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Av Gross, Attorney General 
De par tment of Law I . • • , : . • •' ~ ., 

t ~ l • \ "'• # • • I 

February 24, 1977 

'l'rust Lands 

The permanent fund established by Constitutional amendmeut 
consists of 

11

25 % of all mineral lease rental s , royalties, 
royalty sale proceeds , - federal rnlneral revenue sharing 
payments and bonuses received by the State'' (emphasis added). 
Some of these revenues may be generatE~d from .lands received 
in trust for sr ccific purposes in school lands , university 
l ands and ment~l health 1 ·nds . Can you advise us as to 
whcth0r 25% of the proceeds in the c~tegories listed f or 
the pcrman~nt fund and derived front trust lunds shoul d be 
c redited to the pcrmonanet fund or whether such procee ds 
arc exempt by terms of the trust? 
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Anchorage Mun1ctpa1 Bodtes 
· Metit trs' ·of 'the Legt s 1 ature 
,Admtntstl'&tton Off1ct•)s 
. Of.ftctall of 011 and Gas Compa"1es { · " 
Bankers . ~ ,. • . 

' Fltrb1nks1Ccimnuntty Leaders · , 
Med>ers of the State Chl·,,iiber of Comnerce . ' ; ic 

Members of the State In1estment Advisory C°""tttee 
Nattve Cor.Poratfon Off1ctals 
State labor Leaders 
Members of Conser¥atton Organizations 
Members of the N!'fl Med,ta _. 
Melnbers of the Land use Planning Conntsston · 

, 
There are more'' ltsts being soltctted, but thts brings you usr-to:date as 
to whtch are betng used rtght now. 1'11 ~end you copies of the material ~ 
Monday, when tt's due front the pr1"ter. 

The btbltography '°"'requested does not .exist • . I believe what you want 
~ 11 an tndex to the Conntttee's ftles, whtch ts being uPclated at the 

moeent. It should be ready the end of next week, so I ' ll send you 1 copy 
the~ . I 





QHr M.r. Dupore : 
';-;- , 't"i ) ..,... 4 .. 

Enclosed 1( ·a c6py of .. tht C011111tt11 ~1 file t.nd6x which 1.am forwar.d1n~· 
to YO:U l1''P,tr yo~Jr request ·ctu'rfn-g our • : fng 1n ·Juneau. 'By now YoU ~ 

~should hive"('recefved, the postal servfce _,111,ng; a c•y of ~ 
;·oanfels• contract and' a copy ofA the ~onn1tt•'s b~h'ure. •Uld )ast 
~k. Accor.dfng to 11\Y, notH. the tndex rounds out the ·~tertal you 
requested. • ~ · · . .. . .. . 
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Senate Permanent Fund Conmi.t'tee 
Poucli V 
Juneau, Al 91111 

Dear Rob : 
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-r ~ • " ' .. Anchorage Muntctpal Bodtes ~ r 
Members of the l~gtslature .. 
Admtntstratt9n '()fffc1als ~ 
Offf cf als of 011 and Gas Canpanf es 
Banker~ ' 
Fairbanks ConlnUntty leaders 
Members of the Statd Chamber of Conmerce · 
Members of the State· Investment Advtsory ·Comtfttee 
Nattve CorporattOrt Of.ftctals 
State labor Leaden 
Members of Conservation Organ1zatfons 
Med>eri of the News •Medta · 
Mernberi of the· t;1nd Us Plannf ng Comnfsston · 

·rhere are more lfsts befng solfctted , but thfs brfngs you up~to;date ar 
·to whtch are befng us~d right noli. 1'11 send you copies of the n,aterfal 
Monday, when tt's due from the prtnter. , 
i·he .btb11ography you requested. does not ex1st. I belteve what you want 
ts an tnde~ to 'the Con1ntttee·•s ftles. w~tch ts befng upciated at the . . 
•10111J1t. It should be ready the end o~ next week, so 1'11 send you 1 coS)y 
t:hen. " i .T: 
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ANO · ~ 

DUPERE & ASS~CIATES, INC. 

• 11 

Tfae parties to this agreement ~~~(tne LEGISLATIVE AFFAIRS AGENCY, on . 
behalf of the Legislative Council rs Senate Interim Cormiittee on ~ the Alaska 
Permanent Fund, hereinafter r:eferred to as the "Agency,·: and DUPERL& , 
ASSOCIATES, INC. , hereinafter referred to as ti. "Contr<1ctor." ": ·1.~ 

• ' .. I 

• • J l • 

THE PURPOSE OF THIS AGREEMENT is to provide the Senate Interim Corrmittee 
on the Alaska Permanent Fund assistance in the development of the policies 
for the utilization and management of' the Permanent Fund which will be 
recormtended for adoption by the Senate. 

IT IS THEREFORE MUTUALLY AGREED THAT: 

CLAUSE I ~ - STATEMENT OF WORK 

(a) The Contractor shall, on the request of the Chairman of the 
Senate Interim Committee on the Alaska Permanent rund {hereinafter re­
ferred to as "the Chairman"), provide the Committee with the basic 
research and policy reco1m1endations to be presented to the Senate. 

(b) The approach to accomplish (a) above is cssential"ly as follows: 

( 1) Compare present statutory procedures in regards to the 
various State loan programs in all categories • 

. ' 
Determine if program meetillg all needs. 

Compare investment results and yield on portfolios . 

Document the various criteria for loans in all programs. 

Document extent and c.~tegories of loans and related 
programs utilized by others. 

( 2) Outline indicated area which could be served. 

( 3) Outline alternate approaches in regards to bank participation. 

( 4) Streamline financial management programs to deliver loans 
at lowest possible interest rates. 

( 5) Streamline the State of l\laska and its c~eatcd agencies' 
tax-exempt borrowing fvr industrial aid bonds; housing; 
municipal fin~ncing to lower interest cost. 



7) Struct~-~e altern~te tre~sury management pro~edures · to 
provide checks and balances for, those funds not utilized 
in specific legi:slative-directed programs. 

Provide innovati.ve approaches to extend funds on a 
relatfve risk-free basis for Alaskans. · 

( 9) Streamline executive orgahizat·jon to fix responsibili.ties 
· · for effective and efficient de1ivery of services and 

manage~ent of the Permanent Fund and other investments • . 

(10) Streamline service to potential Alaskan borrowers. 
t 

(11) Input to legal Affairs• indicated bills to accomplish 
Corrmittee's goal. 

(12) Prepare situation papers for Conmittee meetings. 

CtAUSE . 11 ~ ~ PERIOD OF PERFORMANCE 

(a) This contract covers the period beginning July 2. 1977 and 
ending January 9, 1978. 

(b) This contract may be terminated by either party upon written 
notice to the other. 

(c) Upon termination. the final fee shall be for that po1'tion 
of the fee schedule .outlined in Clause Ill (b) upon given 
notice of termination. 

CLAUSE "III : ~ · PROJECT DIRECTOR 

The Project Director shall be the Chairman of the Senate Interim Corrmittee 
on the Alaska P1ermanent Fund. 

CLAUSE IV. - COMPENSATION AND METHOD OF PAYMENT c 

· . · 11~ Cil• '·-'~},I) 'J 
(a) The Contractor shall be paid a fixed fee of $l*i00tt for the 

work to be performed under this contract. 

(b) The fHe shall be paid as follows : 

(1) Upon approval of contract $11.000 

(2) On the first of each month August, 
September, October, November, December 1977 
ilnd January 1978 15. 500 

(3) Within 20 days of completion of the contract 
(January 9, 1978} the bal ance of 11,000 

ID.].JJ.QQ 
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Additional staff engaged·by Duper~ t Associates, 
to pe~form the .work . . . 

(2) Present staff of Dupere & Associates~ 

(3) Travel of the employees of Dupere & Associates, 
directed by the Contractor. 

Travel of others as _d;t·ected by the Contractor. 

long distance telephone calls as directed by the Contractor. 

(6) Office services and supplies generated by the project. 
' 

(7) Postage and related cost generated by the contract. 

(8) Fees of Consultants ut11ized by the Contractor at his 
discretion; these being: Wainwright ~ Ramsey Inc. and 
Lombard/Wall Inc. -- but not limited to these. 

· (9) All related payroll expenses, employee benefits, workmen's 
compensation and unemployment insurance. 

CLAUSE V. ~ PERSONNEL 

(a) The .Contractor will hire the following additional personnel: 

Three Consultant-Researchers 

These will be subject to direction and supervision by the Contractor. 

(b) Tne Contractor will establish the standards of performance, pay 
schedule, retention and scope of work for each. 

(c) The Contractor will subcontract with other Consultant firms 
for advisory to the Contractor to the extent deemed feasible . 
The firm of Wainwright & Ramsey Inc. will be utilized on 
questions involving State and agency credit and rating 
bureaus. Lombard/Wall Inc. will be utilized for advice 
concerning management of investment portfolios. 

CLAusE VI. - REPORTS. 

The Consultant shall keep the Project Director informed as to the progress 
of the work performed under this agreement and shall be prepared to make 
presentations to the Co11111ittee as scheduled by the Project Director. 

~E VII. - OFFICE SPACE, EQUIPMENT, ANO SERVICES 

(a) Office space, telephone, and necessary equipment shall be made 
available for the Contractor's staff in the general proximity 
of Room ~4 f of the Court and Office BuildinQ, Juneau, Alaska. 
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- - ,,. 
CLAUSE VIII - ALL WRITINGS CONTAINED HEREIN 

-~ 

This agreement contains 1ar i the terms and conditions agreed upon by the ·· 
parties. No other understa~1dings. , oral ·er otherwise, ragarding the 
subject matter·of this agreement sha11 be deeriled to exist or to bind 
either of the parties to this agreement. 

IN WITNESS WHEREOF, the parties have executed this agreement on the dates 
not~d next to their signatures. 

CONTRACTOR 

bUPERE & ASSOCIATES, INC. 
Robert J . Dupere, President 

Accepted 

GEORGE H0H'1AN, Chairman 

LEGISLATIVE AFFAIRS AGENCY 
(By direction of the Executive Director) 

GREGli K. ERICKSON 

Approved as to form 

: 

AGENCY LEGAL COUNSEL 
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ROGER L. CLIFTON 
P•urero1eHT 

FMn lNvu s'l'Are111T ACANA0F.1u:NT S1tJtvtcE. lNc. 
Nua.cn1m 01.,t lloeToN J>r.Aca.: • JJ0111·0H 

--



FMR I~VESTMENT 
MANAGEMEN'r , ·sERVICE. )INC. 

PINSION PU~D IMNAOIMINT 

MANAGEMENT 
I: RUEARCH COMPANY 

llUTUAL PUND llANAOllllNT 
INTIRNATION4L INVU'l'lllNT 

POITPOIJO llANAOIMltn' 



1. 

2. 

Mr . Gary L. Bergstrom 
Acadian Financial Research 
303 Marsh Street 
Belmont, Massachusetts 02178 

c / o 1.-""o rd Foundation 
(212) 573-5050 

P1·ofcssor Jarnes Lorll' 
University of Chicago 
5836 G rcenwood Av enue 
Chicago , iii inois 60637 
(3 l2) 753- 426 l 

3. Mr. Clay Myer s 
Stale T rca \Her of Oregon 
Slate T rea s ury D e partm e nt 
Room 158 
Stat<' Capita l Building 
Sal e m, Oregon 97310 
(50 3) 378 - 1132 9 

4. M 1-. .hlmeR C . G eo r g~ 

Inves tment Manager 

5. 

Stale T 1· ca R\I ry De pa rtm cnt 
Hoom 167 
State C:t pltal lluilding 
Sal m, Or egon 'J 73 JO 
(50 3) 378-411 J 

Mr. Hoger M e ler 
C hairma n, Oregon Investment Councll 
Suit u 90·1 :2.. 7(,. 3 '133 
On:. g<111 Nllti o n .d Builclin{! 
Po rtfancl, O rG~on 97 205 

(J ((503)228- 1333 ] 

7u, - 0 !;,]() 



6 . Mr. Jon L . . Hagler 

7. 

8. 

