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Direct G<r~ral. l:~:p~:-idi tura of 

S tel tc & LO cell Gove:rnmen ts 

Alasl:a and The U. S. lwcrage 

($ Per Coplt.:i.) 

Hcnlth 
Public and All 

Year Total Educat.i. on Highways ~'Jel.f.arc Hospitals Other 

1963 Alaska ' 670 210 210 23 32 195 
iJ. s. 344 127 59 29 25 }. 03 
Ratio (1..95) (1. 65) (3.56) ( .79) (l.28) ( L 89) 

1964 i\laska 
U.S. 
Hatio 

1965 1\laska 928 247 326 26 29 298 

I 
U.S. 396 149 63 32 27 113 
Rc1tio (2. 40) (l.65) (5.17) ( . 81) (l.07) (2 . 63) 

1966 Alo ska 923 2"/6 273 27 2£! 319 

I 
U.S. 423 170 6 5 35 30 123 
Ratio C2 .18) Cl.62) ( 4 . 20) C.77) ( . 9 3) C2.59) 

1967 Alaska 1191 309 440 35 32 374 
ll. s. 4 72 192 70 42 34 135 

I Hatio (:! . 52) (1. GO) (6. 28) (.OJ) ( . 9 4) (2.'17) 

1960 1\laalrn 1203 319 345 35 36 467 
U.S. 512 206 72 49 30 ltl 7 

I 
Rutio C2. 34) (1.. Stl) c 4. 79) c. 71) (. 94) CJ.17) 

1%9 Alaska 1216 390 24 7 40 42 497 
U.S. 578 2311 76 60 42 166 

I 
natio C2 .10) CL 66) c 3. 25) C. 66) CL 0) (2. 99) 

1970 ,\] ar;k a ). 35 0 '139 25 4 51 40 %6 
ll. s. 646 25 9 Bl 72 40 106 
Ratio C2.0 0 ) Cl. 69) c 3 . 13) (. 70) (. 83) c 3 . 04) 

I 1971 /\l<i nlrn 1829 643 326 93 63 702 
U. S . ·131 208 88 80 5 4 212 
na t io (2. 50 ) C2. 2 3) (3.70} Cl.OS ) CL16) C3. 31) 

I 1972 i\lnskn 21'17 728 389 105 62 863 
ll. s . UOl :112 91 101 62 236 
Ha t:io (2. 60) (2 . 33) (4 . 2·11 (L03) (LOO) CJ.65) 

I 1973 Al uslrn 2J76 067 3fl4 122 63 94 0 
U.S. 063 332 89 117. 66 26·1' . 
!~o tio (2. 75) C 2. G l) ( 4 . 31.) CL09} (. 95) (3.55) 

19'/4 f\hink (I 25 01 82'/ 34 5 l 20 74 1135 
U. !:i . 940 3!i9 ~4 ll'/ 75 294 
nat.io (2. GG) (2. JO ) (J.(i'/) (l. OJ) (. 'J!)) (J. !IG) 

Bou r ec : U. S. 13C!~-o( Cornmn re~ , n11roilu of Co ns us, St 11ti s Li col 
~~s_t· , v •• rl ouu 111nuco . 

I 
I 
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DIRECT GEUERl•L t>:1>;~t:Ol'1UR1:: OF 

S'l'i\ 'l'E & LOCll L C:O\' F.R."IMEN'fS 

.l'<L.l\S!'1\ 11.~D TllE lJ. S. AVERJ'\GE 

($ Pl:R $1000 01' Pr.llSO:tl\L ltlCOME) 

I 
All J,occll Heal th I 

General Totnl Education Pub lic & I 
Year E>:eendi . Educ ation Onl~ H i<thwa~s Welfar e Ho so. 

1963 J\lnsk a 236 74 5 4 74 8 11 I 
U.S. 141 52 41 24 12 10 
Rn ti.o (l. 67) (l. 42) (1.32) (J.OB ) (. 6 7) (1.10) 

1%4 J\lnskn I 
U. S . 
Rn t.:io 

1965 /\lirnl:n 301 110 57 106 B 9 I U. S . 15 2 59 45 24 12 10 
na t:io (l.98) (l. 35 ) (l.26) (4 . 41) (. 66) (. 90) 

1%6 J\lask n 294 BU 54 07 B 9 I U. S . 155 6 2 4 ., 23 12 11 
Ha t.:io (l. 89 ) ( l. 41) (1.14) ( 3 . '/8) (. 66) (. 01) 

196'/ J\ l a s l: u I ll . s . 
Hu t: i.o 

1960 J\l.a ol:a n ·1 06 61 94 9 9 

I U.S . 163 65 46 23 15 12 
nat:jo (2 . 00) (l. 3?.) (1. 37. ) (4. OB) (.GO) (. 75) 

1969 /\ l ti !ll : I\ 302 9·1 63 61 10 10 

I U. S . l. 71 69 49 23 10 12 
n11 t: i o (1. ·1 6 ) (1. 40) (l . 34) (2 . 65 ) (. 55) (. 33) 

19 ./0 /\lnskn 32 4 105 79 61 12 10 
U. S . 1 76 '/ l 50 22 20 13 I Hn t.: i o (l. O•I) (1.47) (l. Sil ) (2. 77) (.&O) (. 76) 

l !l 71 /\l n!lkn 
\I.~. I Hn LJ o 

l 9 "/ :! J\lno~a tll"/ 14 2 75 :!O 12 
U. S. l "/O G!l 20 23 1 4 

I n11t.:j o ( 2 . 34) (2 .06 ) c 3. ·1s > c .11 ·n (. 06) 

19"/3 /\ l 11 ck .1 tl OO l ~O 60 20 1 0 
ll. s. l"/ O ·10 20 ;> 0 10 
lln t: .lo (2 . J S ) (2 . Jtll ( 3 . 00 ) ( t. oc» ( 1.00) I 

1974 /\l t1uk11 JGJ J 20 50 l 0 11 
u. ~; . J"J :! <i G l"I ill 1 tl 
Ill\ l: l 0 C:L l l} ( l . 0 ;> ) ( 2, 'ltl ) (. 06 ) . (. 79) I 

!lo 11 r cc1: \ i:':-;-:-J)C!\t-ci r Ucp I of t:nrnmo 1 cc•, 1111rc·1111 o ( t:t•fU111J I S l il L lsl. ic.::!J.. 
!!_l~~·l_ , v 111 lnun l r. r.111111 , 
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it had increased to 2 .11. Interestingly, in 1968 it w .... .> already 2., which 

reflects not only the fact that the U.S. average expenditure level as a 

percentage of persona~ income \·1as increasing rapidly over the period but 

also tha.t the very rapid growth in Alaska in stat~ government expenditures 

as a function of income has been partially offset by an apparent slow 

growth in expenditures a l the local level. Expenditures in all indicated 

.categories, with the exception of highways, appear to be more income 

elastic over the period 1963 to 1971~ than the U.S. average. 

For highways, one can identify a decline over time nationally in 

expenditures as a percentage of income , while fol" Alaska no trend ls 

identifiable in the significant year-to-year fluctuations. For total 

education, there seems to have been a significant increase in the /\l;.islca 

marein in the early 1970s w.i.th Aluska now spending t wice the national 

average on education when adjusted for perconal income. In contrast , 

public welfaL'e rnd health and hospital cxpend:i.tures ur•e con:J:i.derably 

less than the national average, a lthough public welfare expenditures 

have i ncreased nubstantially since the early 1970s. 

'l'o summarize these patterns of growth, fl few general conclusions 

Cun be ::;tuted . First, the majority of tho rapid growth in government 

in thio century appears to have been generated by increuses in two areas 

of federal c:xpenditures--military and t1•ansfcr progt'ams . Over the lust 

110 year s , s tate und local covernmen t h~1s l ncrea:;;ed more rapidly than 

po1'sonal income. This hue resul t:ed in a larcer shor e f or state and 



local government but when corrected for productivity growth, governments ' 

share appear fairly constant . 

State expenditures in Alaska have grown rapidly since statehood by 

all measures . At the same time, expenditures have been rapidly increasing 

in other states so t he Al aska differential , t hough rising, has not in­

creased as much as might have been expected. There has been no average 

p.1riod of growth since statehood but rather several distinct periods of 

very different growth rates basically determined by revenues available 

and population and income increases. In spite of this growth , Alaska 

spends no rnore per capita in some functional categories of expenditures 

than the national average. 
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APPENDIX B 

MODIFICATIONS TO MAP ECONOMETRIC MODEL 
FOF. ANALYSIS OF PERMANENT FUND 

R.I. Accommodations to Simulate to 1999 

Two mod if icatiops were m.•.cessary to allow the model to simulat e to 

t he year 1999. The .first involved extending the exogenous dat a series 

from their previously final year of 1990 for an additional nine year s. 

Most dato Gcrics were trended from 1990 tu 1999, but those which invol ved 

the petroleum sec t or wer e consistent with the assumptions used to· develop 

the variable values for earlier years . These are discussed in more de-

tail in Appendix C. 

The second change involved simplification of the model in several 

r espects to allow the computer to rapidly identify a sol uti on to the 

model at minimum cost . These simpliEications signiEicantly reduced the 

necessary computer time f or each simulation a t v i rtually no cost in 

terms of validity of the model results for the purposes of permanent 

fund analysis . 

The simplifications involved t he substitution of a lagged indepen-

dent variable for its simultaneous value in five equations. The equati ons 

were then reestima ted using the lagged relationship. This reduced the 

model simultaneity and nllowed rapid solution. The equations i nvolved 

determine the number of Alaska taxpayers , Alaska tax deductions , and 

Alusku per::ional exemptions, as well as Feder al personal income tax re-

ce:i.pts and t he gross product dcElutor in the construction sec t or. 



r ~ 

Extension of the simL-.lation period . for the model beyond 1990 intr·o-
1. 

duces a potential problem in terms of the symmetry of response of vari-

ables to changes in independent variables affecting them. In som~ simu- · 

lations, there are substantial reductions in state spending necessitated 

by the depletion of state fund balances. It is assumed that responses 

of variables such as state government employment in such periods of re-

duced economic activity are synunetrical with those in periods of economic 

growth. One might expect some "ratchet effect" preventing a downside 

response identical to the upside; but for t~e purposes of this exercise, 

the synunetry assumption will not limit the value of the simulations as 

long as it is recognized. 

B.II. Treatment of Permanent Fund 

Each year there is a bas:Lc permanent fund contribution (RPFSl) based 

upon petroleum revenues available for contributions (RP7S) and the con­

tributions percentage (PFPEK). 

RPFSl == PFPER~'fRP7S · 

Interest (IPFl) is earned each year on the balance in the permanent fund 

carried forward from the previous year (PFBAL(-1)). The :l.nterest can 

remain in the permanent fund (IPFPF) or be transferred out (IPF) . A por­

tion of this latter amount may become Alaska Inc. payments (ALINC). Any 

transfers not channeled into Alaska Inc. go into the general fund (RIPF). 

IPFl == IF PFDAL(-1) GT 0 THEN PFilAL(-l) 'kRORPF ELSE tPF 

IPF == PAR'f*IPFl 
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IPFPF == (1-PART)*IPFl 

RIPF == IF YR GT. 1980 THEN (1-ALINCPR)* IPFl ELSE 0 

ALINC = IF YR GT 1980 THEN ALINCPR*IPF ELSE 0 

Aft(ir the level of state expenditures has been determined, .a de-

cision is made whether to make an additional contribution to the perman-

ent fund '(PFSUP) or to make a permanent fund withdrawal (WPFSUP) in order 

to keep the ~alance in the general fund (GFBAL) at a desired level. 

PFSJPl -- IF C~CT*RGF99Sl GT E99S-ECPS AND YR GT 1977 THEN 
A*PORT~ON*(RGF99Sl- (E99S-ECPS))+B*(RGF99Sl-(E99S-ECPS)­
GFCUSH) i:LSE 0 

PFSUP =::i IF PFSUPl LT 0 THEN 0 ELSE PFSUPl 

PFDRAIN == IF DRAIN*(E99S-ECPS-~.GJ.i'99Sl) GT PFSUPilL(-1) THEN 
PFSUPBL(-1) ELSE DRAIN*(E99S-ECPS-RGF99Sl) 

WPFSUPl -- IF PFSUPHL{-1) GT 0 AND GFBAL(-1) vr 0. 25*(E99S(-1.)­
ECPS(-l)) THEN PFDRAIN ELSE 0 

WPFSUP == IF WPFSUPl LT 0 THEN 0 ELSE WPFSUPl 

Permanent fund supplements can take several forms which are not 
~ 

limited by those depicted in the equation which determines PFSUPL 

There the supplement can take the form of either a portion of the dif-

f ~rencc between general fund revenues and general f und expend:l tu res 

(RGF99Sl-ECPS) which is the surplus on current account or the difference 

between the surplus on current account and on incrcmentul cushion amount 

to be retnlned in the genernl fund (GFCUSll) . 

A permanent fond withdrawal (WPFSUP) into the general fund would 

occur if tl1crc were a deficit on current account and iE there were· not 



sufficient fur1ds in the general fund to cover the deficit and at the 

same time retain sufficient general fund balances for normal operat:l.ons. 

