generating activities be restricted. This is a form of redistri-
bution of the economic product of the enterprise which requires a
political decision on the form the benefits and costs are to take
and how they are to be distributed.

Therefore, the Permanent Fund must provide a forum in which
the range of choices can be exposed and conflicting interests
heard. Tt must then provide a means by which to assure that the
decisions reached are carried out, especially when this implies a
deviation from conventional commercial practice. Here the record
of public enterprise is, to date, unfortunately quite uninstruc-
tive. In such an enterprise, the framers of the Alaska Permanent

Fund must follow their state's tradition; Lthey must be pioneers.
P
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INTRODUCTION

In the November, 1976, General Election, Alaskan voters

overwhelmingly approved a constitutional amendment which
established the Alaska Permanent Fund--the vote was over
8:1 in favor. The Amendment stipulates that no less than

25% of all the money the State receives from mineral

lease rentals, royalties, royalty sale proceeds, bonuses,
and Federal mineral revenue-sharing must be set aside in

a '""permanent fund", the principal of which must be used
for "income producing'" investments. Unless otherwise pro-
vided for by law, the earnings (interest) from those in-
vestments are scheduled to be placed in the State's Gen-
eral Fund.

During 1977, the Alaska State Senate established the
Senate Committee on the Permanent Fund under the Chair-

manship of Senator George Hohman, and assigned the com-
mittee the responsibility for providing essential infor-
mation to the Senate regarding the Permanent Fund and
priorities for its use.

In order to be certain to include the views and recom-
mendations of Alaskans throughout the state, the Per-
manent Fund committee prepared a scries of "out-reach"
questionnaires and public meetings were held. In ad-
dition, the committee commissioned Dittman Research
Associates to complete a state-wide '"public hearing-in-
the-home" program in which the topics of the central
location publiec hearings regarding the Permanent Fund
vere presented to Alaskans in their homes to receive
their personal and private recommendations and comments,

Markel and FPublic. Opinion Research
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5%

s. Add to General Fund to be used as Governor
and Legislature determine

t. Make cash distribution in the form of grants
and revenue-sharing to Alaskan communities

u. Make cash distribution in the form of dividends
and shared revenue to Alaska residents

v. Pay off Alaska's bonded indebtedness
.and an open-ended space was provided for sug-
gested uses not included in the preceeding list.

The answers to these questions and many others are included
in -the body of this report, and regional findings are also

provided (Anchorage, Fairbanks, Southeast,
Southwestern villages). Also,

and Northern to
demographic findings based
on business ownership, education, family income, employment,
Sex, voter registration, length-of-time-in-Alaska, political

party preference, and age. In addition, cross-references

are made between respondents who have participated in state-

sponsored public hearings, workshops, town-meetings, and
symposiums, and non-participants.

METHODOLOGY

Research design- A random sample design was featured which

provided that all Alaskans within the sampled communities
(Anchorage, Fairbanks, Juneau,

Ketchikan, Barrow, Nome,
Kotzebue and Bethel) had essentialliy the same chance of

being included--these communities total approximately 807%
of the residents of Alaska.

Sample selection- The randomly selected locations (streets,
roads, lanes, avenues,

house numbers, etc.) were starting

Mok el aned ublic, Coninion eeen
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points and the interviewers completed the required num-

ber of interviews for their assignment in homes in those
pre-selected locations. In the cases where there weren't
enough homes in the assigned cluster area, the interviewers
were instructed to go to the nearest dwelling units to com-
plete their assignment. In order to assure the most re-
presentative sample and include the majority of working
people in the correct proportion, all interviews took
place during the evening hours between 5:30 and 9:00 PM.
The interviewing was accomplished simultaneously through-

out Alaska and was completed during the period October 30-
November 21, 1977.

Sample fieldwork- Professional Dittman Research interviewing

employeas with up to 10 years Alaskan experience were de-
tailed on assignment throughout Alaska. They are members
of the only professional interviewing staff in Alaska which
complies fully with all Federal and State tax and employment
security requirements, and in association with the noted
national research firms listed below, they complete the
majority of all private research assignments in Alaska.

Opinion Research Corporation

Princeton, New Jersey

Market Facts, Inc.
Chicago, Illinois

Starch/INRA/Hooper
New York, New York

Field Research, Inc.
San Francisco, California

National Analysts (Division of
Booz, Allen and Hamilton)
Philadelphia, Pennsylvania

Markel andd obhc COoinion Reszorch
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PROCESSING OF THE DATA

Dittman Research employees completed coding and editing,
while all keypunching, verification and data processing
was completed by Boeing Computer Service, Inc. featuring
the Statistical Package for the Social Sciences (SPSS)
program. The SPSS package is the most sophisticated

research-oriented data processing program available,
and is available in Alaska through the BCS Enhanced
Kronos System, which features powerful CDC 6600 and
Cyber mainframes located in McLean, Virginia and is ac-
cessed through Cope terminals located in the Anchorage
headquarters of the Dittman Research firm.