Vice Presitlent for Investments and Treasurer 
Fo.i.·d Foundation 
320 E as t 43 rd Street 
New Yc.1rk, New York 100 17 
(2 12) 5?3-5050 

Mr. George Russell 
Frank Russell Comoa nv . , 

~$-{~~~~g 
~~~r--- . One Washington Plaza 

Tacoma, Washington 98402 
(206) 5 72-9500 

Mr. ~1 O. Harrison 
President 
U.S. Slecl & Carnegie Pension F~ind 
767 St:h Ave nue 
New Yo rk, New Yo r k 10022 
(212) 826 - 8420 



October ·7, 1977 

STA TE OF ALASKA 

Mr . Clark Gruening 
Mr . Belden Daniel:; - Harvard University 

THE FIDELITY ORGANIZATION 

Mr. Roger Clifton, President - FMR Investment Management Service, Inc. 
Mr. Terrence B. 'Nlagrat!1, Vice Pl'l~ sident - Fide lit~· International Inve'~t·mcnt 

!\lanagemcnt, Inc. 

TOPIC OUT LINE 

I. Evolution of Pension Fund Asset Managernent in the United States 

a. histo .ry 
cur rent state of the a rt ... 

trends in force - l"·t~ .. .._.<...0-l1wP <t.-----,r~ 
b. 
c. 

II. Elerncmts of. Asset Man;:-.gement Function 

a . adrni11istration ~ . . · · .. 

~Jlanning W17'f ~? .. ~tc~l - fJo j. '"? · j{V>1
• t-lr~ 

Lnv es tment m Vi1ctgemcnt • ( 
b. 
c. 

Ill. Po i ce ivcd Na tu re of Ala ska ' s Pl'obl ern 

a. organizational issues 

l. c ontL·ol/ responsibility 
2. e stablishment of policy 
3. interfacing with management unit 

b. investment policy issues 

l. inflows - expe ctations/deviations 
2. pattern after inflows 
3 . risk tol e ranc es 

c. o perating issues 

1. 
2. 

s tructut·c 
large pool of assot.s 



IV. Major Structure Options 
v.5 

u.·. multt-managcr approacl1 

Requirements 

1. 
2. 

central administrative staf. 
purchased services 

policy setting consultation 
perforn-1ance n1casurcment 
managet· selection service 
m.o~.ey management 

Advantagi::s 

1. 
.., .. 
3; 

low overhead 
flexibility to change structure 
competition between managers 

Disadvantages 

1. vet·y high service cost 
2. complex administration 
3. central staff c dtical 

b. internal management 

Requirements 

scrvkc 

l. tot al investment management company staff (sans marketing) 

Advantages 

1. relatively l ow cost (econo111ies of scale} 
2. und9r control of Ala ska boa rd 
3. most responslve to State' 11 needs 

Disadvantages 

L. little fle x ibility 
2. difficult to match capability to assc'l base 
3. remoteness from capita l mnt'l<.ut s lf ba sed in 1\laska 



contract organiz~tion 

Requirements 

1. one fime search 
2. designation of liaison· responsibilities in State 

~dvantages 

1. responsive to Alaska - integrated 
2. capability growth matche d to needs 
3. flexib~e to change sti;ucture 
4. no commit:t:ccl ovcl'head 

Disadvantages 

1. cost hi~her than i.nte1·nal option 
2. no direct competition (competition through com.parison 

with objective measures) 



• :!U\l·:!\t j·: II \l.\ C:H.\'111 
December l, 1977 

Mr. Billy Berrier 
Direc t . .ir of Division of Legal Services 
Legislative Affairs A genc y 
Pouch Y - State Capital 
J uneau, Alaska 99801 

Dea r .Bi.11: 

I tclt! ph1.rned iny coni.ments to Ken Vasser on t he PoweJ·s a11d Duties secti.0 n 
of the '.'.'od-: Draft P a per dated Novt:ffibt: .r 14, 197 7 \\hi.ch y•.JU gave me at our 
meetings in Anchorage . Thi s l e tter i s to confit·n1 t he se r ccomn1endl cl changes 
to you. A mark<;!d-up copy i s a ttached. 

I belie 1c that we had ngt·ecd i.n Alaska tha.1· th e "prudent perso1111 rule 
given in 37 . 13 . 130 (a) would be a1te t·ed to assnrl! t-h <.. t the stanclarrl o[ m casurcm1.;11;. 
woulu be the "p rud ent exper t", i.e . how large pools of si.milal"ly uric ntcd c J. p ital 
arc managed, rath er t haa how the i nclivi.dnal invc~to r manages hi s/nc 1· r101ey. 
Giv en that c hange i s rnadc , I 0Ce1· the (n llowin g ;;pecific :-; ,1 b g t:slNI change ~ to 
subsequent: a~cti.o n s . 

1. .1:-'ngc 8 , Section (I>) , L in c.: 1'1 . Dl'lcle 111·ype :1 nd mat u1· Ly o[ invcs t.nH.: 11t::. 
in" ancl <tdd to th-.! e nd o( the :;cnll'111.: · Lhe (o ; lowing : '' by t nJc:: <., ( Sl!CU­

d.Ly , within t ype of sec ul'i ty a nti w tth r es p l.! c:L~ ~enµ ·~il)Ji), .. ,~~/'tdbution . 
Th \~ hoa l'rl s hall t t'-Om Uni .. t o . tim g 1 .,ta.b.li ::;h ov~@~.::_cs fo I' 
Lhc di.ve r sificatio n of the .1M;ct::i o( the Pcrrn:1flc11 t F'u1Hl 11 • 

Comment: the way that l ine hac: bc lrn wdttcn c ould be ~ 0 11 st 1· 1h.: d to 
ou to just invcstin • in debt sccut·ities , :.. inc l.! cqtuly 

securi ties do not rnvc a m a t t11· ity of invc8trnr·n t . Thr! rh:rngr' d:lri ­
fics t hi s a nd as s ures t hat cliVl!r s ificallon will be morl! .omplc:tc . 
I.i'u t·the'rmore, i.l explicitlr r-.:q tn:·e;~ t he boa r d to assLn1 1(: the vct·y 
im portc\nl ' 'policy- mak ing ' fu nctior1, i. c. sdti. n·~ the o ve r all mix 
o f assets . Thi s. coupled v.." ith lill! t o1a.l rotu rn obj ·c t VI.! set ' c;l·Lh 
in 37.1 3 . 020 and \,;O upl ccl w tlh the " p1·udcn l l.!. ' t>crt:" on ~ tra in t, 

should p r ovi<l ~ a niechani:m1 lv ma t 1.: h lhc ai:, s 'l mix LO the f\.. nd's 
ne eds i"I!\ .: und i ti,)n !l l'Volv " 

Fiil1•ll ly l11f or1 111l l1111.1l l11v1•,1iw1111 l\ l1111.111111nun1. Im .. 
112 1)11vnn~hh11S1r1•1• 1 , 11 u,1 1111. ~ 1.1 ~s IJ S .. \ . 02 1nn 
(h 17) llfl·O.l :IO Tulc•l)'l>l' l I tl·J.! l ·IM I I 'f'ulc\ ll-1 ·0:! I ic 



December 1, 

Page 8 , Section (e) , Line 21. Between the words 1.'per s ons 11 and 
''to", insert ·11to reconin1end or." . 

Comm.ent: there may be a time which the board would p·refer to 
contract with a party to provide advice on the manage~nent of the 
funds . rather than to assume full disc reti.01rnry managem.ent. This 
woi·cllng a .llows t·h em that Clcxlb ilit:y and it ;)l~o di((u1· c n.ti;:it u:-; bc•­
twecn t'hu adviso r y and <li.scrcl'innnry m:1 n:1~\'l1\1•nt t'11ndi ~in::, tlwr,· ~ · 

by assuring that the latter is perm.i.tted. 

3. Page 8, Section (£), Line 27 . Delete "llsted on a recogniz e d 
s tock excha1~ge 11 • 

Comm ent: leaving the requil'ement to r estrict investments to 
· nios'e issues listed on exchanges could preclude the fund from 
investing in s ub~tantial organizations, s u c:h as ban ks, which do 
not list. Since the boa .r ~I is constrained un.cl cr the prudent e xpert 
rule , thc1·e should be no further need to r estdct'th crn to listed 
securities . 

4 . Page 8, ScctLon ((), .Linc: 29. Dclet0. "or in which defo1.Llt is 
imminent t:o princ ipal or intel'est at t:h e time of in vcs t·mcnt 11

• 

Comm e nt: this is no n-opc 1"1t ional s ince Lhe p1:udcnt cxpct· I: 
would obviously try not to inve s t: in scc ul'iti.es about to go illto 
dcfoult . Th e worcli.ng n :-:1 it is could allow h inr1:5ight litigation tn 
t he event: some holding doc s go into d efault. 

5 . Page 9, Section (b), Lin e 2 . Chan,ge woL·cl "stocks'' to "s c cudtico" 
if yu\.1L i.nlent l i; t:o preclude all parli.clpat lun in a p;:irt~i c u b 1· in ­
dustry 0 1· altet·natlvely c hnn gc word ' 'stocks" to 11 s t:oc k s and c on­
ve1·tiblc lssu<:: s 11 i( you l' intent is t0 preclude equity p~utlclpnti.on 

in a pa1·tic11lar indusb'y. 

Comrn ent : my uncl <'L' Sla nclin g ls that you wt s h Lo as1.n1ro divcl'si­
Clcatlon o( the. invcstmenls of the f und Crom the r evenue source 
of the fond. C~1006ing frorn th e: above alternative s will exclude 
c ithc r il whole inchtstl·y OJ: just t h e equity, cornponcnt, h ow eve t ' 
you dcsl L' e . 1.·~ccp in mind, however, th::it debt· i. ssu cu 1· c~pond 

Lo rnaturlty, q ufllit:y <ind othe r factol' s ge t'JYHlnc to tht: i ss ue, 
l'Othci· t:han t o th o industry. My 1·ccomm c.: nda lion i.s to just: 
c.:xclud c the equity pu.l'tic ipalion . 



Mr. Billy Berrier 3 December 1, 1977 

6. Page 9, Section (£), LinP. ?.. Cha.nge "n1ining company" to 
' 'company whose primary business is the exploration or develop­
ment of oil or gas", or "company whose primai·y business is the 
extracti·on of gold " , or whatever combination of industries you 
desii·e . 

Comn1ent: restricting investments from snch a broad caf·egoi:y 
as rnining con1panies could· preclude investments i,n Jnany S l'C\l­

dti l.!S which inay h'1\'l.l sm<1ll 111ining opt•r:1h(>n~. ~·->r in:-it·:)1w~· . 

virtually e\~ety steel cornprU\}r dol.l:; ·som0 niin ing. Whil\! you 
may want to add or delete ce r tain industri e o to the above t·ecoff1-
mendati.on, the general principle is l:o be a s narrow and spr cific 
as possible in your exclusions . 

7 . Page 9, Section (f) , Linc 3. Delete the wo1·d "private" . 

Comment: the word 11pdvat c' 1 could be misleading in th C' senae 
that c:ompanics like the one I work fo r , for instance, is <A privately 
held corpot·ation, with no stock sold lo the public. U.S. Steel, on 
the other hand, woulcl be consid e red to be a publicly held corpora­
lion. Fur t:hct', then: may come a cloy in which t he fund may want 
to buy stock in quasi-govc rnrne nt co1·poralion s such a ::; Co1r1sat:, 
whi.ch could not be c ons id c rc<l privat e in <1n y ca se. Deleting the 
word 11priv'alc 11 take:; away this ambiguity. 

8 . Page 9 , Section ((), L inc 1 . D ·lute 'all after the w01·d "which" · 
lhrc u gh to the sernl colon on lbw 7 a 11d subs t itute "il:l nol p<1ying 
dividends on thn.t: stock in cn.:;h a t the tim e of pu1·chasc 11 • 

Cormnent: my unrlcrst::lncling ls that th\) only real r cqui r ~ment: 

you ha ve i s tha t ea ch s <·cu rll y rnu st· be iii c orr c p rorl u d 11 g . The: 
way t:he :;cntence now i·cads the corpo ration c ould be paytng 
dividends on a.nether s ecurity, bu t not: on lbe on e being purchased 
in the fund . Also, by deleting lhe Llmc and yield requirement, 
you al'e providing the boa rd the fl c·dbility to stn1ctu1· c.: the port­
foli o a s the y ~JC l' fil to achieve the o bj ective s , again within the · 
prudent cx pc rl rul...: . 



Mr. Billy Berrier December ·l, 1977 

9. Page 9, Section (f), Line 7. Delete all after t:he sl'!mic::olon 
through to line 11. 

Com1nent: this provision could be cons id er ed ambiguous in the 
sense that an interest payment' could have been defaulted, but 
then made up at a later date. It seems to me that the pr'udent 
exper't 1·ule should be. sufficient fo1· the board to ;act in deciding 
whether or not a particular bond is qualiCied for p~rch1sc. 

10. Page 9. Secti.on (f), Linc 11. Delete the last sentence . 

Com1nent: this constraint could be very restrictive as capital 
markets and/or fund ·i-equi.rements change . Substitut ing the 
policy function Ln section (b) should preclude the necessity of 
establishing specific c:onstraints . 

Bill, I think y·ou have d?·afted a (inc piece of legislation, and one which 
should serve the people of the State o( Alaska well. You may recall in my 
testimony that I emphasi zed the following points: 

1. Investment managc::ment is a profession. Whether yon develop 
investrnenl capabiJH.y internally or hir e outside finns to do your 
invcsling, it is impol'tant: that the actual investment op ':! t'ations be 
carried out by investment p t'Ofcs s i onals . 

t. . The investment: pt·ofcssi.onnls should be able to n et: as independently 
ns possible from s pu1· i0u s pollti.cnl considel'atlons , . hdr only 
a.llcglenc e b c il!g to the c ffc c ti.vc rrrnnitgcrncnt o( the assets . They 
especially tihould not be subj c.:c t to tu1·novur with chan~i.ng po litical 
administr ations. 

3. The boa rd should be high ~cvcl and should cons ider thl.!mselvos 
llable, in every sense of the word, for the prud pnt n1anagement 
of the assets to a chieve thc ,stateu o bj ective . They should delegate 
the actual operations bul l'etaln the policy function . They should 
be able to hi l' c 01· cont t·acl sepal'alc staff Ol' se r vices lo indepen ­
dently eva lua t·e the pl'ofcss ionals 1 invc s trne nl o.nd ope t·ational 
po r [o rn1a nc c . 

Given the above, ancl th e- c ha n ges i· e commendcd fo r the Powers and Duties 
Redlon, )' OU ahould have an eHecltv c mr.chani.sm Lo inve s t thl· assets in a n 
optlmum way as the fund and capi.t;d markct n cvnlvu . 



Mr . Billy Berrier December 1, 1977 

I hopt this has been of help, and it certainly has been a pleasure to 
work with you and your colleagues in Alaska. Please let me know if there 
is anything else we ~an do for you. 

TBM:del 
Enclosure 

cc: v-Mr. Clark Gruening 