Permanent fund withdrawals for operating expenditures can only 

occur from supplemental balances previously deposited, but not from 

basic contributions. Thus there are t hree permanent fund balances at 

any time, T~~ere is first the balance in the fund from the basic per­

centage payment (PFlBAL). The second component consists of the amount 

of accumulated .interest and any net supplemental payments to the fund 

(PFSUPBL). 'l'he sum of these two is the total in the permanent fund at 

any time (PFBAL), The change in the balance from year to year is also 

calculated (PFBALCH) . 

PFlBAL = IF YR EQ 1977 THEN 2.l• ELSE PFlBAL (-l)+RPFSl 

PFSUPBL r- PFSUPBL(-l)+PFSUP-WPFSUP+IPFPF 

PFBAL c: IF YR EQ 1977 TllEN 2.1• ELSE PFHAL(-l)+RPFS-HPFSUP 

PFBALCH "'= PFBAL-PFBAl .. (- 1) 

This me thod of handling the permanent fund lias two interpre tations . 

The first would be that supplement!ll permanent fund contri butions would 

not be subject to the name limitations on withdrawal us the basic per­

centage contribution, Alternatively, this treatment i s equivalent to 

putting funds in excess of current needs in an account where, because 

the funds will not be immedia t ely called upon, they cnn cnrn a somewhat 

hlglat:r return than thos e remaining in the gcnern l fond. 
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fund revenues are caJ.culate.d a secc•nd time , after account-

ing for any supplementary additions t o the permanent fund or with-

drawals from the permanent fund t o equate rev~nues and expe~ditures 

(RGF99S). Finally, the general fund balance is calculated (GFBAL) as 

well as the year-to-year change in the general fund balance (GFBALCH) . 

RGF99S = R99S-RPFS- RSFS+WPFSUP-RRDF-ALINC 

GFBAL = GFBAL (-l)+RCF99S-E99S+ECPS 

GFBALCH == GFBAL-GFBAL(-1) 

The t otal permanent fund contribution is calculated (RPFS) as is 

the present value of future petroleum related r evenues (PVRP9S) which 

may serve os an indicator of tl1e f uture revenue expectations of the 

state. Future revenues arc deflated by one plus the social discount 

r a t e (SDR) . 

RPFS ' ~ RPFSl+Pl:'SUP+lPFPf' 

.PVRP9S ac: (RP8S (l)+RPBS (1)) /SUR+(RP8!: (2)+RPI3S (2)) / SDR1h'c2+ 
(RP8S (3 )+Rl>HS (3)) /SDR•"*3+(JU>8S ( 4 )+RPUS (/•)) / SJ)Rl'0 'r4+ 
(RP8S (S)+RPBS(5))/SDR**S+(IW8S(6)+RPBS (6))/SDR**6+ 
(RPBS(7)+RP8S(7))/SDR**7+(RP8S(8)+RPBS(8))/SDR**8+ 
(RPl3S(9)+RPUS(9))/SDR**9+(RP8S(lO)+HPl3S(l0))/SDR**l0 

Alas k11 Inc. payments (ALINC) become un added component of per sonal 

income that is not tnxed ot the fcdcrul or s t ,'lte levels. Disposable 

personnl income per capita is a factor detcrminin;?, net migration t o 

the state , but Alaska Inc . payments ore n.ot :l.ncluclcd in a component 

of disposnhlc personal .lncomc for this purpose, j ust us native claims 

pnymcnts urc excluded because new m:Lgran t s could 11ot uc recipients of 

monetnry bcncf lto und er e:Lt hcr of these i.ncomc trnnsfor p.lons. 



B.III. Treatment of State Exoenditures 

State expenditures are modeled in three different ways correspond-

ing to t hr.ee basic notions about the process by which budgetary deci-

sions are reached. 

B. III.a . Growth of Expenditures as a Function of Available 
Revenues and Historical Determinants 

In thic formul~tion, srcwt~ of st~tc opcr~ting e~pcnditurcs by 

functional category is a function of both a demand variable--personal 

income per capita--and a series of supply variables which include not 

only the present level of state government revenues, but also the level 

of balances available for spending in the general fund. A typical equa-

tion would be as follows : 

LOG(EEDSl/POP(--1)) = EX:lA+EX113*LOG(RGF99Sl-RFDSN- EXDSS+PTTRANS* 
RTPL) ,~PBDUH+EXJ.Ci'•LOG ( RGF99 Sl-RFDSN-EXDSS) + 
( EXllH·EXlC:) tc~lYOPIA*LOG (GFBALl (-J.)+EXSUM)+ 
EXlD*LOC(Pl/POP) 

In tl1 is equat ion, education expenditures per capita are a function of 

state reventtes net of federal transfe rs and debt service, personal in-

come per capita, and the general fund balance . The relationship be-

tween revenues and expenditures changes af tcr the Prudhoc Bay lcuse 

s ale . 

In the ca1. °'.t a:L expenditure sC!ctor , the real per capita growth 

rate (GRCEXP) is set exogenously fo r each of four categories of capital 

cxpun<li t urcs--gencral fond highway expenditures (GFCPll l) , bond-funded 

higllWay expenditures ( ECPSllYl) , gencrul fu ncl non-highway cxpend:lturcs 

(GFC'PNlll. ), and bond-fund ed non-highway expenditures (ECPSNHl). 
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, . 
GFCPHl = IF YR LT 1979 THEN GFCAPHX ELSE GFCAPHY{- l)*{POP{-1)/ 

POP(-2)-l+RPI(-l)/RPI(-2)+GRCE.xl')-C.:SAV2*SAVS 

ECYSHYl = IF YR LT 1979 THEN ECPSHYX ELSE ECPSHY{-l)*{POP(-1)/ 
POP(-2)-l+RPI(-l)/RPI{-2)-K;RCEXP)-CSAV3hSAVS . 

GFCPNHl = IF YR LT 1979 THEN GFCPNHX ELSE GFCPNHY(-l)*(POP(-1)/ 
POP(-2)-l+RPI(-l)/RPI(-2)-K;RCEXP)-CSAV4*SAVS 

ECPSNHl = IF YR LT 1979 THEN ECPSNHX ELSE ECPSNHY(-l)*(POP(- 1)/ 
POP(-2)-l+RPI(-l)/R~I(-2)-K;RCEXP)-CSAV5*~AVS 

In this formulation of the expenditure equations, as in those 

following, allowance is made for the possibility that desired expendi-

tures exceed available state resources so that cutbacks from des:lred 

spending levels must be employed (SAVSl). In all formulations of the 

expenditure equations, the cutback in spending is a function of a short-

fall in revenues on current account in the previous fiscal year (E99S(-l)-

ECPS(-l)-RGF99Sl) if the shortfall cannot be accommoclated by a general 

fund balance. 

SAVSl = IF GFBAL(-1) I:r GFUAL(-2) OR GFUAL(-1) LT O. 25i'c(E99S(-l)­
ECPS(-l)) THEN SAVX-TAXCHPC*TT*QREVQ+ADJ*(E99S(-1)-ECPS(-l)­
RGF99Sl(-l))*(l+(E99S(-l)-ECPS(-l)-RGF99Sl(-l))/ 
RGF99Sl(-1))**1.l ELSE SAVX-TAXCHPC*TT*QREVQ 

Any cutback which must be incurred is spread among all functional operat-

ing expenditure categories and capital expenditure categories throu~1 

.1e parameters CSAVl-5, (This equation also prov:l<les the capability of 

analyzing the impact of a change in the personal :f.ncome tax rate which 

is not compensated for by a reduc tion in &tote expenditures.) 



B.1II.b. Growth of Expenditures Determined by Demand 

In this approach, the growth rate of total state operating expen-

ditures is linked to indicator s of demand and represents setting state 

expenditure growth at some 'target level. 

EXOPS = IF YR LT 1979 THEN EXOPSX ELSE EXOPS(-l)*(POP(-1)/ 
. POP(-2)+RPI(-l)/RPI(-2)-l+GREXS+c*(PIRPC(-l)/ . 

PIRPC(-2)-1))-CSAVl*SAVS . 

In tr.is cqu:'lticn, if GRE.XS is set to zero and C to one; growth i11 nper.at-

ing expenditures will be unitary elastic with respect to real ·per capita 

personal income. Total operating expenditures is tben allocated among 

functions on the basis of the historic ratio. 

Capital expenditures are determined in the same fashion . 

B. III. c. Growth of Expenditures Jointly Determined by Targeted 
Expenditure Levels and Revenue Availabiltty 

In this framework , expenditure behavior is determined by an ex-

ogenously set target rate as before and also by the availability or 

expectation of revenues from petroleum. For example, any increases 

in real state operating expenditures per capita would be based on a 

function of future expected petroleum revenues if D were to take a 

value different from zero. 

EXOPS = IF YR LT 1979 THEN EXOPSX ELSE EXOPS(-l)*(POP(-1)/ 
POP(-2)+RPI(-l)/RPI(-2)-l+GREXS+C*(PIRPC(-l)/PIRPC(-2) 
-1) )-CSAVll''SAVS+cSAVl>~ (D*PVRP9S (-l)+E*PFBAL(-1)) 

A similar functional form would govern the growth of capital 

expenditures . 
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B.IV. Renewable Resources Development Fund 

The. renewable resources development fund (RRDF) receives 5 per­

cent of those petroleum revenues annually which are eligible for the 

perma~ent fund (RP7S). Within the year, those funds allocated to the 

renewable resources development fund, but not expended~· are transferred 

into the renewable resources permanent fund (RRPF). This fund is al­

lowed to grow to a level of $250 million before contributions to the 

r enewable resource development fund are terminated. 

RRDF = IF RRPF(-1) LT 250 AND YR GT 1978 THEN RP7S*0.05 ELSE 0 

RRPF = RRPF(-1)+0.5*RRDF 

It is arbitrarily assumed that 50 percent of tf1c renewable resource 

development fund is expended annually and 50 percent placed in the 

renewable resources permanent fund. The natural resources permanent 

fund generates interest earnings of 7 percent annually (RRRPF) which, 

together with the 50 percent of the development fund, constitutes total 

expenditures (EXRRDF). 

The l evel of expenditures of the development fund and permanent 

fund earnings (EXRRDF9) are assumed to generate employment i n the 

agriculture, forestry , and fishery sector of the economy (ENA9T) at 

the rate of one permanent employee per $100,000 of capital inves t­

ment . This increases Alaskan personal income through an increase in 

wages and salaries paid in that sector (WSA9). 
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RRRPF = RRPF(-l)*0.07 I 
EXRRDF = O.S*RRDF+RRRPF I 
EXRRDF9 = EXRRDF9(-l)+EXRRDF 

EHA9T = IF YR LT 1976 THEN EHA9 ELSE EMA9+0 .0l*EXRRDF9 ... I 
WSA9 == EHA9T*WRA9/1000 

B.V. Guide to Variables Used in Analvsis 

I 
I 
I Name 

B.V.a. Policy Parameters 

Default Value1 

A 

ADJ 

AL IN CPR 

n 

c 

CRAC'l' 

CSAVl-5 

1 

.95 

0 

0 

1 

• 8 

• 8 - • 14 - . 03 
. 06 - . 08 

· Definition 

(if = 1) allows a bonus payment into thP I 
permanent fund which is a portion of the 
current year budget surplus (used with 
PORTION). I 
The percentage by which excess spending 
on current state account in previous years 
j ,s compensated for in state spend:Lug in I 
the current year. 

Percentage of the component of permanent 
fund interest not reinvested in fund wh:l.ch 
is distr ibuted as Alaska Inc. payments . · 

(H = l) allows a bonus payment into 
permanent fund which :i.s the total of 
current year budget surplus net of n 
cushion (GFCUSH) which remains in the 
general fund . 

Income elasticity of public goods . 

the 
the 

I 
I 
I 
.I 

Rntio of expenditure8 to current account 
revenues which must be rem:hed befor.e I 
permanent fund supplements arc considered . 

Pcrcenwges which cl istdbute any r equired 

1 cutb3ck i n state spending umong the current 
and capitol. accounts . 

1As used :ln thP : .• udel version cnll ed PERFUND . I 
I 
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Name Default Valuel 

D 0 

DRAIN 1 

E 0 

GRCEXP 0 

GREXS 0 

Ll 0 

12 0 

PORTION .75 

ROR .06 

RORPF .07 

SDR 1.1 

Definition 

Coefficient on future revenues in expendi­
ture equations. 

Percentage by which excess expenditures on 
current account are compensated out of 
permanent fund. 

Coefficient on permanent fund balance 
in expenditure equations. 

Desired growth r a te of r eal per 
state capital expenditures. 

"""'"'' .... .., '--t"· """-

Desired growth rate of real per capita 
state current expenditures. 

Swit~h channeling exogenous l evel of 
Alaska Inc. payments (ALINX) into per­
sonal tax cut . 

Switch channeling exogenous level of 
Alnska Inc. payments (ALINX) into state 
expenditure increase. 

The percentage of current year budget sur­
plus transferred to the permnnent fund 
(A must be set c 1) 

Overall rate of return on general fund. 

Overal l rote of return on the permanent 
fund. 

Rnte nt which society prefers the copucl­
ty to spend on public goods in this year 
over the capacity in the next year. 

1As used i n the model version celled PERFUND. 