The various programs included within the Statistical
Package for the Social Sciences have been developed by
statisticians, analysts and reseaichers at Stanford

University and the National Opinion Research Center at
the University of Chicago, and they have been designe«
exclusively for processing and analyzing data involving
attitudes and opinions gathered through survey research.

Maoxkel and b, Opinion Research

Fad




DESCRIPTION OF SAMPLE

The total sample consists of 400 Alaskan residents over
the age of 18. The sample was taken essentially propor-
tional to population within the four main areas, with

the largest number (165) taken from Anchorage, followed
by (109) in Fairbanks, (70) in Southeastern, and 56 from
the Northern to Southwestern village regions.

(Note: An exact proportional relationship was not followed

in order to prevent spurious percentages due to the smaller

populations in the villages. For example, Barrow, Bethel,

Kotzebue and Nome account for approximately Z.5% of the

Fa
total state population. Using the total sample as the

base figure, the total of the village regions would be
allocated only 10 interviews (2.5% of 400), which would
be meaningless--all percentages would be in multiples of

10%. In order to assure the most meaningful findings and

provide for regional breakouts, a larger than exact pro-
portional sample was drawn from the village regions, with
a corresponding under-representation from Anchorage, which
with its' total of 165 respondents is still assured

sufficient numbers for analysis. The net effect upon the

total is a slight over-representation of rural views (ap-
proximately 1% toward the village point of view when urban/
rural differences are the greatest), while the usefulness
of the total state-wide study effort is greatly enhanced),

Marlkel andd Public, Opinion e




SUMMARY OF FINDINGS

Taken as a whole, Alaskans have generally well-defined
ideas regarding how they want their Permanent Fund to
be used:

%% They favor placing the principal in bank accounts and

high-grade securities (not-stocks), and using the earnings
from those investments for state loan programs, etc.

*%* They want to use the Permanent Fund for things Alaskans
need now, rather than waiting and using it for things

we may need in the future.

*% They want to use the Permanent Fund for: (Top 5 out of 22)

#1 Loans for renewable resource development
(fisheries and timber)

#2 Loans for farming and agricultural development
#3 Loans for senior-citizen housing programs

#4 Loans for large-scale electrical power
development (hydro-electric/geothermal)

{##5 Loans for small business develcnment

** They do not want the Permanent Fund used for: (Bottom 5 of 22)

#22 Deposits to General Fund to be used as
Governor and Legislature determine

#21 Deposits to General Fund with corresponding
reduction in state business and corporate taxes

#20 Cash distribution in the form of grants and
shared-revenue for Alaskan communities

#19 Cash distribution in the form of dividends
and revenue-sharing for Alaskan residents

#18 Loans for tourism industry development

Mok el and Pubhie, OpiNion (Reseorch
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*% By a slight margin, Alaskans feel the Permanent Fund
loans should be made available throught existing pri-
vate banks and financial institutions, rather than

through State ofvices.

e to new ideas--48% were in favor and

They are receptive
pt of an Alaska Revenue

407 were opposed to the conce
Bond Fund program when described as listed below.

"Rather than ising Permanent Fund money directly
for state ltan programs, there has been a sug-
gestion to use the Permanent Fund earnings toO
guarantee an Alaskan Revenue Bond Fund program.
With the Permanent Fund earnings guaranteeing
repayment, Alaska would be able to sell the
bonds at a low interest rate (5-6%), then use
the money received from the bond sale for the
loan programs--the Permanent Fund principal

is never used"

AP (y— g =

x%* Alaskans are very concerned that a large amount of the

1 be lost through mismanagement and
and by a 7:1 margin, they do
und used for investments which

Permanent Fund wil
poor investments (42%) ;

not want the Permanent 13
private lenders and financia

questionable or "risky".

1 institutions consider

Alaskans are optimistic and remain highly in favor of

the Permanent Fund--in spite of concerns regarding pos-
sible mismanagement of the Fund, by a 10:1 margin they
feel the average Alaskan will be better off due to the

establishment of the Permanent Fund.
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5 low interest rate (5-6%), then use the money received |
I from the bond sale for the loan programs--the Permanent [
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available to help finance those ventures?"
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