Special Committee on the Alaska 

Permanent Fund 
528W. 5th, Suite270 
Anchorage, Alaska 9950 l 

Yours very truly·, 
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THE FIDELITY ORGANIZATION 

Mr. Roger' Clifton. President - FMH Investment Management Sl!rvice. Inc • . 
Mr. Terrence B . Magrath. Vice President - Fid~lit 'y Int.c rnational 

Manage1ncnt. Inc. 

TOPIC OUTLINE 

I. Evoluti on of Pension F .und A sset Manage~ent in the United States 

a. history 
b • 
c. 

cur rent state of th e a rt 
trends in forc e 

II. Elements of Asset Managernent Function 

a. administration 
b. planning 
c. inve stn1cnt mana gcrnent 

III. Perceived Nature of Alaska's Problem 

a . organizational issues 

l. control/ responsibility 
2. establishment of policy 
3. i.ntcrfacing with management unit 

b. investment polic~r i ssues 

l. inflows - expectations/deviations 
2. pattern aft e r inflows 
3. risk tolerances 

c. o perating i ssues 

1. sci ecting a ssct m t1_nagemc nt strudu r u 
2. spe c ial problcm A o(' running large po~1J of a StiClti 



Major Structure Options 

a. 

Rcquiren1ents 

1. central administrative staff 
2. purcl1ased servi:ces 

. policy setting con.sultation 
per(ornrnncc n1cas\1r,c1ncnt Sl"'rvkc 
tnanag~r selection service 
rnoney n1anageme.n.t 

Advantages 

1. low overhead 
2. flexibility to change structure 
3. competition between rn(lnagers 

Disadvantages . 

1. very high service cost 
2. complex acirninistration 
3. central staf~ criticn l 

b. internal management 

Re quit· crncnts 

1. total investm e nt management company staff (sans marketing) 

Advantage s 

1. relatively low cost (economietJ or scal e) 
2. undt!r control o( Alaska bco .t· cJ 
3 . most res pons ivc to State's need s 

Dlsadvanldge:; 

l ; little flexibility 
2. cli.((icult to rnatch capo.billty to \tsset base 
3. remoteness from capital mn.l'l<:ct s If based ln Alaska 



.. . . . .., .. 
contract orgamzatlon.:.:: ·. 

. 1,. : : • • 

Requiren1ents 

1. 
2. 

Advantages 

.. . .. 

1. · responsive to Alaska - integrated 
2. ·capability growth matched to needs 
3. · flexible to change s tructure 
4. no committl d overhead · 

Disadvantages 

1. cost higher tha n internal option 
?· no dit:ect .competition (competition through comparison 

with objective measures) 

.. 

I ' 
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ASSOCIATES 
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VENTURE CAPITAL 
ASSET MANAGEMENT 
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FMR INVESTMENT · 
MANAGEMENT SERVICE. INC. 
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ASSOCIATES 
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ACCOUNTING SUPPORT 

VENTURI CAPITAL 
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. 
:a f\er my first visit to l r.rael fif\een' 
~ years ugo, l•sumnmrized my impres­
sions' br, saying that two Jev•ish tradi-
tions wlre nt war·intI,smel: u ·l 00:.year-old 
tn'l<.lition•of be lief in paternalistic social­
ist government and of rejection of cupf: 
talism and free mii'ilt~tsl and n 2,000-
yenr-old tradition,. developed out of the 
necessities of the Diaspora, of sdf-rcli­
unce and voluntary coopenltion, of get­
ting arouiul government controls, of us­
ing every device of Jewish ingenuity to 

> take advantage or such opportunities as 
cscnpcd tlie clumsy grasp of government 
olllcialsi I concluded that, fortunately for 
hmel, the older tradition wns proving 
the stronger. 

On" recent visit to Israel, short~y niter 
the c lcctfons thnt, to evcryont?'s nston­
lshrn<int, voted in the Likud bloc, I fo1111d 
thnt the wnr between these two tradi­
tions Had moved Into 11 ne w l>hnse. 
Though the socialist doctri11c hnd been 
winning the war In pmctlcc, it l111d bccm 
los l11g the w11r In publ lu opinion, 

SPREAD OF SOCIALIST PRACTICE 
Covcn1111cnt controls uvor tlw I smoli 

economy hnvo mushroomed np11co. 
Roughly one-third of tlut ls me lt working 
forco is omplo)•cd h>' tho gowrnmont 
directly, and another th ltd b)• the Hlst11-
dnit-1t q1111sl-1:~1vcrnmcntnl industriul­
luhor t.•umple>..·Totul govemmcnt spc11d­
ln~ (ndjustod for funds fl'(11n nbrond) 
u1110111lts to somc.t ()(> to 70 ))Cr cent of 
nntlonul lncomo. Suhsldlc:; !Ire 11 wny of 
llfu: to l11hnri111d l11cl11stry; to fonnursam/ 
co11s11111ors of food; to hun1uowncrs 11 111/ 

renters. Aud so 11rc tn~us nod lnflution . 
A lnrkC ;.tovcmmcmt suctor Is 11ot n 

rcccmt pl1t.11101111:mo11. Out It l111s cl11111gud 
Its d 11\nlctt:r, 11s the sttlflcss lclu11llsts wlio 
wcm: l111tl111ly 111 contml wcrn roplitcucl. 
m thcmsolvus turned hlto thu vc:ry dllTer· 
~.nt t)'l>Cli who wore to111\>l<:1 l hy uppor-
1,unitlcs for prlvil c.1gu 1m ( pmflt to :-ot1k 
11nd gain posltloni; of power. In nddltlon, 
tho nlc:rc nnss11gc of time />md 11cu11 In· 
c:rl111sl11gly rhtlcl uncl l111rmf11 c:ontrols IUHI 
rcg11l11t11111sJ 1111 11cc1111111l11t1011 of costl)' 
,,nJ wnstutn! 1'>roj .. c;ts, n c.:llnccllng of' 
h ncfhs h)• bunions, ontrc.nu.ihud prlvl· 
ll'i(\', 11ncl .:orruptlon. It Is u111<icr to puss 
lnws th1111 tu ru1>trnl thum; to 01111ct rul(ulo­
tlunli tl11111 to co1·rcct 1ho111. C:ovoru111c 11t 
bur1•1111tm1ts 11111)' do aS !(O<)d II Juli llli 
pmflt-sul1kln~ cmtr<ipn•nu1m1 lo svluc.:I· 
lnl( projocts to 11ndort11kc. U11t \Yhllc 
l011St11i forulbl)• 1mcl li trlctly r>rlvnto foll · 
1111·~. the tnx collc~cJor Iii 11lw1l)'S thcru tu 
provide 11rtlflcl11l ro:lpln1ll1111 to ""'1on)­
nw11tAI f11il11rc 1i. 

N1u,,.w«111k t Au•••t 22. 1977 
I 

DECLINE Of SOCIALIST OPINION 
Tho use of sooh1llst rhetoric to j~1stlfy 

1111d protect pO!llUMs of prlvllugc 1111d 
power plus i;ocl11lis111's failure to deliver 
the goods hnve goncmtcd growing pub­
lic cynicism, In ndclition, there 1111!1 boon 
11 rn11cliu11 In lsrool. cspc1.1l11lly 11mong the 
youngt 11g11insl widening govenlntt:nt 
contm1s-m11tching tho rc.mction In most 
of the Wcstuni worlcl1 lncludin~ tho U.S. 

h1 l lirnd, thclic tcmlm1clcs h11vc: bc:cn 
rolnforcu~I hr the: division hutw11c\n tlw 
A11hkonu1.hn1 tht• Jews of l~um,Klnn ox• 
tn1<:tlon, nnd tllll Se phnrdim, t 1u moro 
r()ct•nt flootl of l1111nlgn111ts from thl1 Amh 
und lslumlc countril?s. The sc><Jlullxt doc­
trine wns 111l Ashlcu11u7.lc; Import 1md luu 
hoc11 lmplcmc11tocl prlr,1:•i-ily h; .. ~ :al:b: 
1rnzl111. Thu Suph11rdh11 l111d no shnll11r 
tnulltlon. As Hc n111rd Avlsl111I put It In 11 
rc·ccnt 11rtlclc1 In Thu Nc1w \'or~ Rllvluw of 
Oooks Ounu 2a. 1077), "Thu cltlzcms of 
lhc.i ' sue:oiul l !irnl'I' M\' flurcely rosuntful 
oft he l J1bor movc111c11t for h11vl11g tunwd 
1tw whole country into wl111t thu)' 1>ur• 
colvt' 11s 11 l': uropunn closucl shop ... L11-
horl111s hmm sc.:u1111s tlw plitl)' oflrirlvll c.:~c 
11nd c11lt11ml s11ohlwry, 1•sp1.1cl11l y nn1ong 
rc.ii;ldonts ofuhcl c:;cnJ~·us from the: poorer 
Soplmrdlc nolghhnrhoods." 

Thill clum~c 111 puhllo opinion, u11cl tlll' 
nssuclntucl clomeiitlc oconomlo dlffioul­
tl l'~. hnd fiir moro to do with tlw clqfout 

of d!e Labor Party• 
and the victory of 
the Likud alliance 
than•the different-es 
ov~er foreigr\1 policy 
that hav~ been so 
much discussed in 
the American press. 
There, ls a wide conse nsus in Israel that 
ranges over alt pat!ies except.for frln;t;' 
extremists~ on tlie substancc~ of forefgn 
policy. The much-discussed differences 
are almost entirely uhout. the rhetoric In 
whictl It is thought tactlcully ex.,edient . 
to clothe that policy. 

The mod~rn miracle of lsmel was 
achieved by free men nnd women fight­
ing uguinst incredible oJds. Ttie tme 
hope of lsrud-tlnd of frecd~m every- . 
where-is the enterprise. inltiatlw1 in­
ge nuity, drive, and courage of the Indi­
vidual citizens, coopcruting voluntarily 
with one 1111othor, producing the in­
credible proJ&re11s in C\ 'CI')' !IJ>herc thnt 
comes onl)• from the uctlvltfcs of the 
indlvldu11l. The throut ff()m its neigh· 
l>ors unfort111111tcly mand1ttc.1i1 a lartcc 
mll1t11ry effort on Ismcl. Thut effort mm't 
he coordin:ltcd """ 11<lmlni11tt rcd by 
govomment. Hence, hmcl cannot c11-
t•11pc havlnl( 11 ·slz11blu soclwist 11c<:tor. 
8\lt tlint sector <:un remain as It ha!I betin, 
rolntivoly offio"111t onh• so long us lt fl 
s11p~>0rtucl by 11 fN'o Jl<mplt1 and u ~trong, 
productive, privat · t:C(lnom)'• 

PROSPECT. Fv,_ ~E 
Prime M!nlstnr Begin ~nd his govom­

rmmt h1wo procl11imccl tlwl~ lntuntlon to 
c1,t govcmmcnt down to sh'o nnd to 11lvc 
itrol\lor se:OJ>c: to thu fre:e 11111.·kut, M 11ch 11s 
I 11pprovc 01 these ohjeCJtl• tCJ!i, their 1&t­
t11l11111unt will not bu 0<1s•/. Too mllny 
gro11p11 hr~"'c ~ vostccl Inti· .l!st In .covom• 
111c11t s• .b11lclio11, 1noh1d111g 1111my of" tho 
stronr.~st 1m\>1>mtcrs of tho Llkud. In " 
1l!~c:u11;ilo11 t utt I h11d 111 hlruol with " 
gmup of prfvnto huslnur.smcn, J)rh·.itu 
formers u11d prlvutc b1111kurs, tlu: h11sl-
11uss lc.mdcn cxprcssud su,>port for eU111l-
1rnUng KOVcmmunt subsl< .lcs-provldud 
tilt! flrOCC~ll 11t1ut1Jcl with 1tlCrlc11lt11ro. Thti 
lc)il( t•rs of UMric11lt11rc C:lq>rcsllcd SllJ)l>Ort 
for dl111in11ti11g g<,wmmcmt sub kllc:s-
1>rovldc<l tho prt1co11s xturtod with bu11I· 
no11s. Ditto thu b1111kc~. 

It will bu u tri umph of lc1ulc:rshlp and 
ldu11l111111 If Prhnt\ Minister Uotcln and his 
l(c>vo11unu11t cnn 11ntu111elc the 1marl they 
lnhurltud frc>m the 29-yoiu rulu of their 
~uci"llst OllJM1t1011t11. Thulr succc:ss Is vi· 
tul both fol'! brncl 1111cl for frnu mun cwcry· 
whuro, I wl11h thum well. 
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The Preaident'a plat. to apur the economy 
with tax cuta and more federal spending will 
aimply bring on more Inflation, warns econ­
omi1t Friedman, who glve1 hi• preacriptlon 
for lower un8mployment with stable price1. 

Q Profe110r Friedman, will President Carter'li propam of 
tu cuts and q,endina stimulate the economy? 

A There is nothing in the package which will stimulate 
anything. How can the Government stimulate the economy 
by taking money out or one pocket or the public and putting 
It Into another pocket? The rebate plan, for example, would 
distribute SM apiece to most consumers. As a result, those 
consumen will tend to spend more. But where will the 
Government get the money to send out the rebutcs? 

Q But almosi everyone looks on the rebate es 11 good way 
to stimulate the cconomy-

A It appears to be n stimulant because pcoplc1 arc looking 
at the visible effects and paying no uttention to the invisible 
eff ccts. The $50 rebate checks and the extra expenditures by 
consumers that will re.v-.,lt arc very visible. The people who 
will llOt have employment because the Government will 
bonow the money or cnuse more lunation arc not very 
visible. Nobody notices them. 

Q Hnw about the proposals for i11crc11sing federal oull11ys 
on public works and public·11crvicc jobs, which nrc also part 
or the C1trter program? 

A The same thing applies. If tho Cov<'rnmcnt spends 
money on n public-works progrnm or hires people, whcro 
does it get tho money to spend? 

Q So you bclic,•c ltll' Carter progrnm will do more harm 
than s?OCl-

A On the whole, I think tl111t 's the cnsc. I'm In fovor of tux 
reduction under nny und ull clrcumslanccs us the onl)' 
effective way to put u lid on lotul Covcrnmont· spending. But 
tho particular form of ~ox reduction thnt is prOJ>Q)cd hi this 
progmm Is undcslrnblc. It proposes to give rcb :•1s on n hnsls 
that h~' no re lation lo cur.-.mt 11ctivity. 

If w ... 'rc going to reduce tuxes, we shoulcJ .. , lonsl reduce 
them In u wuy lhnt will give 1>00plo un inccnl Ive to snvc 
more or work hnrtlcr, not simply drop chocks out of nlr· 
planes. We ought to rn1tlco It 11 permanent reduction In taxes. 

Q There Is romu pcnnamtint reduction fncluclotl in the 
Carter plan, MIH•rt Crom the reb11tn-

A Yes, but even thut b somewhat mbloading. i>rosiclc11t 
Carter runlly is not proposing lo rod:1r:o tnxc•: ho Is proposing 
to lncrcuso them. 

Q How IOP 
A Thu rcial tux burden on tho American people i11 the 

amount tho Gowm1mcmt sponcb, not tho nmount thut b 
labeled " taxes." If the Fedcrul Covcnunonl spends 460 
btllion doll11rs in flscfll ycmr 1978, which is roughly whnt tho 
President proposes, und tukc.t In something liko •SOO billion In 