B.V.b. Policy Variables 

Name 

GFCUSH 

PART 

PF PER 

B. V.c. 

Name 

ALI NC 

ALINCSH 

CRUNCH 

E99LRPC 

E99RPC 

E99S 

E99SRPC 

ELIGIUL 

ELIGn 

EMA9T 

EX OPS 

EXPFP~R 

/' . Definition 

General fund reserve level increment (B must be 
set= 1). 

Prop0 ~· t i.on of' total permanent fund interest with­
drawn 1m permanent fund. 

Percer1 >f eligible revenues channeled into the 
permar, c fund. 

Endogenvus Variables (million $ unless noted) 

Definition 

Total Alaska Inc. payments. 

Value of individual Alaska I nc . share (nominal 
dollars ). 

Savings r s a percentage of expenditures (%). 

Total real per capita local expenditures (dol lars). 

Total real per capita state plus local expendi­
tures (dollars) . 

Total state capitol and opernting expenditures . 

Total real per capita state expenditures (dolla rs) . 

Individuals eligible for Al aska Irie. payments 
( tlwusands). 

Individuals eligible for n Alaska Inc . payments 
(thousands ). 

Agricultt1re , f:orestry, llnd f ishe·ry employment, 
including employment generated by expendi tures 
of rcnewnblc resources development fund . 

State government total operating expendi tures. 

Permanent fund contribu tion rote, i nc luding 
s upplemental contributions (%). 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



Name 

EXRRDF 

GFBAL 

lPF 

IP Fl 

I IPFPF 

I NONRP9S 

I 
PERNPR 

PFBAL 

I PFlllAL 

I PFBALPC (PFBALRPC) 

I PF CON 

I PFSUPBL 

I PFSUP 

I 
PREVRAT 

I 
PVHP9S 

R99LRPC 

I R99RPC 

I 
I 

B- 13 
. l 

Defin:ltion 

Expenditures out of the renewable resources 
development fund • . 

General fund balance. 

Permanent fund interest earnings not retained 
in permanent fund. 

Total permanent fund interest earnings. 

Pcrm~nent fund interest earnings r etained in 
permanent fund. 

General fund expenditures minus petroleum 
revenues. 

Non-petroleum r evenues as a percentage of total 
revenues (%). 

Permanent fund balance . 

Balance in permanent fund from basic percentage 
dedications. 

Permanent fond balance per capita (nominal and 
renl dollars) . 

Permanent f und interest as a pe rcentage of current 
stute expenditures (%) . 

Balance in permanent fund f rorn retained interest 
and contributions in excess of basic dedication . 

Contribut:i.on to perrnuncnt fund from gl!nernl i und 
which is in excess of basic percentage contribution. 

Total pet1:oleum t·evenues <l1v.i.ded by total 
cxpencl :l. tures (%). 

Present worth to stute of 10 year future stream 
of peLroleum revenues. 

Totul re:.il pe r capita local r evenues (dollars). 

Real pe r capita stutc plu~ local revenues (dollars) . 



Name 

R99S 

R99SRPC 

REV RAT 

RGF99S 

RGF99Sl 

RINS 

RIPF 

RIPFPC (RIPFRPC) 

RPFS 

RPFSl 

RRDF 

RRPF 

RRRPF 

RTSLRPC 

SAVS 

SUARES 

WPFSUP 

YDNNPC2 

Definition 

Total state revenues from all sources except 
Native claims payments. 

Total real per capita state revenues (dollars). 

Total revenues divided by total expenditures (%). 

General fund revenues used to pay curreut expenses 
of government operations. 

General fund revenues net of perc~ntage determined 
permanent fund contribution, Native claims pay­
ments, and Alaska Inc. payments. 

Interest earnings on general fund. 

Permanent fund interest paid into general fund. 

Permanent fund interest per caplta (nomin .1 and 
real dollar s ) . 

Total permanent fund gross contributions . 

Percentage determined permanent fund contributions. 

Renewnblc resource development fund payments. 

I 
I 

~ I 

I 
I 
I 
I 
I 
·1 

Renewable resources permanent fund. I 
Earnings from the· renewable resources permanent 

1 f:und. 

Real per capita state and local transfers (clollars) . 

Reduction in state spending from target level. 

Total Alaska Inc. shares po:ld (thousand). 

Wlthdrowals Crom the permanent fund (or state 
capital and operating expenditures. 

Non-Native disposable income per cnpita net of 
Alasku Inc. payments. 

I 
I 
I 
I 
I 
I 
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B.V.d. Itldependent Variables 

Name. .Definition 

RP7S Revenues eligible for permanen t fun.d dedication 
(million $) • 
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APPENDIX C 

PETROLEUM P..El/ENUE ASSUMPTIONS 

C.I . Prudhoe Bay Oil 

Production - Based upor. Legislative Affairs model of Pruahoe Bay 
field development using the agreed upon Management 
Sched\.Ue . Field capacity is 8 billion barrels and 
pipeli ne capacity 1. 7 million barrels/day at peak . 

Wellhead Value - From the present to 1985 , figures are from Case II , 
Legi::>ldtive Affairs Agency, memorandum of July 14 , 
1977. This is determined by taking an initial 1978 

Royalties -

Los Angeles refinery price of $13 . 75/barrel and netting 
back to Prudhoe. The refinery price escalates at 5 per­
cent annually. The Alyeska pipeline tariff is constant 
over the period at $4. 90. Lower-l~8 transportation charges 
in 1978 are $1.50 . This rises to $2 . 50 in two years and 
this remains constant . 

After 1985 , the refinery price continues to increase 
at a 5 percent rate annually , while all delivery costs 
remain constant. Thus , the wellhead price increases 
at a rate which declines over time from 8 percent to 
5 percent annually. 

Calculated as 12 . 5 percent of the wellhead value of 
product.ion. This is reduced fo1~ 1978 to maintain 
consistency with the projections of Legislative 
Aff ail~s Agency which appear in their mcmol'.'andum of 
September 15, 197'/. There, the .impact on production 
of the cxplo::> ion at pump station flB is calculated. 

Production Tax - Calcul ated at 12 percent of t:he non-royalty portion 
of the oil ( . 875). Adjusted downward in 1970 for 
the impact of the explos ion at pump station #8 . 

Co1'pOt'a"te 
Income Tax - To 1985 from Legislative Affairs memorandum of July l ll, 

1977. Subsequent valueG arc author'::: e~timate . Basis 
for thi::: decline is a Legislative Affairs morn0Nmc111m 
dated June 1, 1976 , whlch lndicatcc.1 tot.:il co1' porate 
taxes paid on Cook Inlet production between 1956 and 
19711 were $2. 057 mllllon. Peak production from Cook 
Inlet wa~ 70 to 80 millton barrels annually . 
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TABLE C.l 

Prudhoe Bay Oil Reve_!lu~- I 
I 

Corporate 
Production Wellhead Production Iricome 

I Million Value Royalties Severance Tax Taxes 
Year Barrels $/Barrel Million $ Million $ Million $ 

1974 0 I 1975 0 

1976 0 I 1977 0 
1978 343.2 7.35 202.37 170.87 46 . 0 
1979 483.6 7.54 455.79 382.86 51.0 

I 1980 547.6 7.76 531. 17 446.18 54 . 0 

1981 547 . 6 8.52 583.19 1189. 88 55.0 
1982 584 9. 31 679.63 570.89 56.0 I 1983 584 10.45 762.85 640.79 58.0 
19811 620.6 11.03 855.65 718. 75 59.0 
1985 620.6 11. 95 927.02 778. 7 60.0 I 

951.24 1986 589 12.92 799. 0li 61.0 
1987 491. 6 13 . 93 856.0 719. Ol1 39.0 

I 1988 391. 8 15.00 734.63 617.09 25.0 
1989 307 16.12 618 .61 519 . 63 16.0 
1990 2110.6 17.30 520 . 3 437.05 10.0 

1991 188.11 18.53 1136. 38 366.56 6.0 I 
1992 1'+7 .6 19 . 83 365.86 307.32 4.0 

. 1993 115.8 21. 19 306.73 257.65 3.0 I 19911 90.6 22.62 256.17 215 . 18 2.0 
1995 71.0 24.12 2111 .07 179.82 1.0 

1996 55 . 6 25. 70 178.62 150.04 0 I 1997 113. 6 27 . 35 1119. 06 125.21 0 
1998 34.2 29.09 1211. 36 1011, /16 0 
1999 26.8 30.91 103 . 55 86.98 0 I 2000 21 32.83 86.18 72.39 0 

I 
I 
I 
I 
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C.II. Prudhoe Bay Gas 

Production - Department of Revenue estimate through 1985, then 
author's estimate with 15 percent decline commencing 
in 1996. 

Wellhead Value - Constant value of 25¢/mcf assumed by author. 

Royalties - Calculated at 12.5 percent of wellhead val ue. 

Production Tax - Calculated at G¢/mcf. 



TABLE C.2 

Prudhoe Bay Gas Revenues 

Production Wellhead Production 
Billion Value Royalties Severance Tax 

Year Cubic Feet Million $ Million $_ Million $ 

1971+ 0 
1.975 0 

1976 0 
~ 1977 2.8 .7 .09 . 15 • 

l 1978 3.9 1.0 . .13 .21 
1979 5.1 1.2 .15 .25 I 

l 1980 5.9 1. 3 .16 . 27 
1 1981 28.0 7.0 .88 1.47 I I 1982 43.0 10.8 1.35 2. 27 

1983 777 .4 194. l1 24.3 40.82 
19811 828.6 207 . 2 25.9 43 .51 

I 1985 868 . 7 217.2 27.2 115. 61 

1986 870 217 . 5 27.2 45.61 
1987 870 217.5 27.2 /15 . 61 I 1988 870 217.5 27 . 2 l15.61 
1989 870 217.5 27 . 2 /15.61 
1990 870 217 . 5 27.2 45.6J I 
1991 870 217.5 27 . 2 l15, 61 
1992 870 217.5 27 . 2 45.61 

I l.993 870 217.5 27.2 45.61 
19911 870 217.5 27.2 45,61 
1995 870 217.5 27.2 .45.61 

1996 7110 185 23.1 38.85 I 
1997 629 157 ] 9. 6 32 . 97 
1998 531, 133 )6 . 6 27 . 93 I 1999 1,51, 113 111.l 23 . 73 
2000 386 96 12 . 0 20.16 

I 
I 
I 
I 



I 

I 

I 
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C.III . Cook Inlet Revenues 

Oil Royalties -

Oil Productio~: Tax -

r,as R.Jyalties -

Through 1985 from Legislative Affairs Agency 
memor~ndum of July 14, 1977. Subsequent figures 
assume an annual 6 percent decline rate in value 
of oil. 

Through 1985 from Legislative 
memorandum of July 14, 1977. 
~uthor's estimate based upon 
tivity of average well below 
1989 . 

Affairs Agency 1: 

Subsequent figU't"es 
decline in produc­
taxable rate in 

Based upon production estimate to 19B5 fro~ 
Department of Revenue , Revenue Journal, Vol 1 , 
No . 2, October 1976 . Thereafter, declining be­
ginning in 1989 by 10 percent annually with 
cumulative production between 1977 and 2000 of 
5 , 761 billion cubic feet . 1977 royalties is 
authol"' s estimate and subse(1uent years bea1 .. 
same ratio to production . 

Gas Production Tax - Author' s estimate for 1977 an<l, subsequently , 
the same ratio to production. 



TABLE C .. 3 

Cook Inlet Revenues 

Oil Gas 
Oil Production Gas Production 

Royalties Taxes Royalties Taxes 
Year Million $ Million $ Million $ Million $ 

' I. 1974 ..:. , 
1975 2.1 

1976 39 . 3 3.8 1. 7 I 1977 36 4 2 
1978 33.1 16.3 4.4 2. 3 
1979 31. 3 14.4 5.4 2. 8 .I 1980 29., 5 12 . 7 6.9 3.6 

1981 27.9 10.9 8. 3 4.4 

I 1982 26.4 9. 1 9.0 4.6 
1983 24.6 7.3 9.1 4.7 
1984 22.9 5.5 9.3 4.8 

I "1985 21. 2 3.7 9 .4 4.9 

1986 19.9 3 9.4 4.9 
1987 18.7 2 9.4 4.9 I 1988 17 . 6 1 9.4 l1. 9 
1989 16.5 0 8.5 4.4 
1990 15.5 0 7.7 3.9 

I 1991 14.6 0 6.9 3. 5 
1992 13.7 0 6 . 2 3.2 

I 1993 12.9 0 5.6 2.9 
19911 12.0 0 5.0 2.6 
1995 11.4 0 '~ . 5 2.3 

1996 10.7 0 1, .1 2.1 I 
1997 10.0 0 3.7 1. 9 
1998 9.4 0 3.3 1. 7 

I 1999 8 .9 0 3.0 1.5 
2000 8. 3 0 2.6 1. l1 

I 
I 
I 
I 
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C.IV. Miscellaneous Variables 

Pipeline Property T.axes -

State Bonuses -

Reserves Ta;., -

/\la ska Nad ve Clc:.ims 
Settlement Act Pc:.yment -

employment -

Through 1985 from Department of Revenue, 
Alaska 1 s Oil and Gas Tax Structure , l:ebruary 
1977 , page IV , 23, assuming construction of . 
Al can gas pipelirn?. S~sequemtly , taxes 
decline by 5 percent annually. This is based 
upon a maximum ta>: for Alyeska of $168 million 
and for Alcan of $185 millior1 derived from 
Department of Revenue f igureE: . The method 
of determination of pipeline value for tax 
purposes has not yet been agr•eed upon. During 
construction , value is based upon cost of capi­
tal in place (construction financing not in­
cluded) . Three methods with significantly 
different revenue implications are being con­
sidered for the valuation of pipelines during 
the operations phase-- original cost , income, 
and market value. 

A Beaufort Sea lease sale in the fall of 1979 
generates $100 million in state revenues in 
fiscal year 1980 . 

This is assumed to be repaid out of production 
ta:.< t'eceipts from Prudhoe Bay at a 50 per•cen t 
rate until the cnth'e $1199 li'.il.lion is repaid . 

Calculated as 2 percent of Prudhoe Day oil 
royalties until $500 million is paid . 

This scenario assumen s ubstantial construction 
and operatine employment associa1·ed with the 
/\lean gas pipeline . In addition , exploratory 
petroleum activity occurs in the Gulf of 
/\laska , Lowel' Cook Inlet , and lleaufor>t Sea 
areas . The1'c are no commercial discoveries . 



Table C.4 

Hiscellaneous Variables 

Pipeline 
Property State Reserves AN CSA 
Taxes Bonuses Tax .Payments 

Year Million $ Million $ Miilion $ Millfon $ 

1974 O · 0 
1975 6.6 0 

1976 83.4 0 223.1 
1977 122 0 276 
1978 168.3 0 (85.44) (50.4) 
1979 170.6 0 (19L 113) (72 . 8) I 1980 193.2 100 (222.23) (84.8) 

1981 226.7 0 0 (93.6) 

I 1982 251. 8 0 0 (107.2) 
1983 257.0 0 0 (84. 3) 
1984 261.4 0 0 0 

I 1985 295.5 0 0 0 

1986 277.9 0 0 0 
1987 260.3 0 0 0 I 1988 21,2. 7 0 0 0 
1989 225.1 0 0 0 
1990 207.5 0 0 0 I 1991 189.9 0 0 0 
1992 172.3 0 0 0 
1993 154.7 0 0 0 I 1994 137.l 0 0 0 
1995 119.5 0 0 0 

1996 101. 9 0 0 0 I 
1997 8l1. 3 0 0 0 
1998 66.7 0 0 0 

I 1999 1,9 .1 0 0 0 
2000 31.5 0 0 0 

I 
I 
I 
I 
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APPENDIX D 

METHODOLOGY EMPLOYED IN ALASKA INC. ANALYSIS 

D.I . Eligibility 

Calculation of eligibility for the Alaska Inc. program is basec upon 

House Bill 525 (HB 525)· of the first session of the tenth legislature . 

According to that bill, an "eligible" resident is anyone who has lived in 

Alaska fo:i.' al: leetst a !!five-year period;; commencing January 1 , 1974. A 

person need not reside in the state continuously over a five-year period 

but must accrue five years of residence to be eligible. An individual 

must be at least 18 years of age to be eligible . 

There is no data available on length of residency in Alaska by which 

one may directly calculate the number- of individuals eligible for an 

Alaska Inc. program as outlined in llD 525. The 1970 Census provides the 

only recent reliable info1'mation regarding prior place of residence of 

in<liv.iduals resident in Alaska in 1970. 

Table D .1. shows the aec-sex distribution of pcr•::;ons .in Alaska in 

1970 who were also resident in Alaska in 19G5. ro't' the total population 

f ive ycal:'S of ace anu over (268,209), 54 percent have been estimated to 

have been resident in the state in 1%5 . Of the total civilian popula t.ton 

in 1970 (2G0 , 957) , 511.5 percent wcr1! c:::; Lim.rtcd as rcs.i.dcnts in 1965. Of 

the l't6,!.i9t1 c:-::tiinatcd to be i.~c:;.idcnt in both 1965 and 1970, 911,188 wei.~e 

aged 18 or more i n 1970 . This rcsul ts i n a l"a Lio Lo c.i vilian popul ation 

of 35 , 0 p~rccnL . 



Age- Sex Distribution of 1970 Alaska Residents 
5 Years and Above and Estimated 5 Year Residents 

Estimated Estimated 
1970 1965 Alaska Percentage 

Sex and Age Grou..e. Population Resident Alaska Resident 

FEMALE 

Total 121,668 70,239 . 577 ·1 
5-9 18,417 10,745 .58 

10-14 16,288 10,1.19 .63 .1 · \ 15-19 12,603 8, 180 . 64 
20- 24 13,1•38 1., 757 • 35 
25-29 12,591 . 4,646 .36 

I 30-34 10,446 4,842 .46 
35-39 9,048 4,625 .51 
40-44 . 7, 661 5,496 .69 I 45-49 6,768 4,921 • 72 
50-51• 5,312 11 ,086 . 76 

55-59 3,796 3,11.2 .82 I 60-64 2, 211 1,861 • 811 
65+ 2,889 2,52J . 87 

I 
MALE 

'l'otnl 1116, 621 76,'•23 .521 ! 
5-9 18,858 10,601 .56 I 10-lli 17, 3118 10,613 .61 

15-19 13 , 856 8,082 .58 
20-211 22, 658 11, 332 .19 

I 25-29 H,637 4,693 . 32 

30-311 12 , 0116 5,505 .45 
35-39 10,927 5,197 • 117 I 110-1.4 9,853 6,168 .62 
115-119 8, 131 5, 8511 . 71 
50-511 6 ,1.52 5,129 . 79 I 55-59 5,083 11' 252 • 83 
60-611 2, 9116 2, 580 . 87 

I 65+ 3,826 3,500 . 91 

'fOT/\1. 268,289 1'1 6 . 591, • 5116 

I CJ:VIl.J /\N 236, 86/t 

Mt I. T. T /\ lfi 31, /1 25 

I 1cnJcuJ.nt·ed ns t he to tnl of 1) unmc hou~c in 1965, 2) Nnmc county nnd state 
in 1976 . n11d 3) moved but residence not r epo rted -~(movern r epor t.Lne A 1 DGka moves / I tot:tl mover:; r cp01: t:lnr, l oca t lon o ( move). SOUHCE : U.S . Census 1970. 
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Thus, if Alaska Inc. payr:iem:s were to commence wi 1:h an April l , 1970, 

eligibility , approximately 9'+,188 individuals would be eligible based 

upon the fact that they were in the state in both 1965. and 1970 and were 

18 years of age or more. The actual number eligibl e would differ from 

the figure because some individuals would be eligible in spite of not 

having been resident in Alaska in both 1965 and 1970 , and some would be 

ineligible in spite of being recident in Alaska in both 1965 and 1970. 

This is because the residency need not be continuous . It may reasonably 

l>e assumed that these two groups cancel one another out . 

'!'he calculated l'atio of 35 percent of 1970 population having been 

resident in 1965 s hould not be directly applied to the population base 

in any other year to obtain an estimate of eligible individuals because 

of potentially unrelated variation in both the numerator and denominator 

of the ratio . As will he discussed ln moPc detail in the f ollowing sec­

tions , the 11umerator of the ratio iG dependent upon the individual deci­

sions of those:: p~1ople resident .in the state fo 1965 , while the deonominator 

is a functio11 of the overall nrowth rate in population over the interval 

1965 to 1970 . Ac a r c:t.ult, in spite of an assumption of con!-;tancy over 

t tmc :in the m.i.eratory recponse of cla::;::;eG of indi v ldual.s , the l"'atio may 

choneu over time as a r esult of a di ffc1"'ence ln Lhc rate of erowth of 

t he population. 

This type of variat.i.on ar!tu.:tlly occuf'rod bc Lween the period covered 

1'y Lhc 1970 Cennu:i ancl the followjn(', fivo-yettr period when population 



growth was much more rapid. The result would be to reduce the ratio if 

it could be calculated for the interval 1970 to 1975. 

To cor1~ect for this when projecting el.igibility, the ratio between 

individuals who reported an Alaska residence in both 1965 and 1970 and 

the 1965 population can be taken . The weakness of this approach is that 

it must then be based upon a denominator which is an estimate . This 

estimate, the 1965 Alaska civilian population, is 232,192. Using this 

figure a ratio of 1rn.6 results . 

Given this figure and the assumption that the poulation distribu­

tion with respect to relevant characteristics is constant, as well as 

that migratory response patterns are constant ove1' time , one can project 

Alaska Inc . eligibility based upon the population five years before . 

The equation is simply : 

ELIGIBLE INDIVIDUALS = 40 . 6 * CIVILIAN POPULATION fIVE YEARS PRtVIOUS 

D.II. Total Shares 

/\s envisioned by IIR 525, the number of shares of Alaska Inc. \Wuld 

be :i.dentical to the number of eligible individuals during the fil'st five 

years of the program until January l, 198'~. /\t that time, people who 

hacl been l'esidents continuously over the preced.i.nr; ten years would be­

come eligible for two shares in Alaska I nc. In later years, more people 

woul<l become elieible for two shor es aG t hey maintained Alaska residence 

over a ten-year period commencinc on J anuary 1, l97ll. 

I 
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Every fifth year after January 1, 1984, individuals who had resided 

in the state for the. pl•eceding five years would become eligible for> an 
I . , 

additional share. In 2000, for example, an individual who had been a 

c·ontinuous resident of Alaska since January 1974 would be eligible to 

receive five shares of Alaska Inc. 

In order to determine the number of individuals at any point in 

time who would be eligible to receive a number of shares larger than one, 

it would be desirable to. have the same kind of information provided by 

the 1970 Census with respect to 1965 residency, but for longer intervals 

of 10, 15, 20 , and 25 years. Unfortunately, this information is not 

available and, thus, the only data which can be used to draw infer•ences 

about long-run residency is the 1970 Census data summarized in Table D.l. 1 

'l'o determine what inference is best to mt:1ke fl~om the availabe in-

formation, a simple mathematical model may be employed . The probability 

of an individual who lives in Alaska at time t remaining in Alaska at 

t + l year can be hypothesized to be a function of age, sex, and previous 

length of i~esidence, in addition to a variety of other Gocioeconomic f ac-

tors. Table D. l. clearly shows t hat residency is related to age and sex. 

One could then divide that population into ar,e , sex , and length of resi-

dencc cate~ories for analysis purposes . All individuals of age i, sex j , 

1 -The Alaska sample from the Continuous Work History Sample of the 
U.S. Department of Comrr.crce was analyzed towi:lrd addressing the question , 
but problems of sample size and data crroT's cnst serious doubt on its 
reliubility and potential value. Elieibility would be much lower if 
the Work llistory Sample Tapes data wcl'.'o used. 



and length of residence k would have a probability P .. k of remaining 
1) 

in Alaska in t + 1. 

Consider an individual in the category ijk. The probability in 1965 

that he will remain in Alaska to 1966 is Pijk. By extension, the proba­

bility in 1965 tha~~, he will be in Alaska in 1967. is 
' 

p •. k 
1) 

D.l 

which is the probability that he will remain for the interval 1965 to 

1966 multiplied by the probability that he will remain from 1966 to 1967. 

By e:-:tension, the probability in 1965 that he will still be in 

Alaska in 1970 is D.2 

( P P P P P ) 651)70 
ijk :': i+l,j ,k+l :': ii·2 , j ,k+2 :': ii-3,j,k-1·3 :': i+'1,j,k-t·11 = ijk 

If the number of .individuals in 1965 with cha.racteristics ijk is nijk , 

then the number of individuals remaining in 1970 will be 

:': 65p 70 
ijk 

and the number remaining af-t:cr m years would b e 

.. ·.· 65pm 11ijk ijk 

Finally, by aumming ove1• all pupula tJ.on g1'uups , the totul nu;r.bcr cf 

individuals remaining after m years could b e determined . 

D.3 

D. II 

I 
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To use this summation equation requires not only that one know the popu-

lation distribution (all n .. , ) in the base year and all succeeding years 
l.JK 

if .continuing estimates are desired , but also that all P •. k are known 
l.J 

and are constant over time and not influenced by other factor~ which 

might vary over the pe1•iod for which the es timates are to be made. 

Obviously, none of the data necessary to solve equation D.5 for a 

single year is available. However , from Table D .1. it is possible to 

estimate the pe1•centage of 1970 civilian reoident s who were also resi-

dents in 1965. This was calcuated to be 61 .9. 

r 1•om this i nformation , the following equation can be constructed 

I:I:E n .. , :': 
ij1< l.JK 

65p70 :: 
ijk 23G , 861t :': .619 

which equates t he number of 1965-1970 rcF lllc nts cu.lculuted on a 1965 

base wiLh t he number calculated on the known 1970 bnsc of the 1970 

. ·1· l t' f ' S1' r1ce r. l:E n. ' k = 232,192 , c1v1 .Lan popu a·ion over i ve years . ijk l.J 

D.6 

the equation can be solved. If aijk i~ t he proportion of t he popula­

tion i n cate[ory ijk , ·then the solution l::; 

·.·.· 65[,70 
ijk = • c; 31 

Thu::;, tho weif~lt tcd ave1·ar~e of n.ll probubi li 1· ic.:; in t he i nitial yea'!" 

multi pl icd by t lic 1'cspec t i ve s uc.:cecd i ne proh;1bili t i. e:: for t he nc:-:t 

four yoa~s equals .631 . 