toes, who do you suppose 1mys the othe r ()() hllllon? The 
tooth fairy? Or tho Arab she iks? 

Tho American people pny It. It's pnld In the form of the hid· 
den tu of lnniatlon or, If It 's On11ncocl by borrowing from th1"' 

ProfeMor Friedman, 64, pro­
foundly Influenced the tNMlng 
of world offlclatl with hi• ltud­
let on the role of money, done 
largely at the UnlveBlty of Chi· 
cago. Now on leave, he II a 
villtlng ICholar at San Ffancl•· 
co'1 ~I Reaerve Bank. 

public, then in the form or higher taxes that will be needed in 
the future to poy tho interest and the principal. That means 
that it lowers tho v~lue or all property today to the extent that 
property will be subject to higher future tax burdens. 

Q How much inflation do you think the Carter economic 
package will causeP 

A Thal depends on how the Federal Reserve behaves. It 
hns been expanding the money supply too rupidly, uncl that 
implies that inflnUon W'15 going to speed up nnyhow, rcgurd· 
less or this program. 

I should also point out that C11rtcr's program is very small 
in mugnltudc. It is obviously an ultcmpt to offer the smallest 
progrnm possible while throwing bones to as many groups or 
supporters ns poislblc. From that point· or view, It mukcs a lot 
of sense. The ocor.omy Is growing at o healthy pace, an<l It 
would be unwlso pollticnlly for the President lo speed things 
up even ff he could. 

Q In the final analyais, will the Federal Reserve simply 
cn!ate the money to pay for the Carter tu cub and !!pending 
incrnues and lend it to the U.S. Treuury? 

A If the fundj nro supplied by the Federal Hcscrvc, thnt 
will produce more lnnation ianJ thus destroy priv11tc jobs lo 
the snmo extent thut It creates Governmcnt·flnanccd jobs. 

Q But isn't it true that the additional borrowinK 1md !lpcnd· 
in!( will add to lnnatlon only if the Federal Rescn·c incn!ase1 
the IUpply of money (1ute r than the 1Uppl)' of IJCNMb and 
scrviCCj increase:i? Federal Reterve Chairmnn Arthur Jlums 
ha1 Indicated he thinks hti c.n avoid doln11 that-

A the plain fuel Is that the qunntlty of money hns ulrnudy 
been lncrcuslng faster than output. Ch11irman Hurns incllculcd 
In his recent testimony that tho narrow money ~uppl ·;-M,­
would huvc lo Increase al only nbout zero to 2 pe r cont f>Qr 
year to avoid lnnation, 11nd the broud monC)' supply-Ma-lit 
11bout 3to15 per cont . Ye t his 1111nouiu:od lurgols urc far higher 
than thut-4~ to 6~ &>er cent for M,, 7 to 10 per cent for 
Ma-mu! nctunl rnonctury growth hns roccntl)' hccu cvc u 
fu.'ll c r. 

Q Wluet If the Trcaallr)' •ell1 lN>nd~ lo the 1mhlic to co\•Or 
the Carter deOcltP 

A If tho Trciuury borrows from lhu publk, the re will be 
loss mono)' Ion In tho hnnd! of prlvnto ln\'csturs to be louned 
out 11nd spe nt for building howcs nnd cre11Ung 11cw faicto rfo& 
11nd machines. Tile result 1$ to rcd11co prlv11tu t<111plo)1mt111I 
1md lncrcnsc publlcl)• nnunccd employment. 
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Q •What would you do about high unemployment? 
A The long-range solution is to increase tne incentive for 

ordinary people to save, invest, work and employ others. We 
make it costly for e?lployers to employ people, and we 
subsidize people not to go to work. We have a system thnt 
increasingly taxes work and subsidizes nonwork. 

Q How could that be chanaed? 
A First, I propose that the Federal Reserve reduce the 

rate of monetary growth gradually over the next three years 
by about 2 percentage points a year until they get to a rate 
that is in keeping with the long-run increase in· economic 
output. That would eliminate the inflationary bias in• the 
economy. 

I would simultaneously index personal and corporate in· 
come taxes-that is, automatically adjust personal exemp· 
lions, tax brackets and so on for inflation. That would keep 
inflation &om automatically driving taxes up and be far more 
effective than the measures Mr. Carter and others have 
proposed. Congress has been very prompt in protecting ·its 
own salaries against inflaHon. It has done nothing to protect 
the public. 

Finally, 1 wot'.!C1 cut the real taxes borne by the American 
people by cutting nil Government spending lO per cent 
llCross the board. 

Q Do you also favor increasing the tax credit for invest· 
ments in new plant and equipment? 

A No. Those credits do not stimulate capital investmen t; it 
only looks 11s if they do. 

Suppose n company invests more money to take nclvnntnge 
of the credit. Where docs it get the money? From profits or 
from loans. So the real question is whether the credit 
increases the tot11l pool of funds available for inw:$tment. 

Jf it reduces taxes, it mny seem to increase th1J pool, but 
then we hnvc to nsk: Who pays the tnxes inst .~ad of t~1c 
compnnles thnt t11ke the credit? All il 
docs Is to divert investment Into dircc· 
tlons which qunlify for the credit nnd 
nwoy from Investments thnt don't. It 
hns 11 negligible effect 011 lncrcusing 
the tot11l pool. 

The most effective wny to sthnulntc 
cnpital Is to put Investment on cquul 
terms with cvcrrthing else, uncl thut 
meuns moving tow11rd a tnx thnt you 
poy on whnt you spend i11stend or on 
your income. But if we nrc going to 
retuin tho income tax, then we ought 
to nbolish the tux on corporate prof'lts 
nnd require tho companies to uttrlhutc 
their Income to their stockholders, 
whether they puy It out in divir!cnds or 
.... : Tho stockholclors w'i\.id bcnr the 
tux hurdcn <i1ruct;y nncl openly lnstcnd 
of, !LS now, Indirectly. 

Q Arc there stc1>s th11t could lHl t11k· 
c11 to rcfonn the tMX sy1tem 1hort of 
liWltchlntc cl\'cr entirely to • tax 011 

111)()ndln1? 

,. 
' . ..... ~ 
1fW • • ,., ' 

•, ~~ ' . f . ')., " I c; 
~ It wowd mean ·~ heuth~' i~cre~. ·1t would 1'reCl~e 

GOvemment .jobs and increase private jobs. People wo~ld 
.we·more incentive to w.ork. 1 

You see, the P!oblem' todar isn·t !ac~ of purchasing power, 
which the rebates are supposed to.remedy. We've hnd too 
much purchasing power. That's why we've had so much infla· 
tion. How can the problem be pl'•,rchasing power when prices 
are rising 5 per cent a year now ahd, in my opinion, will be go· 
ing up at a rate of 7 to 9 per cent over the next two years? \ 

Q Can thnt inflation be reduced throush Government l 
guidelines-or jawboning, as it's CAiled? l I 
· A Such measures have temporary effect, but over any 
long period they are harmful. 

There's only one place where inflation is made: That's in 
Washington. I don't mean that people in Washington impose 
inflution on the rest ·of the community for no good reuon. 
Inflation is made in Washington in respon11e to pressures 
from the pe()p)e at large. _ 

The people who are really making inflation ore the \•oting 
public-because they ask their Congressmen to enact goOd" 
ies in the form of spending, but they are unhappy about 
havi~g tlll(es raised to pay for those goodies. The only way 
Congress can spend more without appearing to raise taxes is 
through inn11tion. 

Q TI1c President'a economic adviaen uy that a peat deal 
of our inflation has been caused by special circumstances 
that raised the cost of oil, other fuels, foods and 10 on-

A That's wrong, nnd the proof of it is very simple: 
Those special circumstances affected all countries. So why is 

It that they were followed by inflation at a rate of 2 per cent in 
Switzerland, 6 per cent in Germany, 12 per cent in the United 
Stutes, 25 per cent in Britain and 30 per cent in Japan? 

It cnnnot be that the same factors had such widely differ· 
cnl results. This is simply n case of trying to find excuses. 

Q Some economists say the U.S. is in 
for a period of relatively slow cconom· 
ic growth. Do you agree? 

A We're not doomed to nny such 
peraod, but we muy hnve one if the 
heavy hnnd of Government regulation 
continues to interfere with the cffcc· 
live use of our resources. 

There is nothing of 11 technical or 
ncccs..~nry charncter that will slow eco· 
nomic growth. On tho contrnry, if we 
could cut the Government bock to size, 
reduce somo of its rcgulutory activity­
for oxnmplo, c limin11to tho price con· 
trols on oil nncl nnturnl gl\5-wc could 
huvo n period of very rupid economic 
growth. 

Q Wouldn't we still fatt 1hort11cs of 
oil and g1u1? 

A Thero is no physlcul shortage of 
fuol nnd energy-only rin nrtlAclul 

, shortage created by bud Covummont 
policies. 

A If we simply rcpluccd nll tux rntcs 
nhovo 2!5 pe r cont with u nnt 25 per 
cont rntc, tnxpuycrs would lose Interest 
In tox shelters, nnd the amount of rev· 
enuc the Covonunent tukcs In would 
11lrnost 1urcly lncrolUC at tho sumo limo 
as tho taxpn)'Crs benefited. Hut the re b 
not one choncc In n million of Congrc.u 
enacting such 11 simple measure. 

Q What would your plan for tH• 
and·1pcndln1 cub do for employment? 

Ii" 

King Cart XVI Gu1taf awarding Nobel Prlre In 
economic• to Friedman In Stockholm IHt yur. 

Tho Orgunlzntlon of Petroleum Ex· 
porting Countries hns produced o scri· 
ou~ nrliflclul shortoge of oil, nnd lhc 
United Stutc.!I hns greatly exacerbated 
th<' economic effects of the OPEC strol· 
cgy by IL~ own policy. Our Government 
ls providing u subsidy of roughly •3 u 
barre l on oil Imported from tho OPEC 
countries through Its .!!Cherne to equal· 
izc tho cost of refining Imported oil and 
arUAclolly chcopcr domestic oil. 

Q Isn't It true that the United States 
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Jobl....-y llnea: Toll la hlghe1t among young bleckl. 'We hive e 
system thet increHlngly texH work end aub1ldiHt1 nonwork." 

INTERVIEW WITH MILTON FRIEDMAN 
[conflnwd from prwc•dlng P•t1•J 

is running out of large deposits of oil and gas that can be 
"xploiled al relalivd)' low cust? 

A There is a physical limit to our reserves. 
But rememb~r that there was also a big scare in the 1920s, 

when it was said tliat reserves of oil would only Inst 20 years. 
Since that time, consumption has increased dramatically, and 
so have reserves. 

If we allowed the price system to operate, we would 
reverse the trend toward reduced domestic production of oil 
and gas for the immediate future and enable the adjustment 
to dwindling reserves to be met over a considerable period 
of time. 

Q Turning back to the problem or creating more jobs, 
what do you think of propoSMls to give employers tax credits 
or bonuses if they hire the unemployed? 

A The Carter plan for giving a credit equal to 4 per cent 
or the employer's Social Security payroll tux Is ludicrous. It Is 
simply 11 proposal to reduce the payroll tux from 11.7 pe r 
cent of wages to 11.66 per cent . 

., oat's all it is when you take nway the Madison Avenue 
packaging. Who would give it u second thought if it were 
explained in that straightforward manner? 

Q But there are proposals in Congress for more-generous 
bonuses for hiring, aren't there? 

A The bonus schemes will cncournge employers to fire 
some people in order lo employ others who will qmllify for 
tho subsidy. The Cnvernment wlll then try to close tlrnt 
loophole , nnd the complexity of the program will grow and 
grow. It will create employment nil right-for more federol 
bureaucrats to administer the progrnm. 

Q Should 1ovemment do anything to help black teen· 
agen. who have the highest rate of unemployment? 

A These young people arc dlsadvnntngcd in part bccnusc 
of government policies-for example, tho kind of schooling 
lliuy gc::l, which h pro~l<lt..-d by t(OVt:r11111uul. 

111c effective way to reduce bluck teen-ugo unemploy· 
mo11t over tho long run would bo to Introduce u voucher 
system for cducntlon. That would introduce competition Into 
the schools, purtlculurly in the slum urcns of our big cities, 
und that would tend to upgrade tho kind of schooling the 
young blacks can ge t. 

As it is, the government Orst provides very poor schooling, 
imd then tho trnnn Is m11ltiplicd by the minlmum·wugc luw, 
which ma&ces It difficult for them lo gel on-the-job train ing. 
Without tho mlnhnum·wngc lt1w, the least skilled could off or 
to wor&c for low wngcs, which would provide nn Incentive for 
employers to hire and train them. It lllls ulwuys been n 