D. 7 



Now at the initial point in time, there will bG represented in the 

population. all subsets ijk and all probabilities Pijk which will result 

in some overall average probability for the first interval from 1965 to 

1966. The overall probability for the second interval 1966 to 1967 will 

not equal the first because not all probabilities Pijk will be repre­

sented, and the percentage distribution of the population will we.ight 

the new set of probabili ti~::: com;:1~·:hJ.t differ.:ntly. 

One can calculate an average annual p1,obabi li t y for t he five-year 

interval, however, which is .63ll/S : .912. 

This annual average probability can be applied over any int~val. 

It will not be totally accurate because the population aga.tnot which 

i t is applied is aging and as is shown i n Table D.l , tho pcrcentaec of 

f ive-year residents is pos itively correlated with age beyond the 20-211 

year category . T~us , one mi3ht rcasonu.bly c.-:pcct average P to .incrca~o 

us age and length of residence increased. Absent <:1ctm1l in formu tion on 

the values of Pij k and t heir i nterrel at ionships one with <inother , t he 

aver age value mus t ouffice . 
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For various intervals, the probability at t ime t used to calL.ulate 

residents remaining would be 

interval 
in years 

5 y 

10 y 

15 y 

20 y 

25 y 

probability of residents 
remaining from the 

initial group 

.631 

. 398 

. 251 

. 158 

.100 

These probabilities are for t he total ropulation, rather than that 

of tho population which would be c l iciblc for Alaska Inc . given t he ase 

re:-. t1'.ict io:1 . 

Sj ncc thr:: age groupE under t hjrteen yl!ars of ar;e appear to have a 

highci .. t han avcra1.c probabili ty of r crnofoine in Alaskn based on 'fable D.1, 

aorno b.ta:~ w.i.11 uc introc.luced by usine tho ovoror.o prob.:ibili ty for t he 

to t al population on a subgroup whicl1 c limindtes a particular aee r.roup . 

'flt p1•ohul>ilitiun arc s l i.gh lly l'c luc ·<.I by th.i.~ , Lu L lite bias o[ tlw populu-

t: i.on ..ielne tends to offset t h.ts . 'rhls ai t un Lion cunno t be avoided because 

s tnce: t hct'c ia no Jf, • cl i s tribu Lion du La for 1%5 , l L .ts j mpo:;:::.i.b Le Lo cal-

culd t:o t he followine pl'Obabilil y fol' peopl e under l 3 ycnrt: of ag . 

for ' 13 u.o 
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Using this information, t he number of individuals eligible for 

more than one share of Alaska Inc. is calculated based on the following 

set of equations 

NUMBER OF IHDIVIDUALS ELIGIBLE FOR 2 ( 3, t1, 5) SHARES = 

IF YEAR GT 1984 (1989,1994,1999) THEN 

' POPULATION OVER 12 YEARS OF AGE IN YLAR (-10 {-15 ,-20 ,- 25) )] 
~ TOTAL POPULATION IN YEAR (-10 (-1s,-20,~2s) ) * 

I 
. I 
·I 
I 
I 

TOTAL POPULATION I N YEAR (-10 (-15 ,-20,-25)) ;': .398 (.251,.150,.100). I 

D. III . Migratory Resoonse Pattern 

Under the assumption of modera t e petroleum development in the 

:::tatc , 25 percent cont1.,ibu tion rate to the f und, reinvestment of none 

of th(! int erest generated and 50 percent of interest paid out as Alas ka 

I nc . divldends , t he average annual payn~nt value of Alaska Inc . would 

. w crtlee about $200 over t he twenty-year peri od f r om 1901 to 2000 . 

The actual value , of course , depends upon all t hese variabl es . 'l'hc 

ra t c of petroleum devel opment and as:::oci a Led li tate l"'cv~nue~ is l argely 

bl•yond c tote control, but th<~ contt"ilmtion r a Le to t he f und and the 

re invent men t rate are s ubj cc L to l ee i.~lu Li vc ,1 ppr oval. r in ally, under 

llU 525 , 50 pcrccn t i s the mi ni mum pcI•ccntaee of e.:n,nings transferred from 

t he pc1•moncn t ·to Lhc general f und whi c h must be di:; tl'ibuted as Alaska 

l nc . Ct vcn th 1 s level of contl•ol over t he annual ~hare value of Alaska 
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Inc. by the legislature, it would potent iaJ.ly be possible to use Alaska 

Inc. as an active policy tool. 

In any event, the level of annual share value is subject to a large 

d.egree of variability and much uncertaint):' from year to year. This is 

more a fuoction of uncertainty regarding policy than uncertainty re­

garding the number of eligible Alaskans, even though the latter can be 

only roughly estimated. 

Given these initial parameters, however, one can analyze the poten­

tial impact on the .t\lasLan population of Alaska Inc. share payments. 

Since the rate of natural increase would be unaffected, the potential 

areas of resoonse would be inmigration and outmigration . In this section, 

only direct impacts are discussed . A direct impact is a migratory re­

sponse because of a perceived difference in personal income as a direct 

rcsuJ:t of an Alaska Inc . payment. An i ndirect response would be a 

migratory response generated by an increase in employment 01" personal 

i ncome as a result of increased spending on goods and cervices of inui­

v.i.duals who have received Alaksa Inc. share payments . The two components 

of m.i.uration are separated becauce the response of the two to a given 

chance in Alas ka Inc. may not be the same . 

Consider first inm.i.gration r esponse . The djstriLution of inmiBrants 

to the ntate is weighted heav.i.ly toward the young. A rational indivi­

dual would choose to migrate if t he present value of b ·ncfitr. from mig"I'a­

tion <lie counted to account for r.i.sk, outwcJ eheu t he pI•esen t value of t he 



costs of migration . This abstracts from periods of "booms , " when 

normal conditions may not prevail, and severe and extended depressions 

i n the l ower 48 states. 

For a hypothetical individual who is otherwise indifferent between 

migrating to Alaska and remaining at a location outside the state , th~ 

possibility of becoming el _igible for an Alaska Inc . share would theo­

reticall y result in an increase in the perceived benefit stream from a 

move to Alaska. However , the incremental benefits and the relative 

increase in income associated with it is quite small . 

Consider the two situations of an individual and a family, both of 

which have one income earner of 30 years who can look forward to 35 

yearc of productive labor . In 1975, the median income of all unrelated 

individuals was $4, 882 and of families , $13, 719. Over the pl'evious 20-

year pel'iod, t he median family income grew 2 percent annually, while 

that of unrelated i ndividuals increased 3 percent annually. Applyine 

these Jrowth rates to ·the median incomes yields total lifetime incomes 

for these typical income earners of $295 , 000 and $606,000, res~ectively . 

Over the same period , Alaska I nc . shar0s , at $200 per s hare , incr~­

mented by one share each five years, would result i n 1·0Lal paymen ts of 

$21,000 to the individual and $112,000 to a family of two adultz. This 

is 7 percent of total expected fut ure inc~nc f or the indivi dual and 

6 percent for the family . 
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However, it must be recognized that income received in fu.ture yc:1ars 

has l ess value in the present than income received in the present . If .a 

10 percent discount rate is assumed for future income , then t he pres1ant 

value of the incomes and the Alaska Inc . shares are as follows : 

Ii1dividual 

Family 

Pr esent Value of Future Incomes 

Regular 
Alaska Inc . Income Ratio 

2 , 1~62 

1~ , 924 

64 , 149 

162 , 296 

3 . 8% 

3 . 0% 

In present value terms , the Alaska Inc . payment represents a smaller 

portion of basic income , because payments are deferred until the fifth 

year of r esidence and thus have less value than if received in the pre-

sent . 

The r atio is further r•educed by scvcr•al othc1' factors . First , the 

Alaskan cost of livi ng i s much higher than that experienced by t he indi-

vi<lual ol' family with a median i ncome for the U. S. This cost of livlng 

adj us tment is a necessary component of t he calculation us ed to determine 

whether j move t o Alaska would be a ne t benefit to the i ndividual. If 

t he co!:: t of living i n Alaska c., .... ecas tit 1t of t he lr. .ter 118 by 40 pe1'cent , 

then the median income aeainst which to weieh tho Alaska Inc . payment 

rnust also be i ncr eased by t hat amount . Th i.s l'ec111c<':-; the r atios fcL the 

incll vldual and family to 2 . G percent and ? .J por r.:cnrl ,..,.~pcc ti.vely. 



Second, the ratios must be further reduced to account for the 

uncertainty involved when a person tri~s to predict how long he will 
'\ 

live in a certain location. The pre\'ious analysis indicates that ' a'.bout 

63 percent of the people in Alaska i· 1 1965 wel''e still in the state in . 

1970. Of the group remaining ,1 as well as the group which moved , a large .. 
number if inte11 viewed in 1965 would not have been able to accurately 

p·N~M ot the5.r l"f?sidenoe in 1970 . 

Thus, when valuing future Alaska Inc. payments, they should be 

further discow1ted by the uncertainty of the flow because of the real 

possibility that the payment stream will be terminated by a move from 

the state . If the Alaska I nc . payi!1ents are discounted 50 percent to 

account for 1:his unce11 tainty, the present va lues are r educe d to $1, 231 

for tlie individual and $2 ,Ll62 to the family , which correspond to 1. 3 per-

cent and 1.1 percent , res pectively, of present value of future income . 

This is equivalent to $100 out of an annual income of $10 , 000 .. 

To f urther l"educe the value of t he Alaska I nc . payment to the 

potential inmin11 ant, the implications of taxation mus t be added . Alaska 

Inc. payment s a11 e marginal i ncome and would be taxed at t he marginal 

tax rate, wh jch i s higher t han the avl.!ragc r.:ite at which total income js 

taxed. Thus , n reduc tion of t he total basic income and Alaska fo e . i ncome 

to account for t he ta>: liability v .1 personal income would furtl1cr reduce 

the percc-.1tap,e of l ife Lime l ncornc l'eprc!;cntcc.1 by 1\la:::ka J nc: . r:hC1rc payment. 
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In summary, based upon this analysis of hypothetical potential 

inmigrants , it seems unlikely that the existence of Alaska Inc. payments 

would,other things being equal, have any significant 'eff ect on the 

rate of inmigrat ion into the state . For individuals or families with 

incomes well below the median, the pei"'centage increment which Alaska 

Inc. could provide would naturally be larger, but against this must be 

weighed both a l"'elat ively higher cost of living (higher than lower 48) 

for lower income families because of t he relatively higher cost in Alaska 

of necessities , as well as the larger degree of uncertaint y r egarding 

future res i dence which a lower income i ndividual or• f ami ly might reasonabl y 

be expected to have . 

With r espect t o out minration, t he res ponse to Al alcs a tnc . s har er; 

availabi l i ty r:oul d be somewhat differ ent . To continue t he analys is of 

the two si tuc.J t i ons cons i dered above , i•ecall t hat fOl.' younp; per•so11i:> t he 

addhional l ifetime i ncome would l>e margi nal because of a l ar e;o number 

of factors which discount t he apparent Alas ka Inc . value . All o f t ho;.c 

fact orn--futurc timing of payment~ , cor;t of livinc di f fercnllal, uncc1•­

t a int y, and tax.:it.ion--would be invol ved here al :Jo buL t o n difrcrent 

deg1:1ec. 

To a new ard val i n Alas ka , t he pre son t value of an :in i U ol /\lar:ku 

I nc . p.:iymcnL of $200 would be $131 if hi s ra Lc of Utnt- \.C\:: [crcnc.:c WCl ' C 

10 pc~cont . All su~ ·equcnt p~ymcnls nl~o hove ~ r oduc.:cd p~cscn l Vdlu0 

rel< t ivc t o t he present \'dlUe o r il payrnc11 L pc t•coivcd hy u rlvc-ye;rr 



res ident who is presently receivi!lg Alaska Inc . payments . Therefore: 

the longer an individual has been in Alaska, the more relatively im­

portant as ·:=t· portion of income Alaska Inc. will become . 

The importance of uncertainty r .egarding r eceipt of the income 

strea n from Alaska Inc . woulcl be a function of prior residence length 

in the stat:e. Accordi.ng t o the Census, about 37 percent of those i n 

the state in 1965 had departed by 1970, while an estimated 9 percer;t 

who were in t he state in 1969 had departed in 1970. Si nce the proba­

bili ty of outmier ation probably declines as a function of r esidency, 

one could r easonably expect t hat for• new migrants t o the state , the 

probability of ever r eceiving an Alaska Inc . payment to be l ess t han 

60 per cent, .1i th probabi lit y increasing with r esidency ·t i me . This would 

oper ate to reduce t he probability of receivi ng Alaska Inc . s lwres f or 

l ife as long as t here is some propensity t o mi erat c . 

The t axation f actor works to the disadvantaec of AlaskanG, because 

tho progr essive personal tax schedules t end to b icrease tho di fference 

between the average and ma1•ginal tax r ates . This r educes t he inc1'cmcnt 

to dis posable i ncome of Alas ka Inc. 

fin ally , the higher cost of l i ving in Jl..!.aska has t he snmc effect on 

the potential ou tmiv.~an t as the poten t i al i nmigran t . However , thr.! median 

i ncome figu".•cs f or t he i ndi vidu.:il and famil y somewhat undcr s ta te t he 

actual income cituation i n Alaska wher e , in 197G for t he flrs t t i me i n 

any stat e , pc'l'.'sonal income per capita pusscd t he $10 , 000 mark . !'or t he 
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average Alaskan then , a single share Alaska Inc. payment received today 

would represent 2 percent of gross income. For the average non-dependent, 

the percent.age would be correspondingly less . Also, between the pres-

ent and 1985, personal income will likely increase, while the Alaska 

Inc. share would remain constant. 

It seems 17hat for• the average Alaskan, in terms of income and age, 

t he possibility of receiving Alaska lnc. shar•es would have little effect 

on a decision to outmigrate because of the small increment to income 

they would provide. 

The impact on the decision to migrate would , however, be an increas­

ing function of age , l ength of residence in the state , and an inverse 

function of income . For the component of t he population in that cateeory , 

the dioinccnti ve to ciutmigrate because of the receipt of i\laska Inc . 

payments could l>e substantial. Refer1,ing back to Table D. J., however, 

it is clear that the p:c>opensity to . outmie~ate declineG with age and 

oince t here is a correlation between age and length of residence in 

Alaska , there i s an implied reduction i n the propem;ity to outrnigra te as 

a functj on of l ength o:f i,esidcnce . Finally, a reasonable case could be 

made , .in normal times .in Alaska , for the propcnsi ty to outmigt"a te being 

an i ncreasing f unc tion of income , although no studies ex.isl which either 

support or refute t hi:I anscrtion for Alaskn . 

These factors imply that i ·t is precfocly in t hat: :>cglflent of t he 

popuJ..:i'l ion whcl"C the .i.mpac t of Ala~ka Inc . on .i.ncomc woul<.l be the ere a te~t 



~here the propensity to out~igrate is the weak8st. Therieforie, the 

actual impact on individual decisions to outmigrate would be small and 

' any ~ggr.egate impact would be quite small. For this reason, any direct 

impact on outmfgration is ignored in this study. 

To provide a partial example in support of this ~rgument~ reference 

is again made to Table D. l. Looki.ng at the subset of the. population 50 

years old and above, which in 1970 numbered 32,515, the table indicates 

that 27,073 had been :r>esident in Alaska in 1965 . If the ratio of the 

population 45 and above wcis equivalent in 1965 and 1970, there were 

110 ,000 people 45 and over in 1965. About 67 pel'cent of the~e people 

remained in the state in 1970; 13,527 either left the state or died in 

the interim. If the Cl'Ude death rate for this group was 5 percent, then 

31,1~15 of the original group would remain in 1970 as potential outmi­

grants. 4, 31~2 actually did outmigrate. If Alaska Inc. share payments 

affected 10 percent of those decisions , the number of outrnigrants in 

that group would have been reduced by 1~31i individuals who would, by 

their p1'esence, incl'ease the present population by .1 percent . 

U.IV. Consumption Response Patterns 

Alaska I nc . payments constitute an increment to the incomes of those 

individuals r eceiving them . lt i s i nter e:::rting to i nvesti gate the effect 

of these .increments to incoma on the e.xpendi ture pat ·rcrns of Alaska Ittc . 

recipients . 
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·The permanent income hypothesis is often used as a model framework 

within which to analyze the consumption and saving behavior• of individuals 

and family groups. In its simplest form , consumption is determined by 

the followi:ng relationship: 

C = C(Y,YE,A,T,S) 

Where c = Consumption 
y ·= Income in present time period 
YE = Expected future income 
A = Assets 
T = Age of individual 
s = Sociological characteristics 

Consumption in this model depends only partially upon the level of 

present income . The individual rdther tries to maximize the present 

value of consumption from income over his entire lifetime, and for this 

reason expected future income of its levelizcd component "permanent 

income" is important . 

For example , a young family may experience net diasaving (marginal 

propensity to consume greater t han one ) by incurrinr, debt ·to purchase 

durable goods when establishing ,J home. The rationale for this i s an 

expected future income sufficient to rccovcY' tho debt plus interest. 

In the same way , consumption out of assets will vary with aee. A retired 

couple may consume almost exclusively out of assets accumulated during 

working years. 

'I'he impact of an increase in income given this model of behuvior 

w.i 11 be a function of whether tlw income increase is porcei ved as o tran-

::;itory, occurring once only; or pe'l'.'manenl, ahiftfog the income str eam 
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in each future period uoward by the amount of change in the initial 

period. A transitory change would need to be "allocated" among all 

future periods to maximize the utility from the consun.~'tion resulting 

from that income. Since a permanent cha_nge is perceived to be an income 

increase in each future period, a large portion of the increase in the 
. . 

initial period could be used for consumption immediately. 

Empirical studies tend to confirm this hypothesis and they examine 

the respor.se of different types of expenditures to income gains. Con-

surnption can be categorized into durable goods , which are items with a 

usable lifetime in excess of one year; non-durable goods; and services. 

Income increases can also be saved in the form of either liquid saving 

or contractual saving or can lead to dissaving in the form of increased 

debt . The responses o.f these different components of household port-

folios to income increases may differ considerably . 

ror exdmple, disc1,etionary spendine c.;onsist) ng primarily of durable 

goods and vacation expenditures as well as liquid saving in the form of 

bank deposits, stocks, and bonds, etc., account for a large portion of 

the income inct"'eases resulting from the federal tax cut in 1961~. 2 The 

respons e of both non-durable and service expenditm,cs was much smaller . 

The increase in contr actual saving i ncluding life i1i:-.mrance policies , 

early mortear.,e payoffs, etc., wa~ highly correlated with « perception 

2 Gcol"ec Katona and r:va Muller, Consumer Rc:,; pon:::c to Jncorne lncrea::;c~. 
(Wash ., D.C.: Drookings, 1968) . 
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of the i ncome change as being permanent . Also, the r11ore transi to1 ... y the 

income was perceived to be, the larger the proportion which went into 

liquid saving relative to discretionary spending. 

'I'his partic·\l ar study also found · that t he. impact of the income 

change was dependent upon underlying lo.ng-run expectations of total 

income for the individual, and also upon the absolute size of the change 

in income. Thus , a small income increase from one source m.ight be 

suamped in an individual's perceptions by the no~mal year-to-year varia­

bility in income . This implies a threshold level of income change only 

beyond which the change has a pcrcejve<l impact on behaviol'. 

Doth the model and empirical studies ~upport the notion that liquid 

savine ls not a res idua l component after an income change has been a llo­

cC1tc<l to other categories of cxpea clitures a nd savlnes . In addition, 

i ncra.:i5os i n e ve1'y<lay type cxpcndltUl.'CS of a non-dul'u.blc and se:rvlce 

natut•c tend to i ncrease only with a lug. 

The rclnU on s hip of this analyd::; to the Alaska Inc . payments is 

d '3pcndent upon how t he payment~ arc perceived by i ... ecip.1..~n ts . Given the 

aGsurnpt ion r hat the share payment would be i n the l'<.1nge of $200 annually , 

il can be asoumed the income i ncrcaGc would be perceived as permanent, 

but srnull . The perception of s i ze ju , of cour~c , depe ndent upon the 

form of t he payment . fl gove1' 11me n t check would probably be more obv lous ly 

an i ncrcrncn t to income t hlln a r eduction fo tn;:c :-; at yea!' end. The un­

cer tain ty c.:onc.:crnlng t-hc r 0ec.ipt of future poyrncn t:: bccauflc of mier•at io1w , 



change in state policy, or reduced fund earnings would strengthen i:he 

perception of the payment as being t r ansitory. 

From this , it seems likely the impact of income increases resulting 

from Alaska Inc . payments would in the short run be concentrated on in­

creases in discret ionary spending (consumer durables, hous~ng , vacations ) 

and liquid savine and to a lesser extent on contractual saving . Some 

people mieht reduce their contractual savi ng by i ncurring more debt. 

Increases in everyday expenditures would be slight and would appear 

wit h a l ag . 

In oride1, to investigate the l onr,-run implications on consume1" be­

havior of i ncreases in income, it i s valuable to use the concept of the 

Ensel cur ve . An Engel curve dcscrib~s the proport:ion of additional 

income spent on consumption of a parLicul~r cood or catceovy of good a3 

.income rise~ . Con~urnption expend Lt m'cs for name eoods rise more rapidly 

t han income und are known as s uper.tor coods , while t he l"cvc1"sc is true 

for in fC'd or eoods . Over t he l one r un, on<' would cxpec t a :.:l.i.eht nr,gre­

ua l:u i ncrca:::o i n the consumption of tho~,;c coeds which arc :::upcrior .is 

a result of Ala3ka Inc . This i.::; becauoc in l:ho l one run the Ala:::ka 1nc . 

payments wlll not be vlcwc·d as mm'r,i.nnl i ncl'cmcn ts Lo income, but rcTthcr 

as a nor111ul part of annu.il i ncome to Le cl t str.ibutcd between conc umption 

nnd sav i.ng nr. ..ill o l:hcri .i ncome . 

'l'etbl u D. 2 t; Jiow~; i n vct•y np.f.'.l'er,a le term~; how the porccn taec of 

cxpenc.1 i t ur'cr; on vat•iou:..: i Lnm::: by fom i .Li eu cllnnr,c:; w; 1 ncomc incrca:1cd 
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Table D.2 

Sclecttid Exnoncl j t·urco (irnd Pr.rccmt of Tot,£11 Inco:ne) 
of r'ar.1.i.Uw; by Inco:nc Level, 1973 

Incor.1e Group $5,000-5,999 

(Avcn19e Income for Group) ($5, 443) 

$ 
Expenditures 

Food Total $1,111 

Food at homo l,Oo7 
Food away from home 85 

Alcoholic Dcvoragos 54 

Tobacco 102 

!lousing Total l, 690 

Shelter 971 
Fuel & Utilities 310 
!louse Fu1:ni chi ngn 223 

Clo th ing 353 

'1°.rnnsportntion 967 

llenl th Caro 363 

Porsonnl care 67 

Hee rcn ti on 3 39 

Vncation Trl ps 122 

Reading Mn tcrial a 31 

J~ducation 13 

Miscellaneous 43 

Pon10nal Inournnca nml ronclo11u 327 

Gifts and Contributions 235 

Current Connurnption l~xpomli turos 
E:<cl11dtn9 l•o rtiOlltll Tn:iui:unco t1ncl 

l 

Ponofons nncl Gi!Lu r. Contr i bulionn 5 ,13•1 

Source: 

\ 

20 

19 
2 

l 

2 

31 

10 
6 
4 

G 

18 

7 

l 

6 

2 

l 

0 

l 

6 

4 

94 

$10,000-11,999 

($10,934) 

$ 

$1,546 

1,354 
181 

70 

140 

2,231 

l,164 
413 
382 

632 

l, 712 

470 

101 

532 

209 

45 

60 

95 

756 

7,643 

14 

12 
2 

l 

l 

20 

11 
4 
3 

6 

16 

" 
l 

5 

2 

0 

l 

l 

7 

3 

70 

$25 , 000 + 

($40,494) 

$ 

$2,433 

l , 969 
443 

165 

171 

4, 810 

2,604 
G39 
771 

1,550 

2,792 

053 

207 

l, 943 

932 

114 

534 

363 

2,265 

J.,740 

1 5,!M3 

6 

5 
1 

0 

0 

12 

7 
2 
2 

4 

7 

2 

1 

5 

2 

0 

1 

1 

6 

4 

39 

U. C. '":ip nrtmo11t o( J.noor , IJurv .111 o( Lnbor Sta Lh;t:icu1 Conotuwr l~xpcmlitur c i;urvoy 
S<>dui11 t11turv1ow Sm:vc.y El°/2-1:1, /\Vornge /111nu1 l 1:xpondit11t ... '.'r. f o r Cort~ot!Jty nml 
Sorvkt1 r.roupu Clanr.i flccl by ll Jno l"11111lly Ch11r.1c: Lod ut.i.c:; , J 'J72 1incl 1973. 

l lnch v!rlun l rnCOIJC1r1on wil l not 11<1<1 Lo 1·0Lfd boc.'.lun•l or oxcl11n lon!l , 



in 1973. The most striking observation from t he table is the decline 

in the category "current consumption expenditures" as family income in­

creases . · This cat.egory includes all purchases of durable and non-durable 

goods and ser'vices except for a few small items includi?g housekeepi.ng 

supplies, non-prescription d~ugs, and payment of mortgage principal . 

For the average family in the lower income category, 94 percent of income 

was spent on current consumption. This percentage fell to 70 percent 

for the middle income family and to 39 percent for the open-ended cate­

gory of highest income families . For the population as a whole, the 

percentage was 69 percent . The implication of this is that savings of 

various kinds increase with income of the family . 

'l'hc declining share of current consumption expenditures in the 

budect is accompanied by a changing mix of expenditures . Food consump­

tion falls dramat ically as a percentage of income both cons umed at home 

and away from home . Transportation follows t:he same pattern , although 

the decline is l ess rapid. The shelter component of housing falls off 

identically with transportat i on, but the total housing decline is l essened 

by smal ler drops in other components of the hous ing total such as home 

f urnishings . 