mystery to mo why ll teen-ager Is oottcr off uncmployccl nl 
$2.30 nn hour rnthc r thun cmployecl nt, soy, $2. 

22 

Q Sttoµld~tJi~ United States do IJ'.lOre to help the .underde· 
veloped eountrieaP 

A Who says we'.ve been helping them? We have been 
grantiilg subsidies to underdeveloped countries; and the 
evidence ls overwhelming that this has been hurting them, 
not helping them. What we have done is to strengthen the 
small clique which is in charge or the governments in these 
countries at the expense of the populace at large. 

Q What 1hould be done? 
A The most effective thing we could do to help would be 

to drop our tariff!J nnd ,thus encourage the underaeveloped 
countries to compcite on fair and' open tenn.S and sell us 
whatever they can. That would do far more good than 
shoveling out bushels of money to maintain• governments 
that do not effectivtlly represent the putilic ~t large. 

Q Should the U .!i. cut tarif& unilaterally? 
A We have little control over what Bri' n or Germany or 

Japan does. I would.like to see the United States act like tl\e 
great nation it is and unilaterally reduce trade barriers across 
the board. 

Q What if other •!Ountries dump gooda into our market at 
less than C'OSt and n lln audUilrtei t:m&1lu)'u1" our Workcn? 

A People who say free trade docs that are not loo&cing at 
what happens to ext!hange rates. 

Suppose Japan is IO foolish as to subsidize every export to 
the United States, so that there is nothing we cnn sell them 
and everything they have to sell is cheaper thnn what we 
produce here. How would we pay for their exports? We 
would send them dollars. What would they do with the 
dollars? The Japannse who e. - · •hem would suy: "There's 
nothing we can buy with these dollars. Eve rything in the 
U.S. is too cxpensiv<1 at the present exchange rate." 

So instead of vn)uing R dollar at 300 yen, thu Japanese 
would say: "The dollar isn't worth anything to me. I'll give it 
to you for 200 yen." If that doesn't work, the rule will go to 
100. And the result will be that the price or Japanese good.s 
will go up In te rms of dollars while U.S. goods will become 
cheaper in jupnn. 

That swing will continue until the umount the U.S. is 
selling lo japan is roughly equal to whut jap1m ill selling to 
the United States. In the process, we will hnve less emplo}'· 
mcnt in those indu stries in which we urc inefficient com· 
pared with the j11p11nese, und more employment in tho!le in 
which we ure most c:ffi cicnt. 

This Is difficult fo1 most people to s.·o bcc11use we overem· 
phnslzc the visible effects nnd neglcol tho invisible. If jnpnn 
exports more steel to us, tho people in the steel industry who 
lose the ir jobs urc very visible. The fuel that Jupnn earns more 
dollnrs und buys numy other goods, so thut we hnve more pco· 
p!e employed in export industTics, is not nearly us visible . 

Q Do you supcsl thllt tariffs be wiped out O\'emight? 
A I would fuvor cloing it over a fivc-ycnr period In order 

to make tho adjustment caulcr . 
Q Loo&cing ahclld, what do you see •s the 11re•ttisl eccmmn· 

ic prolJlcm rucinK ll1is cuunlry? 
A Tho growth of government. We urc going down the 

sumo road as Crcnl Britain. We nro 10 or 20 yours behind 
Crout Britain, but if we keep on tho wny we nn: going, we will 
be In the snme stole thnt Hritnln Is in now. 

Forty per cent of our nationul income 15 be ing spent by the 
federal, Stntc nnd Joe nl governments. Fifty yours ugo tho pr<,· 
portion wos 10 pt!r cont. Aro we getting our mono>"s worth? 

l would like to sec 11 constltutlonnl amcndmcnt lhut would 
say thut i1pcnding for 1111 purposes by the f ederal Covernmcnt 
could not oxccctl 25 per cent of the Income of tho ·>eoplo. 
Thul Is roughly whnt It is now. So the amendment w•1uld not 
reverse the trend, but 11t lenst it would slop It nnd givu tlmo for 
11 chango 111 attitudes and 11 growth In undcrstoncllnl to dcvcl· 
op thnt would muko 11 rcvcrs11I pollticully feasible . 
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The moder11 tendency to suhstit;\· •• 
'i&ir" for: ' ~frl.te'' rcveol11 how fur wo.: 
l\tiv~ moved from the •inltinl conc~[>­

. tlon of the Founding Fathori. The}' 
viewed govemmenl1u·P,9lioemnn nml 
umpire. ' 'F~v. soul tit.!to establish " 
framewor,~illhln~W.hfotl lntllvidullls 
co..:_ul<l pu~'Ue tl~li::~ .o.bjt!dlvcs In 
tt\elr own Y/p'f: seV.•!Y ~r~ ~rough 
volUntnry qooporat@n;;ierovfaeCI onlr. 
that they dia not iijiterfere with the 
freedom orothen tcfd01Ukewlae. 

The modem con~ptlon l• very dif­
ferent. Government 'bu become Big 
Brother. lt11 function ill1u become to 
protect the citize n, not meroly from 
his follow11, butfrom himself, whether 
he wtmlll to·bc! protected or not. Cov­
ommc nt ls. not ~Imply 1u1 un\plro but 
un nctlvc ~1tlolpnnt, entering Into 
twe ry nook 11nd cranny of 11oclul nnd 
l!COllOmic ac tivity. All thill, In or<ltlr to 
promote the high-minded go1&ls of 
' ' falrnc:rn," 11j w:tlr;u1" ·• oq unllty ." 

Docs this 1101 constitute progrosl! ~ A 
inovo toward 1~ 1llor<i hlltn1mu 1mclcl>·? 
Quite the contmry, Whcm ' 'fAlnwss'' 
roph•co11 " frcuclom.'' ull our II ho rt ics 
nru ln,dongtu. In "WRldcu/' 'Thoro1111 
s11ys: '' If I lui1•w f{lr 11 c11rtulnt)' that!\ 
l)ll\ll wns t:oll'I h11t to my "011sc with the 
conscious du11fgn of doing mo good, I 
11hould run for my llfo.'' Thut Is tho 
wny I foc i whc111 l lu.mr Ill)' "surv1111ts" 
In Wu:shlngfo11 ttssurlng mu e1f tho 
"fnlmcm" of the fr odlnts. 

There Is ll C'l objoollvc Sll\1tdl\rd or 
" folnlcS11." "Fl'ln,<:1111" l!I !jtrictly In 

the eye of the 00:." 
hoI<l~r. If speed\. 

. wust~be fafr; then 
it cannot also i~ fre~ someone iyust 
decide what is ~fair. A radio station is 
!)Ot~frec' to transmil unfali- s~ec~s 
~udged}»'. 1tlie miff,nu?mts at life Fed­
erabCommunications Commission. If 
the printed press were subject to a 
comparable ''fairness doetrine," It too 

'Id h " ~"· ·· ll"' ;;J b 1
' WOU axe to lit: COntr() eu )" ll•SOV• I 

cmment bureau nnd our vaunted ~fee 
press woul_d soot\ becomcf a historical 
curiosity. !• 
• • Whnt is true for,speech-wh"re'the 
conOict is perhaps clenrcst-is equnl­
ly true for cveiY other nren. T(! n 
producer or scUer1 a ''faif price is a 
hi~h pri(.:e. To1the buyer or consumer, 
tl ' fair" price is a low price. How is tho 
conAiot to be ndjudlcatccl? By com1>e· 
tilio11 inn free marlcct?'Or br gow m­
mm\t bure1iucmts In 11 " fair' market? 

D11sl11cssmen who sing the glories of 
free enterprise nn<l then dmnnnd 
" foir" corhpctlt ion arc c1icmics no~ 
fri ends, of frcu mMlcets. To them 
''fair" compotillon is I\ euphomlsm ro; 
u prloe-flxing ugreomont. Tht )' nrC' ex­
emplifying Adnm Smith's re111nrlc that 
''People C)f the snme tmcle St.'ldom 
lncct together, cwn fo rmorrhncnt nod 
diversion, but the convcrsutlon ends 
in Bconsplrnoy njlalnst tho p11hllo, or in 
some oontri vnncc to rnlse prices.'' For 
coni1111ners1 the more ' 'unfair'' the 
compc tltio11 tho helter. Thnt ns11uros 
lowost prlct:s ond hlght:sl <1unllty. 

RULES OR ACTIONS 

Iii them tho 1w1m1h fo r " fnlmoss" 1&11 n 
milltnlc6?'Not ut 1111. Thorc I ~ n rcul role 
for fairness, but thAt role Is In con· 
slructln(C l(cncnll rules nod ndJudlci\l­
ing dbputes ubout tho rulos, not ht 
dutonnlnlng the outcome ofour scpn­
mto notlvltfo1'. That Iii tho scnsu In 
whl~h we spc11k ofn '' fnlr" gllmu 1111cl 11 
" flth''' 1111111111.1. lf w c.i npplicJCI tho pres-
0 11t doctrlno of"'fillmc~s" to 11 football 
g111no, tho rcforuu would bu roqulrud 
nftur unch piny to movo tho l.>1111 bnd;­
ward or forwnnl enough to mnko surt• 
thut lhu g11mc cmdod In " cfrnw I ' 

Our f'om1dlnJl Fathers doslgned n 
fair Constitution to 1>rott1cl h11n11111 
frc:cdo111. I 11 Thoml\li Jofforso11'11 rlnl(· 
Ing llhnasc11 fn)m tho Dccl11h1tlon of 
lndu1><.111doncv1''Covvrnnwnts 11ro ln-

Jilltutcd 111110 11g Mt!n" "to scouru" 
"certain un1,1len11blo J\lghts, thnt 
umong thtHIO nro Life, Llhc rt)1

1 011d tho 
Pursuit of Hnpph1uics." 

I 

Secrets of the Nazis. 
· Qne of tJle 'fir~t. spoils ·of the ,Nazi 

defeat. in World War II was a treasure 
trove\of,doouments1 :more: than1a m'llUbn 
)pa~~s:de.tii!i~g,th~ ind.us!filll m,inwl@l}y 
wtllcl\ ~iUer s scientists kept(~is war 
rnachif:i'errolling on 'synthetic fuels't Butl o 
the ~lliea ~ictors, ~ho .had)aJl the1~1'ea~1 
petroleum they coulil use, t he ser .. ets 
were of oh ly academic interest;·Ui'Q docu­
ments were shipped offto storage,>fu such 
places ;is Washlngton-' s Nation«! Ar~ 

.chives, lhe British Imperlat War Muse-, 
um and even the dusty gamges of a few 
Euro~an scientists. · _.:,. 

A generation Inter, the world• ener~)'· ' 
crunch ,has provided n new perspec­
tive-and the Gennnn papers h11vc taken 
on u sudden new 11rge nc)'1 It's widely 
known, for in11tnncc, that dae Nnzi schm· 
lists worked out much of.the tcchn61ogy 
behind todny's most sophisticoted coal­
gnsi6cution projects, but there WRS cfonr­
ly much more to their work. To R11tl'it, 
throe big U.S. ~nergy-us lng com}llu\lcs 
nrc helping to lund u r(!scurnh project 11t 
Texas A&M University, wlwrc Dr. Rich­
nr<l Walncnli, u chemlclll enginee.r, and q 
ten-mun tenm nre gnthcring dooumtlpt!I 
from stashes around the world-mAny of 
thom still In the cartons nnd lonthcir 
~trlips of 1945. · 

High Hot*: " It's just n matwr of time 
until the price ofsynthctlos will he com­
polllivc with products coml11g out of thc·­
ground," !lays one of Wnlhe'i-dl' ic tc·~1n 
Or. Kurt J. lrgolk1: Offlolnls of Unio1~ 
Cnrbidu, Dow Chcmtcnl und Ol"mond 
Stuunrock Corp. nrc betting he'ii 'righti 
they h~vc ugrot!d to pick up most of tho 
projc?ct !I $150,00() collt so for. 

To d1&te, Walncrdl'~ tu11111 has unoov­
crctl n 6,000-Jmgu ene rgy Jllnn far more 
elnhornte tlum the onv thnt President 
Cnrtur put together this your. It ho.• '°''l"I 
dut11llcd nnuly11cs of protluctlon cost11 nl1cl 
<lcsorlptlons of 1ll ICJnst twellty pr<>conci; 
forconv1!rtl11g Corn11111 00111 to oil, gu.irnml 
feud!itoclcs to m11~c 1>t1trochorn"ical11. Onu 
technlq11ot11rn 1> hlgh-1mlf11roo11l Into low­
sulfur 0111 1111 ohvi1111~ cnvlronmentnl 11<1· 
vnntnl(c. "Tho Conn1111s woro s111)(1rl> " 
hgolic; sllld, " 111 th1: '30s, 1ul)' Amerlc1:11 
\\llio w1111 nmhltlou:< 111 orgnllic chumlstry 
\Villi nrulh'g liOO'IU Wll)' to lil>Und ut ltilllil II 
>:011r i;t1ulyl11g 111 C11n1lf\uy," 

l11d"11 try'1' finnl ov11l1111tlon of W11l11ur­
dl1 11 e fforts will hnvc to wult 11cvcm1I 
yt111r11, hut patience could plly. Air100 
thollu Nn7.I p111l(lnl could lurk Ideas lcm 
ln.c to 1111\jor ou\v procclllc li nnd sourc 
of energy. Whnt iotrigt1c1 thtl ru11u11rohCl 
Is tlint thvru inl~tht ho 11omo lvndK that 
C ormnns, for l11vk of technology o 
SO\lrt:Uli, l!Ollldn 't purinac-h11t tfo•t I 
he full)' 1m1ctlc~I todny. 

Newt1w1tt!k, July 4 , 



Attendees: 

Hugh Malone 
Clark Gruening 
Pat Rhodey lr 

, Brian Rogers \ 
Jim Rhode 
Judy Brogan 
Jim Edenso 
Norman Bailey 
Joan Bailey 

MEETING WITH MILTON FRIEDMAN 

Malone: Constitutional amendment to set up alternate way for State 
to use oil money. Better ways for State to ,use money than expanding 
government. 

1) Alaska Inc. 
2) Diversi.fy state economy 
3) Opportunities for private enterprise 
4) Long-run generation of earnings on fund itself to lower taxes 

Friedman: Distribute rights to capital sums. Let individuals decide 
how to spend. Second-best approach, don't allow money to go for cur­
rent government speading. Limit total ~-qte spending as a fraction 
of income. Legislators would be under i~~s pressure from individual 
lobbies . This would give an excuse for them to turn down those who want 
money for their pet project . 

Gruening : How do you set the percentage? 

Friedman : No natural percentage. Set something going and stick to it. 
Expending during fiscal year, state spending percentage of personal 
income of citizens in three prior calendar years equals 20 percent. 
That would be the ceiling for the next year. Creates a ceiling auto­
matically adjusted for inflation . If public wants to, they can raise 
it . Let people vote on the budget as a whole in this way. 

Rogers : The three-year boom would affect spending . 