In this aegregated summm.~y , no consumption items appear to tak~ an 

incrcaning percentage of i ncome as i ncome rises except education. Those 

itoms which appear to take a proportionate r,harc of income as i ncome 

r iscG i nclude vacation tr.ipG , pc1•son.:il caru, personal i ns urance and 
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pensions, gifts and contributions, and miscellaneous. Clothing expendi- . 

tures are proportional in the middle of the income range, but decline 

as a proportion of the top end. 

Tabl e D.2 must be interpreted with the understanding that it does 

not control for differences in size of family, age of head of household, 

location, race, education, family composition, or housing tenure. All of 

these affect the expenditure pattern. And being based upon a national 

sample, it is not necessarily representative of Alaskan consumption 

patterns at various income l evels. 

The b'!.'oad inplications of the table arc , however• , clear. As income 

rises, expenditures on the basic necessities nuch as foo.:i, clothine , 

shelter , and transpo!"tation rise, but more slowly than income . Expendi­

tures in other broad categories hold fairly constant an n percentage of 

i ncome and savines grows as a percentage or income . rrom this , i t i s 

cletn" that th'3 expondit urc pattern for marr,inal income <liffers n'om the 

avorar,c patterns but also that the marginal pattern is a f unction of the 

level of inco~e . 

Any chanec i n the mareinal propencity co cons ume and ~o save as a 

re::.ul t o ( Alaska Inc. payment s ~.zould be qui cc cmJll be cu use of the small 

relat·ivo size or Alaska Inc . paymen t~ . They would, thus, have a minimal 

c [feet on the avc: t'uC" propen:;i Ly Lo conr.ume cl i. ff crcn t gooc.l:.: . This \1ould 

.Uc part· tcultlf•ly tru • in the cn::'.! whcrl. the Vclt' i ou::: r c!:ponnc•:> of a whole 
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population to income change are bei.ng aggregated. For e>:amP.le , if a 

$200 Alaska Inc. payment supplements a $10 ,000 income, that is a 2 percent 

increase. If the average propensity to consume of that individual were 

.70 and all the Alaska Inc . increment were saved , the ave~age propensity 

to consume would be reduced by 1 percent to . 69. 

The small size of this change eliminates the necessity of attempt­

ing to trace through the Alaskan economy the impact of expenditures and 

savings of particular types on economic activity defined by industrial 

sector. This t ask would have been i mpossible given a lack of data with 

which to reldto levels of industrial activity to levels of t ypes of ex­

penditures as well as lack of inf ormation on Alaskan expenditures patterns. 

Rather, inct"'ernent s ;:o i ncor.1c derived f-rom Alaska Inc . can be treat ed 

just like other small i ncr ements t o i ncome in analyzine their impact on 

consumption, because the change they introduce j 11 the marginal propen­

s ity t o cons ur:ie va1•ious typeG 01: coodc will be qui te small . 
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APPENDIX E 

ASSUMPTIONS TO RUN REGIONAL IMPACT CASES 

Two cases were run through the Man-in-the-Arctic Program r .egional 

model--one which demonstrated the effects on the Alaskan economy of the 

introduction of a petrochemical refinery project and (alternatively) one 

which demonstrated the effects on the Alaskan economy of the expansion 

of fisheries enhancement in the form of non-profit private salmon hatch­

eries. Exogenous data series were developed for both cases as follows: 

Petrochemicals (Table E. l) 

The assumptions for petrochemicals were drawn from the proposals 

of the four finalists in the competition to use the state ' s royalty oil 

from Prudhoc Day. The four proposals were quite different from each 

other, and the data was incomplete , so our data ser.ics reflect judgmental 

select.ion of data from the four proposals, which, it is hoped , fairly 

represent a world scale petrochemical plnnt and refinery in Alaska . 

Impacts occur both through .impact on the state trens ut'y and through 

direct employment. 

Since t he petrochemical pl1.1nt js not s ubject to the state property 

tax on p1•trolcum production «nd tr.:ins poi.~tation oq1iipment , and since 

we are aosurninc that the state rec~l vc::: a p1~.ice at the wellhead which 

is the ::;.:imc a::: if the royalty oil were :::old by oil compani e::: as aeent~ 

for the :state, out of :..;tatc , Lhe major fi!ical .impacL to the state of 

t he pctrochcrn ical ref lncry wu:: a:..;::urncd Lo O<'CUl' throuch the :; tatc taxc~ 



1974 
1975 

1976 
1977 
1978 
1979 
1980 

1981 
1902 
1903 
198'1 
1985 

1906 
1907 
1988 
1909 
1990 

Table E.l 

Statewide Exogenous Impacts of Petrochemical Facility 

Direct State Tax 
Receipts From 

Facil ity Operations 
(Million $) 

0 
0 

0 
0 

46 
51 
54 

55 
56 
58 
62 
66 

67 
65 
55 
so 
47 

Lo'cal Property 
Tax 

(Mill ion $) 

0 
0 

0 
0 
0 
0 
2 

3.5 
6 

10 
17 
30 

30 
30 
30 
30 
30 

Construction 
Employment 

(Thousands) 

0 
0 

0 
0 
0 

.050 
1.050 

2. 550 
2.550 
2.550 
l.550 
0 

0 
0 
0 
0 
0 

Operating 
Employment 
(Thousands ) 

0 
0 

0 
0 
0 
0 
0 

0 
. 050 
.050 
. '1 60 
.'160 

. 460 
• '1 60 
. 460 
.'160 
.'160 
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0 ~o~ or~•c ~~c~~~~ "'""' ~~ . ~ d . d " "d l . L • n .... • p ..... .. ..... "'"''-"'· '· 5 ... o"'"' receip 1.s, an in l. vi ua incomes . ocal im-

pact was thro.ugh the property tax . Some information was available in 

the four proposals concerni?g projected direct employment for buildi.ng 

and runni.ng the refinery , which was also incorporated i nto the model 

runs as exogenous data. 

The i~efinery-petrochemical plant is assumed to be a world scale 

plant utilizing 150 , 000 barrels of oil per day at full capacity . The 

construction period extends from 1979 through 19Bti, and the company 

pui~chascs and sells the state's royalty oil on the international market 

at competitive rates throughout the construct.ion period. Construction 

of the plant occurs near Kenai , with about 2, 000 personc wo1'king on s i tc 

durinc the peak construction years, and 550 in the Anchorage area. 

Operations and maintenance employment was estimated at lfGO person~, of 

which 1110 were line production workers , di vided 210- 200 as resident::> of 

the Kenai and Anchorage areas , and 50 m.::inacoment worker:; , all lClca tcd 

in Anchorage . The operations workers were i.ID:J.i.gnod to the petrc·leum 

sector, rather thnn "other manufacturing," where they would ordinarily 

fit in the Department of Commerce Standard Indus trial Cla:Jsifications 

a:.J crouped for l:he purpose of con~ true Ling tlw MAP reeional model. 

'fhio w«:.• <lono for• two reas ons. The fir5t wor. tlrn t historically, the 

"othel" monufacttn"ine" catceory has a low-value of output pc1• employee , 

compared with na tional ratio for either chcrnica1::: 01• pe trol own r efining. 

Even the national f .tr,urct"l for volrn! a<ldod per empl oyee ;rr c probab l y too 



low for an Alaskan state-of-t he-art, world scale plant using capital­

intensive techniques, so the expedient of using the petroleum industry 

was adopted for esti~at~ng gi•oss state product. The second reason was 

that wage rates in refini?g are nearly equal to those paid in oil and 

gas extraction , but are substantiallY: greater than those paid in indus­

tri1'.!S such as printing and publishing which make up the bulk of "other 

manufacturing . " 

To get the fiscal impact of the Dusinl">~ License Tax, we estimated 

Gales of products (based on an average of the revenue estimates of two 

of the finalists) at 900 million 1977 d r1 1 - • .., in the first year of 

operations, 19811, and at 1500 mj 1.:i...ton 1977 dollars thereafter. The 

real price of petrochemical s was assumed to remain at 1977 levels to 

tho end of the period , with the nominal price rining at 5 percent per 

year, the assumed rate of i nf lation. llusiness License Tax receipts 

were then estimated at one-fourth of one percent of gross sales . To 

cot the corporate income tax estimate , we took the eatimate of one of 

the four compctj ne firms, which assumed the 9, 11 percent maximum corporate 

tax rate and reduced it by 50 percent to be mox•c in line with state 

experience concerning ta>:ation of inter:;tate firms , :.;ince it is not 

nccc:~saJ•ily true t hat the corporute entity would be a fl.I'm doing bu:::i­

ncs::: only in Alaska . Individual income taxc:: were c::;timatcd by the 

modc:l and did not l1avc to Le assu111uu. 
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The local property tax was calculated on the basis of an initial 

value for the facility of $1 . s billion and a tax rate of 20 mil ls . Thi s 

value is gradually attained as the facility is built and remains through 

the simulation period. 

Fisheries Enhancement (Table E. 2) 

The impact of fisheries enhancement appears in the Alaskan econom~l 

through several processes, the most important of which are ident.ified in 

the assumptions used to i~un the regional model. The primary impacts 

occur through construction and operatio11s employment in fish hatcheries , 

increased production labor hours in the fish canneries as a result of 

increased catch, increased output in fishing and fish processing, together 

with increases i n incomes of fisher.men and cannery wor kers , and, finally, 

increases in thE! yield of raw fish t axes. 

In order t o discuss investments approaching ·the orders of magnitude 

involved in the petrochemical case ( $1-2 billi on , 1977 dollar s ) , we as­

s umed a private nonprofit hatchery program with 30 additional hatcheries 

of 25 million egg::; capacity, at an inves trncnt of $2-l ~ m.i.llion, 1 CJ 77 dol­

lars , per hatch~ry. The nuniliers used i n the simulations were based on 

r . L. Orth , The J:conomi c Feasibility of Private Nonprofit Salmon llatcheries , 

AlaGkD Sea Grant Report 77-4, June 1977, together witl1 discussions with 

Orth, Armin Koe1·11lg of Prince Will i am Sound Aquacul turc Association, 

Ken Rumchildt of North Pacific Processors i n Cordova , and judgment on 

t he part of t he i nvest i eator H. 



1974 
1975 

1976 
1977 
1978 
1979 
19!?0 

1981 
1982 
1983 
1994 
1985 

1936 
19~7 

19813 
1989 
1990 

- -

Direct State Tax 
Receipts Froi:i 
Opcrcltions 

(Million S) 

0 
0 

0 
0 
0 
0 
0 

0 
.144 
. 2GO 
. 478 
• 71G 

.752 

. 790 

.829 

. 871 

.914 

- - -

Table E.2 

Statewide Exogenous Impacts of Fisheries Enhancement 

Construction 
Employment 
(Thousands) 

0 
0 

0 
0 
0 

.210 

.360 

.420 

. 540 

. 210 
0 
0 

0 
0 
0 
0 
0 

- -

Hatchery 
Employment 
(Thousands) 

0 
0 

0 
0 
0 
0 

.056 

.096 

.168 
• 240 
. 240 
. 240 

.240 

.240 

. 240 

.240 

.240 

- -

Value ACldcd 
in Canneries 

(Constant Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
2.327 
4 .132 
7 .503 

11 .122 

11. 515 
11.973 
12.1.22 
12.883 
13.35!) 

- - -

Additional Income 
in Fisheries 
(Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
4.756 
8.562 

15 .731 
23 . 596 

24.777 
26.013 
27 .315 
28.680 
30.115 

Value J\dced 
in Hatcheries 

(Constant Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
. 298 
. 512 
. 898 

l. 281 

l.2e1 
l.281 
l.281 
l.~81 

l.281 

- -·- - -

M 
I 

O'l 

- -
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The · following assumptions we1,e made concerning .the , hatcheries.: com-

I 

bined survival rate of eggs and fry , 2 percent; hatchery e'scapement rate , 
. ' I 

40 percent , brood stock requirement , .00083. We assumed that the income 

' 
from hatchery operations would not pe. taxable and that sales of fi~~ 

and fish products by ' the hatchery would not be subject to the raw fish 

tax. Landed values to fishermen were 'assumed to be based on pink sal mon 

weighing 3. 8 pounds apiece at a 1976 average landed price of 45 c·ents 

per pound, which escalates at the general rate of inflation in the eco-

nomy. Based on the ai>sumption that the eventual increase in output of 

about 9 million fish per year can be h~ndled by the existing fleet, by 

catching fish incidental to fish which would other wise be caught, a 

catching cost of two cents per fis h (1976 costs) was assigned . 

The hatcheries were assumed to be built between 1979 and 1983 , each 

taking 30 workers about two ~onstruction seasons . Peak construct ion 

employment Wc:ts assumed to be about 5Li0 worke1,s, in 1982. The hatcheries 

were allocated geographically as f ollows : Southwest and Sout heast, ei ght 

hatcheries apiece; Southcentral and Interior (except Fairbanks m•ea ), 

six hatcheries apiece; Fairbanks area, two hatcheries . Fil's·t r etur ns 

of fi sh were as sumed to occur two years after hatchery complet i on. 

Operations employment i n hatcheries was as sumed t o be f om, f ull-time 

personnel and four f ull-time equivalent seasonal workers (about 12 wol"kers 

s ector . 