Friedman : Personal income would adjust this. Don't use state gross 
product. Other device: Limit equals per capita spending for prior 
year adjusted for inflation. It is more stringent than the 20 percent. 
Most government spending doesn't get you what you spend . Percentage 
limit easier to sell. Using the permanent fund to divers ify the econ ­
omy will dissipate the fund World Bank approach hasn't helped par­
ticipating countries . 



Friedman (Cont.) 

Malone: What is the approach and structure that would allow the 
greatest benefits to the people? 

Friedman: Write individual C~'!cks to the people. You may borro·'4fi -i"1.~lll 
the funO; percentage of your orig~,nal entitlement. Each individual ·' 
(co-owner of the fund) to invest ~1 he wants. Interest rate would 
have to correspond to the interest rate of the ~est ·of the fund. Need 
collateral. In outlying areas, there may be no investment opportuni­
ties. Find one or move out . For example, the amount of money spent 
to put TV into bush cotmnunities, if the people had had the money to 
spend in any way they wanted, they probably wouldn't use it for TV. 
There may be someone who does have an idea. Collateralize with the 
physical facility to be built The only crit~ria should be that the 
applicant has to i ndicate what the physical facility would be and 
that would be the collateral, that is, beyond his eligibility. The 
project would have to provide some kind of collateral. Practical 
difficulty is with people leaving the state. Dividends, absentee owners 
could withdraw with collateral itself . . Pay back or lose dividend. In­
vesting in income-producing entity. If these monies flow into the gBn­
eral fund, t~ey are absorbed into general expenditures. If you said 
this money had to be returned to the people, it should be. 

Gruening: Should Alaska Inc. be tied to the permanent fund? 

Friedman: Segregate temporary source so it will provide permanent 
income. Create permanent income stream. 

Gruening: State owns mineral wealth, so money flows into the State. 
State has a problem diverting this back into state economy. 

Friedman : Pro rata shares to citizens. Stay away from ethical ques­
tion. Search for justice is going to destroy the world. How to 
handle this for greatest development of resources of the people of 
Alaska? 

Rhodey : Insure private enterprise in the future. Sock the money away . 

Friedman: How does that assure private enterprise in the future? Base 
entitlement in residency length in the state . Anything but giving it 
to current residents is going to subsidize growth . The ownership of 
res ources is a form of socialism. Oil and mineral resources prob~bly 
not finite. Real issue is drastic decline in the price of oil. If 
an individual would rather work here than somewhere else, businesses 
will be attracted here. If not, why should some be .taxed and some sub­
sidized? Value judgments not the issue--it is not wanting to face 
result of policies. Value judgments will dissipate the fund. Pres ­
sure to invest in Alaska is enormous . Meet the political pressure 
by allowing the people to have their amount of money. Who would 
choose which businesses to subsidize? Element of loss distinguishes 
private from public . How cheap to produce at the margin? How expen­
s ive not to sell it now? Arabs justify high prices by saying that 



oil is finite. Not so , it is because they cannot hold the price 
of oil up indefinitely . Require the state university to charge 
full tuition , exactly what it cos t s the State to educate each stu­
dent . Subsidv should be through voucher system. Higher income 
group is being subsidized to the tune of $100 , 000,000. ·Analogous 
to underdeveloped countries spendi ng for foreign aid . Meet poli­
tical pressure with alternative scheme to preserve value of the · 
fund . Fund could be used as leverage. Can't guarantee stability 
during change . Minimize by making it easy to establish other en- i 

terprisea, money to .get through the transition . The most wasteful 
expenditure is to guanantee jobs in the failing industry. Self­
interest is first , but people try to be rational. Closer self­
interest is to them directly--the better they do . 



• 



. \ . 
It: '1 s fai'r. to say that "'ttae lcono.ntc tenns of ttie debate over the Fund .have 
her.etofor 1)9en set by 1nlttb1~1ona1, not to say conservat1ve,· econGMtsts, 
ilolt no,tably MfltOft• Frtedlnan•, who was brought to the state by the b1riktng 
ca.unt·t:Y t n Ju"'. ' ' 

-'I 



· - Sincerely. 

7'~ 



• 
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707 A Street, Suite 206 
Anchorage, AK 99501 

UN I VE R S I TY 0 F A I . .A S K A 

FAIRBANKS. ALASKA 99701 

INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 

Representative Clark Gruening, · Chairman 
Subcommittee on the Alaska Permanent Fund 
Alaska House of Repre1:ientati ves 
528 West 5th Avenue, 1·~uite 270 
Anchorage, Alaska 99Sj)l 

Mr. James Edenso, Deputy Commissioner 
Alaska Department of R~venue 
Pouch SB 
Jun~au, AK 99811 

Dear Sir-s: 

December 15, 1977 

The Institute of Social and Economic Research hereby submits the 
enclosed report entitled The Permanent Fund and the Growth of the 
Alaskan Economy: Selected Studies. The report, pr-epared under con­
tract to the State Department of Commerce on behalf of the House 
Subcommittee on the Alaska Permanent Fund, analyzes the economic and 
fiscal effects of a) alternative contribution levels to the Fund; 
b) alternative uses of the Fund's earnings; c) selected in-state 
i nvestments of the Fund; and, d) in-state placement of the 1969 Prudhoe 
Bay bonus money. 

The compr .. ,ssed contract period for performing the work precluded 
the preparation of a preliminary draft and the solicitation of comments. 
!SER could compensate for this shortcoming by preparing a condensed 
supplemental report designed to reach a broad audience. This supple­
mental report would benefit from any legislative or departmental com­
ments the final report elicited. 

Bucause the ba~ic anttlytic tool designed and used in the conduc~ 
of the study is a computer program, additionAl analytical work can bo 
performed efficiently and at low cost. Por example, both the timing and 
the level of revenues, expenditures and/or contributions to the fund 
could be easily modified within the structure of the existing program 
and the corresponding outputs re-analyzed. 



page 2 

ISER would be pleased to have the opportunity to prepare the supple­
mental report and/or conduct additior.al analyses . We have enjoyed working 
with the Committee and its staff and trust our work will be of use to the 
Committee as it fulfills its charge to recommend how the Permanent Fund 
should be structured and implemented. 

As you read the report, I call to your attention one unavoidable 
conclusion derived from the study. It dramatically underscores the danger 
of making incremental investment or expenditure decisions without regard 
for their long-term economic or fiscal effects and poignantly highlights 
the need for the legislature to engage in long-term fiscal planning. 

If we can provide any further information or elaboration of the 
study' s findings, we will be pleased to do so at your request. 

LG/m 
encl. 

With best regards. 

Since~ 

~V,)w~v~~L 
Lee Gorslch 
Director 

Oll i\~ 11 PLVUYAIPMAll 



Clark Gruening, Chairman, House Permanent Fund Committee 

FROM: Lee Gorsuch, Director, Institute of Social and Economic 
Research, University of Alaska 

SUBJECT: Alaska Native Regional Corporations and the 'Permanent Fund 

February 1, 1978 

In late July, w.e agreed to include several questions related to the 
Permanent Fund in the study of regional corporations we are conducting 
in collaboration with the Alaska Native Foundation . The questions in­
cluded were designed to (1) ascertain Native regional corporation views 
of potential Permanent Fund investment needs and of possible opportuni­
ties in rural areas, and (2) explore potential areas of cooperation 
between the Permanent Fund and Native corporation investments. 

We have made no material changes in the responses we received, nor 
have we analyzed them. The responses constitute the views of selected 
executives of six of the twelve Native regional corporations. This 
memorandum summarizes the responses we obtained which included spccif :1.c 
ideas and examples of investment opportunities and perceptions of the 
broader Permanent Fund policy issues. 

While our overall study covers all Native regional corpora tions, we 
were only able to address the Permanent Fund related questions to six of 
them. This is due primarily to our survey hnving already been completed 
in a number of regions prior to the add on of the Permanent Fund related 
questions in late July. 

General Investment Policies and Goals 

Respondents were asked for their opinionfl as to whnt Permanent Fund 
investment policies nnd goals should be in general and how they should 
apply to rural areas in pnrticu~nr . 

All respondents supported the concept of the Permanent Fund and 
generally regarded it to be of great potential value in meeting rural 
area needs. 

l't.l!A SU HIW l.Y IJ V .l\IRMl\11. 



Clark Gruening 
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Some Specific Comments 

o The Fund should be used primarily to ensure that ther~ is 
sound and steady growth in the economy of the state. Don't 
want rapid growth booms and busts ••• Use the Fund t o help 
stabilize the economy ••• Help knock out the valleys and 
knock off 'the peaks on the economic grouth of the state. 

o The Permanent Fund should not be used to any great extent 
to subsidize something that cannot naturally occur or at 
least stand on its own after a brief period of time ••• · 
Don 1 t like the idea of subsidized business, but could use 
the Fund to help get things going and then get out; that 
sort of thing. 

o Remove from political spectrum. 

o Can't differentiate between urban and rura l areas and 
projects. Need to look at each individual investment • • • 
The availability of other funding in urban areas and lack 
of it in rural areas, will soon take the Permanent Fund 
to rural areas and small communities. 

o Rates of profit are not commensurate with the risks that 
exist in rural areas ••• If the Permanent Fund has a goal 
of doing something for rural Alaska, it is going to have 
to accept something other than the maximum return. But 
this may be justified by reducing other costs or enhancing 
other returns to the public tlrnn directly in terms of 
Permanent Fund growth ••• Rates of return can take into 
account broader values through shadow pricing. 

Relationship Between Permanent Fund and Regional Corpor a tions 

All r espondents expressed an interest in having Permanent Fund 
monies available to xegional corporations in support of their i n-state 
inves tments . 

There was consensus that the Permanent Fund should be a source of 
funding and perform a role comparable to that of a bank. It should 
provide funding on the bas is of proposals and nprcopriate collateral, 
similar to EDA, FHA, state loan progrnms, etc. 

While emphasis was on loan programs, the possibility of joint 
ventures was also envisaged. Under such c:ircumstances, according to 
our respondents, the Permanent Fund should provide money only, not 

fJLEl\5C rlCPI. Y U Y AlrlM/\ IL 
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management. It would, in effect, become a limited ,partner, with the 
applicant corporation functioning as the general partner. The res­
pondents fully accepted the accountability associated with the part-

, nership arrangement but were insistent that the state should not ~e 
directly involved in management of particular enterprises. 

Interest was also expressed in intermediateterm financing. Com­
mercial banks generally finance projects on a 5-7 year term, maximum, 
and insurance companies lend for a period of 20-30 years. The res­
pondents felt a void exists in the availability of 8-20 year money. 

Respondents also emphasized the need to make money available 
expeditiously, without too much red tape and delay. (It was suggested 
that sometimes the real cost of "cheap" money (e.g., 5%) turned out to 
be about 20%.) 

One respondent saw no reason to support Native corporations by 
virture of their being Native corporations or just to put money into the 
bush. This respondent suggested that the Permanent Fund participate 
only when a beneficial investment can be shown. At the same time, this 
respondent felt that there were many opportunities for "beneficial" 
investments in rural areas and with Native corporations. 

Financing Corporation Investments 

An attempt was made to elicit specific examples of situations where 
the Pennanent Fund could today assist, or could in the past hove assis­
ted, with the financing of regional corporation projects: 

o The Harbor View apartment complex in Kodiak is a t this time 
financed by a credit union (507.) and by Koning Corporation 
(507.). The project meets local needs, creates jobs - and 
is carrying itself. No commercial institution would touch 
the project initially, and public funds would have helped. 
Even today, Permanent Fund participation in the project's 
financing could free Koning equity and enable Koniag to 
initiate other proJCCts. As Mortgagor, the Permanent Fund's 
investment would be secured hy A profitable renl estate 
proj ect. 

o Similat'ly, Ahtna Lodge at c·.enallcn hos a very high regional 
corporation equity. Add:t -{onal financing was provided under 
the State Tourism Loan Pro8ram, by a private bank, and by 
CEDC. Refinancing of Ahtna's equity would free its capi­
tal for further investments. If the interest rates of the 
new capital provided by the Permnnent Fund were lower than 
cut'rent ones, profitability could be achieved earlier even 
with a higher debt level. 

PLl!A SE ~Cf1 l.Y IJY AIRMAIL 
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o Cook Inlet has several high yield projects, including office 
buildings and hotels, where conversion of eq1ity into a 
loan, consolidation of existing debt, and refinancing of 
existing medium-term notes could all have a very favorable 
economic impact on the corporation. 

o Most of respondents regarded fisheries to be one economic 
activity in which Permanent Fund loans or guarantees could 
have made investments possible in the past and could still 
facilitate projects presently and in the future. In each 
case, capital requit:'ements were viewed as having been or 
being too large to be borne solely by the regional corpora­
tions. Among the investment possibilities cited were major 
high sens processing ships; boats and on-shore plants; and 
a large enterprise involved in harvesting, processing, and 
sales of sea foods. 

Areas of Prospective Investment 

Fisheries and mineral resources development and processing were 
mentioned over and over as prime candidates for future Permanent Fund 
support in the various regions. 

As might be expected, the principal emphasis in fisheries was on 
high seas and on-shore f acilit.ies related to taking full advantage of 
the extended (200 mile) fisheries jurisdiction in the waters adjacent 
to Alaska. Great opportunities are seen for large-scale protein de­
velopment, but concern exists about obtaining initial financing for 
what, in effect, will constitute a new appl."onch to fisheries in the 
United States . Financing is seen as being required for large f leets, 
on-shore instnllations, transportation nnd marketing, research -- in 
other words, everything to initiate broad utilization of off-shore 
fisheries. 

A number of regions currently have mineral contracts with options 
to participate in production if exploration indicates existence of 
economically feasible resource depoaits. Exercising such options will 
mean that regional corporations will hav~ to puy a share of fucure 
cos ts. While under such circumstances private financing of what would 
likely be large capital requirements could probably be arranged, res­
pondents felt the Permanent Fund could earn a high yield by financing 
such venturea ••• Specific opportunities suggested for Permanent Fund 
involvement in the minerals area were the development and induotriali­
zation of the Beluga coal fields and the establishment of a cement 
manufacturing plant. Aside from these specific areas, others were 
mentioned only in general terms. Those included geothermal energy de­
velopment, housing and investment gunronteeu, and OCS-relnted projects. 

Pl EJ\ Sf rll.; f'LY U Y l\IRMJ\11 
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Other Comments and Suggestions 

Human resources development was stressed by a number of respon­
dents. While several pointed to job creation as a major goal for rural 
areas, another respondent saw this factor pertinent only as a consid­
eration if judging between two projects of equal merit, believing that 
most investments in Alaska would assist with local employment. 

One respondent saw the lack of people with interest, attitudes, and 
skills appropriate to business and financial management as the greatest 
nbsta('! le to d~\'~lop!!!~nt i!l rural .. A .. leek~. 

A suggestion was made that the Permanent Fund could facilitate some 
sort of one-stop-financing service. '!'he idea came up in connection with 
a discussion of constraints facing small business, where money may be 
available but not getting to where it should or could be. Many existing 
financial institutions simply do not service rural areas. A servicing 
facility or process sponsored in connection with the Permanent Fund 
coul~ actually facilitate the availability of commercial financing und 
of OL11er funding sources, such ns EDA, SBA, BIA, and others. 

The hope was also expressed that the Permanent Fund would encournge 
a greater unders tanding of rural investment opportunit:f.es and investment 
environment. It was pointed out tl1nt most of the demand studies and 
many f casibility studies clone for rural areas are bused upon urban 
notions of yield and, therefore, often greatly understate ris ks and 
misinterpret the return opportunities . Even the most skilled appraisers 
are not sufficiently qualified to deal with rural areas and make nppro­
priate judgements. If the Permanent Fund :l o to obtain good feasibility 
studies , our respondents felt it will need to develop its own capnhility 
to analyze economic nnd business opportuni ties or to sponsor somebody 
else in development of the appropriate analytic capability, as docs tl1e 
World Bonk and other international lending institutions. 

In conclusion, I want to emphasize that ISER hos not nnnlyzed or 
endorsed the s uggestions offered above nor uhoulcl they he interpreted 
to be an of ficol position of the Alaska Native regional corporations. 
Rather, these ore the views of severul executive ot:ficm:s of the cor­
porntions. 

LG/m 

PLliA S I: n r; ri..v OY AlnMAll. 
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707 A Street, Suite 206 
Anchorage, AK 99501 

lTNJ\'ERSITY OF ALASKA 

FAIRBANKS. ALASKA 99701 

INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 

Representative Clark Gruening , · Chairman 
Subcommittee on the Alaska Permanent Fund 
Alaska House of Representatives 
528 West 5th Avenue, Suite 270 
Anchorage, Alaska 99501 

Mr. James Edenso, Deputy Commissioner 
Alaska Department of Revenue 
Pouch SB 
Juneau , AK 99811 

Dear Sirs: 

December 15 , 1977 

The Institute of Social and Economic Research hereby submits the 
enclosed report entitled The Permanent Fund and the Growth of the 
Alaskan Economy: Select ed Studies. 'l'"he report, prepared under con­
tract to the State Department of Commerce on behalf of the House 
Subcommittee on the Alaska Permanent Fund, analyzes the economic and 
fiscal effects of a) alternative contribution levels to the Fund; 
b) a l ternative uses of the Fund ' s earnings; c) selected in-state 
investments of the Fund; and, d ) in-state placement of the 1969 Prudhoc 
Bay bonus money. 

The compressed contract period for performing the work precluded 
the preparation of a preliminary draft and the solicitation of comments. 
ISCR could compensate for this shortcoming by preparing a condensed 
supplemental report designed to reach a broad audience . This supple­
mental report would benefit from any legislative or departmental com­
ments t he final report elicited. 

Because the basic analytic tool designed and used in the conduct 
of the study is a computer program , additional analytical work can be 
performed efficiently and at l ow cost . For example, both the timine and 
the level of revenues , expenditures and/or contributi ons to the fund 
could be easily modified within the structure of the existing program 
and the correspondi ng outputs re-analyzed. 

PLl: AllC ll CPLY llY AIRMAIL 

.• 
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page 2 

" \1 
ISER would be pleased t;p have the opportunity to prepare the supple-

mental report and/or conduct additional analyses . We have enjoyed working 
with the Committee and its staff and trust our work will be of use to the 
Committee as it fulfills its charge to recommend how the Permanent Fund 
should be structured and implemented. 

As you r ead the report, I call to your attention one unavoidable 
conclusion derived from the study . It dramatically underscores the danger 
of making incremental investment or expenditure decisions without regard 
for their long-term economic or fiscal effects and poignantly highlig~ts 
the need for the legislature to ~ngage in long- term fiscal planning. 

If we can provide any further information or elaboration of the 
study ' s findings, we will be pleased to do so at your request .• 

LG/m 
encl . 

With best regards. 

Sincerely, 

~ CJtJV\N).~ 
Lee Gorisuch 
Directori 

PLGASE REPLY BY AIRMAIL 
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THE PERHANENT FUriD AND 'f HE GROWTH OF 
THE ALASKAN ECONOMY: SELECTED STUDIES 

EXECUTIVE SUMMARY 

The contract under which this project was done outlined four general 

study areas . Each centered upon a distinct question related to permanent 

fund policy. 

I. What are 
what are the 

the long run fiscal and ec~nomic prosp~cts for Alaska and 
impacts on these prospects of the Permanent fund? 
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Figura l shows the basic patte1~u of future state r~venues (R99S) 

to be one in which the growth of total revenues reflects the cyclical 

nature of patroleum related revenues (RP9S) . A significant decline in 

petroleum revenues leads to a corresponding decline in total revenues 

and adjustment to a lower long term growth path . 
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Figure 2 on the same scale presents projected state expenditure 

growth at rates comparable to three periods of post-statehood growth. 

Compari ;on of Figures 1 and 2 ~hows that even expenditure growth rates 

such as experienced by the state immediately after statehood cannot be 

sustained beyond the late 1980s. 

Figurn 2 PROJcCTED STATE EXP EN DI TURES 
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A basic simulation of Alaskan economic growth. shown in Figure 3 

indicates the magnitude of the adjustemnt in state expenditures (E99S) 

necessary to attPmpt to maintain state financial solvency. Total expen-

diture growth has a ten yea~ hiatus. At the same time, the permanent 
• 

fund (PFBAL) grows to a level of $3 billion. 

• 

Figure 3 -S IMULATED STAT E FISCAL POSITION 
Including Permanent Fund Pnrt I 
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Figure 4 reflects the fact that in spite of this expenditure reduc-

tion and the permanent fund the general fund balance (GFBAL) falls below 

zero in the early 1990s and reaches - $10 billion in less ~han ten years. 

This represents the amount of alternative revenues which must be gener-

ated within that period to get the state back on a "pay as you go" basis 

represented by the ratio of total current revenues to current expendi-

tu1•e::; ( REVRAT) no t .i.ncludiug pe1°Ulcilltrn L fu11<l t.:Oll tt~ibul:iun::; . 

-

Figure 4 - SI MU L ATED STATE FISCA L POS ITION 
I nclud Ing Permanon t Fund Port II 
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At a 25 percent contri ' :on rate and 7 percent return, the perma-

nent fund generates a substanti al amount of annual income (RIPF) . As a 

percentage of total expenditures (PFCON), Figure 5 indicates that its 

contribution can temporarily exceed 5 percent but will rapidly decline 

because of a slowdown in the growth of the fund itself. 

Flguro 5 - SE LE CTED MEASURES OF THC: PERMAN ENT ' FUND 
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From the perspective of the average citizen of Alaska, the constant 

dollar (1967 U.S.) value of the permanent fund and the permanent fund 

earnings (PFBLRPC and RIPFRPC) exhibit long ru~ cyclical behavior. 

Figure 6 shows they rise rapidly until the early 1990s and then fall 

off rapidly. 

Flou r o 6 - SE LECTED MEASURES OF THE PEA MAN ENT FUND 
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The total sta~e expenditure pattern which indicates a decline in 

the late 1980s is reflected in Figure 7 in a significant real decline in 

per capita state expenditures (E99SRPC) which put s the l evel of services 

about 1995 substantially below present levels . 

Fi g uro 7 - SELECT ED WEASURES OF T HE PERM AN ENT FU N D 
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The assumption of a 25 percent increase in petroleum revenues begin­

rd.ng in 1983 above the level which can presently be reasonably projected 

1~hanges the timing of future events but not their pattern. In Figure 8 , 

the indicators of state financial viability f r om Figure 4 are repeated 

with values taken from a simulation with higher assumed levels of petro­

.leum revenues . The general fund balance remains positive an additional 

:rear but there is very small change in the time when there is a deficit 

c>n current account . 

This results because the availability of increased general fund 

:revenues has led to an increase in state spending. This has, in turn, 

,generated economic growth and with it some "feedback" on the demand for 

state expenditures. 

Floure 8 - POSITION OF STATE A SS UM I NG 25~~ INCREASE 
IN PET ROLE U M REVE t, UES 
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A substantial increase in the contribution rate to the permanent 

fund has the opposite impact on the financial position of the state. 

Figure 9 shows that in the case of a 95 percent contribution rate expen-

diture growth slows such that revenues exceed expenditures for a longer 

time ·than otherwise. However, such a large amount of money becomes 

"locked in" to the permanent fund that the general fund balance becomes 

negative before 1990. 

Figure 9 - FISCAL POSITION OF STATE ASSUMING 100% 
CONTRIBUTION RATE PERMAN ENT FUN D 
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Larger pe~manent fund contribution rates remove money from the 

general fund and thu~ eliminate the possibility of it being spent on 

current budget appropriations. The resultant slowdown . in economic acti-

vity is shown in Figure 10 where total employment (EM99) is plotted in 

the two cases of 25 percent and maximum (95 percent) contribution rates. 

With higher contributions growth is slower in early y~ars but is later 

more rapid because the larger balance is able to temporarily provide for 

about 20 percent of state expenditure needs from earnings. 

Figure 10 - I MPACT OF PERMA~i ENT FUND WITHDRAWALS 
ON ECONOM I C GROWTH 
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l 
These simulations and others indicate that in the 1980s a very sub-

stantial general fund balance will accrue to the state. A relationship · 

between the general fund balance over and above immediate operating needs 

(PFSUPBL) and the permanent fund (PFBAL) as pictured in Figure 10 . A is 

typical. During the next fifteen years this supp~emental fund is likely 

to be substantially larger than the general fund . To concentrate on the 

permanent fund as a mechanism for controlling the patterns of Alaskan 

development overlooks this even larger fund source. This supplemental 

fund should be managed explicitly to allow state expenditure growth to 

adjust to the realities of s~:atc finances after petroleum revenues begin 

their decline. 

Fl gu ro 10.A - REL~TION S H I \J OF PERM AN ENT f-UN D AND SUPP LE MEfH AL FUND 
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A first step in this direction involves adjusting expenditure .growth 

to hit a target determined by real demand for public services rathe:C' than 

allowing it to fluctuate with the vagaries of short term revenues. Figure 

11 illustrates one set of state expenditure patterns based upon gr~wth cf 

state expenditures at the same rate as real per' capita personal incc>me. 

Even in t hese cases representing conservative (about 12 percent) state 

expenditt.t"e growth , cutbacks are essential in the 1990s . Without f()re­

s i ght , a massive cutback is indicated in 199Li in case A while with the 

larger petroleum revenues of case Bit is not necessary until 1997 , but then 

much larger. Anticipation of the revenue shortfall leads to the smc>other 

case C which allows highest expenditures in the long run. Case D involves 

more rapid growth cc the target and thus earlier and more substantial re­

duction of expenditures. 

Figure 11 - POSSIBLE TARGET EXPENDITUIH: GROWTH n ATE 
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Figure 12 shows for these state expenditure patte1"tls th~ implica-

tions for the level and growth of per capita real state expenditures. 

Significantly , even in the· case where t he revenue shortfall is antici-

pated (C) there is a substantial fall ~n the level of s~rvices provided 

by the stn.te. In the 1990s it is substantially below present levels. 

Figure 12 - LEVELS OF PER CA PIT A STAT E EXPENDITU RES 
IMPLI ED BY TAR GET GFIOWTH PATHS 
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More sophisticated targets can be developed for state expenditure 

growth which take into account explicitly the unique long term revenue 

situation in Alaska . Figure 13 shows the state expenditure patterns de­

rived from two such targets in contrast to the previous case A~ Linking 

expenditures to expectations of future petroleum receipts (B) increases 

expenditures in the present relative to the future. Linking expenditures 

to the buildup of the balance in the permanent fund (C) delays expenditure 

growth until a future date. · This allows larger expenditures supported by 

higher fund earnings, but ultimately all cases return to essentially the 

same gro~h path. This illustrates that the choice of expenditure pat­

terns in the short run has implications for longer run growth but ultimately 

the underlying relationship between non-petroleum revenues and state ex­

penditures will re-emerge to constrain state spending. 

A 

n 

c 

Figure 13 · POTENTIAL OENEFIT MAXlrAIZ IN G EXPENDITURE 
GROWTH PATHS 
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Finally, in Figure 14 another dimension of the tradeoff involved in 

the choice o= expenditure growth patterns is shown . The state revenues 

received in the case C where growth is linked to revenues received re-

sults in higher earni ngs from fund balances ~ut eventually, because 

state expenditures are stimulated, the per capita real revenues decline 

below the ot her cases . 
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xvii 

The present state expenditure decisions from this perspective in-

valve three tradeoffs which have implic~tions for 

1 . the size of the economy, 

2. the total amount of state rev~nues, and 

3. the long run timing of state expenditures. 

II. What are the economic implications of varying the assumptions re­
garding use of the earnings from the permenent fund? In particular~ 
what is the effect of Alaska Inc . on the economy and state finances. 

The economic impact of changes in the use of the earnings of the 

permanent fund is significant because of the large size of the fund it-

self. However, since the fund grows more ulowly as t i me passes the 

importance of any policy change regarding earnings disposition declines. 

The moet impo~tant impact of any use is upon the level of the fund 

balance its :?lf. Reinvestmc11t of earnings increases the balance s ign if i-

cantly while 11sing the earnings to increase state expenditures leads to 

rapid depletion of the eeneral fund and nny money which can be withdrawn 

from the per·manent fund. Alaska Inc. and a personal income tax rebate 

occupy essentially middle ground in their impact on t he fund since t~ey 

prevent a faster balance buildup but do not in~Pease demand on the fund as 

does an increase in state expenditures under tho conditions of the 

"ratchet effect" of state spending assur:1ed in the analys i s . 

In terms of aggregate economic impact , all alternatives were signif i-

cant. Reinvestment of earninBS shifts the pattern of growth toward more 
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rapid future growth while the opposite is true in thP. othP.1", 'fhey all 

reflect the fact that an increase in the level of disposable personal in-

come resulting from spending fund earnings results in o\erall growth of 

the economy much larger than the original change. 

The cases in which growth of the economy is accelerated in early years 

also illustrate the fact that in these cases the slowdown necessitated by 

the financial difficulties projected for the state would also be larger. 

Finally, the Alaska Inc. program seems to be more effective in getting 

additional ir.come into the hands of individuals than a ta>: rebate. Be-

cause of the provision of multiple snares after every five year increment 

in a person ' s length cf residence, the value of an individual share begins 

to erode in r eal dollars less than ten years after the progr am is insti-

tut<;:d. 

III. What are the economic impacts of the types of projects which might 
be financially assisted by the permanent fund? In porticulat• , what would 
be the impact of a large refiner y or fisheries enhancement program? 

The petroch6mical and fisheries enhancement projects cannot be di-

rcctly compared to one another because of the large differences in size 

of the proposals and also because no explicit assumptions can be made 

regarding the method or size of permanent fund financial participatLon 

in either proj 0 ct. It i s more valid therefore to concentrate on the com-

parison of each lo ~ base case simulation. Tho petrochemical f acility 
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repres ents a very capital intensive project while the fisher-ies enhance-

ment program is labor intensive. 

Construction of the petrochemical plant leads to a "mini-boom" which 
.. . 

results in an apparent long run increase in the level of aggregate eco-

nomic activity. The capital intensive nature of _the refining process 

notwithstanding, the employment impact is substantial because the construe-

tion phase is relatively labor intensive. Both the "boom" and the long 

I run economic growth are regionally concentrated in the Anchorage and 

Southcentral areas. 

Fisheries enhancement results in growth of the economy which is 

not accentuated but it i s steady and leads to substantial long run in-

creases . Becaus e of the regional dispersion of t he hatcheri es the impact 

is not concent rated in any r egion. Interestingly, however, near l y 50 

I 
percent of the growth occurs in Anchorage where there is no prima·ry 

employment increase . 

I The r efinery provides state tax revenues t hroueh t he taxation of 

I both bus i ness and personal inc.:ome while the impact of t he fisheries 

enhancement program i s primarily in tho form of personal 1 l X increases . 

I Ravcnuos genoratod ara s ignificdnt bul les~ than l percent of t otal 

state t'ev~nues by 1990 in either ca so . State expenditure growth 

cxceeda revenue g~owth i n each caao by u conuiderabl e margin because 

of the t argot l evel sot: for:- otato ci<ponditurcs on a per capita bas.is . 
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