In fi~hing , limited entry laws were assumed to keep increases in 

employment of Alaskans to a minimum. However, because of increased 

catch, the output added to the economy by the fishing sector, fisher­

man net income (equal to the increase in value of catch, ~ess additional 

catching costs), and the three percent raw fish tax all increase. 

Catch was assumed to be delivered in the Southwest Region for hatcheries 

in the Southwest , Interior, and F did.>cmk.s ; to be del:i:v-ered in the South­

cen~ral Region for increments to production caused by Southcentral hatch­

eries; and to be delivered in Southeast ports if caused by Southeast 

hatcheries . 

Processor gross product effects were estimated by computing the 

historical ratio of Gross Product/Value to Fishermen from the methodology 

in the April 1974 and March 1975 issues of Alaska Review of Business and 

Economic Conditions for Food Manufacturine, applying the ratio to the 

estimated value of catch, and def lating by tho estimated gross pl."oduct 

deflator from the same source . 

rectly by the model. 

Processor employment was estima ted di-
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Clark Grueni~g, Chairman, House Permanent Fund Co11UDittee 

Lee Gorsuch, Director, Insti.tute of Social and Economic 
Research, University of Alaska 

SUBJ~~~= Alaska Native Regional Corporations and the Permanent Fund 

February 1, 1978 

In late July, we 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 Pennanent 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 swrunarizes the responses we obtained which included specific 
ideas and examples of investment opportunities and perceptions of the 
broader Permanent Fund policy issues. 

While our overall study covers all Native r egional corporations, we 
were only able to address the Permanent Fund related questions to six of 
them. This is due primarily to our survey having 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 opinions as to what Permanent Fund 
investment policies and goals should be in general and how they should 
apply to rural areas in particular. 

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

PLEA SE fl(! Pl. y nv .l\IRMl\IL 



Clark Gruening 
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Some Specific Connnents 

o The Fund should be used primarily to ensure that there is 
sound and steady growth in the economy of the state. Don't 
want; rapid growth booms and busts ••• Use the Fund to help 
stabilize the economy ••• Help knock out the valleys and 
knock off the peaks on the economic growth 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'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 rural 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 conunensurate 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 rna,ximwn return. But 
this may be justified by reducing other costs or enhancing 
other returns to the public than 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 Corporations 

All respondents expressed an interest in having Permnnent Fund 
monies available to regional corporations in support of their in-state 
investments. 

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 basis of proposals and appropriate collateral, 
similar to EDA, FHA, state loan programs, etc. 

While emphasis was on loan programs, the possibility of joint 
ventures was also envisaged. Under such circumstnnces , according to 
our respondents , the Permanent Fund should provide money only, not 
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management. It would, in effect, become a limited partner, with the 
applicant corporation functioning as the general partnet'. The res­
pondents fully accepted the accountability associated with the part-

. nership arrangement but were ins istent that the state should not be 
directly involved in management of particular enterprises. 

Interest was also expressed in intermediateterin 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. 'fhe res-. 
pendents felt a void exists in the availability of 8-20 year money. 

Respondents also ewpha~ized the need to make money avaiiaoie 
expeditiously, without too much red t ape 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 swne 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· s pecific examples of situations where 
the Permanent Fund could todny assiRt, or could in the past have assis­
ted, with the financing of regional corporation projects: 

o The Harbor View apartment complex in Kodiak is at this time 
financed by a credit union (50i) and by Koning Corporation 
(50%). 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 Koniog to 
initiate other projects. As Mortgagor, the Permanent Fu11d's 
investment would be secured by a profitable real estate 
proj cct. 

o Similarly, Ahtna Lodge at Glenollen hos a very high rcgloMl 
corporation equity. Additional financing was provided under 
the Sta te Tourism Loan Program, by n priva te bnnk. nnd bv 
CEDC. Refinancing of Ahtnn' s equity would free i ts cnpi:. 
tol for fu·rther investments . If the intereRt rntul:l of the 
new capital ? rovldcd by the Permanent Fund wore lower than 
current ones, profitability could be nclaievcd earlier even 
with a higher debt level. 
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o Cook Inlet has several high yield projects, including office 
buildi~gs and hotels, where conversion of equity into a 
loan, consolidatipn of existing debt, and refinanl.!ing of 
existing medium-term notes could all have a very favorable 
economic impact on the corporation. 

o Most of respondents 4egarded fisheries to be one economic 
activity in which Permanent Fur.d 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 requirements 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 seas 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 reAources development and processing were 
mentioned over and over as prlme candidates for future Permanent Fund 
s upport in the various regions. 

As might be expected, the princ.lpal empbasis in fisheries was on 
lligh sens and on-shore f ncillties related to taking full advantage of 
the extended (200 mile) fisheries jurisdiction in the waters adjacent 
to Alaska. Great opportunities arc seen for lorgc-scale protein de­
velopment, but concern exists abolat obtaining initial financing for 
what, in effect, will constitute o new appro£1ch to fisheries in the 
United States. Financing is seen as being re~utrcd for large fleet s , 
on-sllore i ns tnllations , trunsporta tion and marketing, rcs~arch -- in 
othct• wordu, everything to initlatc broad utillznt:lon of ofC-shore 
fisheries. 

A number of regions currently hnve mineral contracts with options 
to par ticipate in production if explora tion indicates existence of 
econornlcnlly feasible resource dcposita. Exercising such options will 
mean tlu..i.. regional corporations will hovo to pay o share of future 
couts. While under such circumstances private finnncing of whut would 
likely be larce capi tol requirement could probably be arranged, res­
pondents felt cite Permanent Fund col ld curn a lrlgh yiC!ld by financing 
eucl1 ventures ••• SpecJ fic opportunj cies suggested for Pcrmnnent Fun<l 
involvement in 1·he mt.ncrols urea wcJ'c the development and induoLdul.i.­
zotion of the Uclur;u coal fields one the ostnblishmont of o ~,.menr: 
manufacturing plunt. Aside from t h<:' c s pecific arena, others wore 
mentioned only in gcner ttl tcl.'ms. 'fh.J S(! included geothermal energy de­
velopment, housing nnd i nvestment gu.lrnntccs , nnd OCS-rclute<l proj cctu. 
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Other Conunents 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 f inanciaL management as the greatest 
obstacle to development in rural Alaska. 

A suggestion was made that the Permanent Fund could facilitate some 
sort of one-stop- financing service. The idea came up in connection with 
a discussion of cons traints facing small bus iness, where money may be 
available but not gettj.ng 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 
could actually facilitate the availability of commercial financing and 
of other funding sources, s uch as EDA, SBA, DIA, and otherJ. 

The hope was also expressed that the Permanent Fund would encourage 
a greater understanding of rural investment oppor tunities and investment 
~nvironment. It was pointed out that most of the demand studies and 
many feasibility studies clone for rural nrcos are based upon urban 
notions of yield and , therefore, often greatly understate risks and 
misinterpret the return opportunities. Even the most skilled appraisers 
arc not sufficiently qualified to deal with rural areas and mnkc appro­
priate judgements. If the Perm:inent Fund is to obtnin good feasibility 
studiea , our respondents felt it will need to develop its own capability 
to analyze economic ond business opportunities or to sponso-r somebody 
else in development ot the ~pproprintc analytic capability, ns doee the 
World Dank and otlter internationnl lending institutions. 

In conclusion, I want to emphasize that ISER h.:ia not analyzed or 
endorsed the suggestions o[fcrccl above nor should they be interpreted 
to be an offical posi tion of the Alaska Native regional corporations . 
Rother, these arc the view1:1 o[ severul executive officers of the cor­
porations . 

tG/m 
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POUCH V 

JUNEA U, ALASKA 99811 

T EU:P'HONC ( 907) AelS.3734 
4811·3779 

April 22, 1977 

Mr. Gilbert C. Powers 
Vice President 
Kidder, Peabody & Co. 

REPRESENTATIVE BILL MILES 

4100 Seattle First Nat i onal Bank Building 
Seattle , Washington 98154 

~ar Mr. Powers : 

4'1503 SAN ROBERTO 

ANCHORAGE, ALA SKA 9990 4 

TIEL EPHOH C (fo07 ) 337-79 42 

Thank you for the letter and -t.nfornation concerning the Alaska Pe:rrmnent 
F\.lnd. I especially appreciate the work you must have done to cone up 
with the nanes of Rober t E. Blixt, John Hitchman, Daniel Forrest al II I , 
and Beirne Chisolm .. . and the fact that they would be willing to cone to 
Alaska without consulting fees , being reint>ursed for travel expenses 
only . 

I 'm forwarding a copy of your letter to Representative Hugh Malone, the 
Speaker of the House of Representati ves and Representative Clark Gruening, 
Chairman of the House Perrranent FUnd Conmittee for thelr corments. When 
we have finalized our schedule for s\J.nlrer work, I ' ll get back t9 you . . 
Again, nany, m:iny thanks for t he i nforrra.tion. 

Sincerely yours , 

Bil l Miles 

BM:jad 

Enclosure 

cc: Representative Hugh Milone 
~presentative Clark Gruening 



.. Representative William Miles 
\ . . 

· ~ ·Alaska State Legislature House 
·120 - 4th Street ·. 
Juneau·, Alaska 99801 

Dear Bill: ... ; 

TEL&,,.HO .. E 

(ZOe) eae-ea11 

Thank you for your 'patience in awaiting this response with regard 
to who .might be appropriate and available to consult the Legislative 
Committee on the Alaska Permanent Fund's structure. Please appreciate 
that after extensive investigation into who would have these important 
qualifications, the real difficulty came in making the contacts and 
establishing communications. 

The following individuals are most experienced and eminently qualified 
to discuss and advise on state fund structure . I can assure you that 
the newn~ss and uuique composition of the Permsnent Fund would make 
th~ structuring of same a personal professional challenge for anyone 
who might be involved in a consulting capacity. It is always grati­
fying to be in the creative stages of a pioneer project that is so 
close to one's experiences. 

. 
This was made quite clear to me by Robert E. Blixt, Executive 
Secretary of the Minnesota Sta te Board of Investment, who would be 
not only interested, but complimented to consult . Bob's excellent 
credentials are enclosed for your perusal. He is very close to 
Kidder, Peabody & Co. and we, of course, have absolute confidence 
in recoanending him to you. 

That same confidence can be expressed for John A. Hitchman, Executive 
Secretary-State Finance Committee for Washington State. John is a 
good friend of ours and would be mos t happy to of fer his experience 
and foresight in permanent fund structure. 

•' 
Daniel J'. Forrestal III, President of First International Investment 
Managem~nt, Inc. of Dallas , Texas, is also eminently well qualified 
and strongly versed in the management o c s tate funds which derive 
their r evenues from "analagous" sources . Dan W;."Uld be most willing 
to be called upon. 
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On a source-of-funds basis, the University of Texas Pemanent School ,,., .•.. ,,,. .. ·:., 
.Fund would, of course, be quite parallel. I am confident 'that, with ' ~~ 
your authorization and· on your behalf, we could ~olicit 'a .lllOst • valuable 
contribution from the administrators of that fund'~ 1

1
1 

, ;f!. ~ :\i~· . " 1 • 
~ ., r.:.. • 1 r1 . . <\• 1Ji ·~ ~ 1' .!.,,., . . 

· '1,, .• ,: · ' ·r..1~r' ' · , ··> 1 \· • , • :rmi!Jr)?i~~(f; ,.f).1.1;:\ 
At'.. ·lidder, Peabody .& Co . the most experienced person.1in..i the area 'of 
fund management and 'structure would be Mr. Beirne 0.1 . Chisolm~ President 
of Webster Y.anagement Corporation. Webster Management .is a wholly­
owned subsidiary company of Kidder, Peabody & Co •. ~egistered under 
the Inve~t:1nent Advisors Act of 1940 and is responsible for the manage­
ment of what is currently about $500,000,000.00 in private funds. 

I know that these individuals would be most vllling to contribute 
their time and energies without consulting fees and would look only 
for the defrayal of travel expenses. They would not expect to be 
paid fees and in most cases it would represent a conflict of interest. 

Certainly, all can help lrl.th the development of one phase or another, 
whether it be setting up a system of checks and balances in invest­
ments, the creation of a harmonious advisory committee, the establish­
ment of logical percentages of permanency, or the difficult tasks of 
deciding what to own and what pitfalls Lo avoid. 

Please know that at a moment's notice I will be most pleased to provide 
any introductions or arrange any meeting that might be desired. I 
sincerely hope this has been helpful and do hope you know we are most 
anxious to help to the extent that we are able. 

noth Ernie Burgess and I look forward to hearing from you soon. 

GCP:pe 
Enc. 

CC Ernest A. Burgess 

Very truly yours, 

Gilbert C. Powers 
Vice President 
Resident Officer 
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INVESTl\IENT MANAGEMENT FOR ALASKA'S SECOND DECADE 

It is a great privilege to be here. The questions that you are considering 
at this annual meeting are of critical and profound importance to the ent.ire 
future of AJaska. The decisions that the State must make as to the application 
and investment of the fund of capital that is so suddenly being created will 
affect not only the lives of each of you but the lives of your children and grand­
children and every successive generation thereafter. I would like to take this 
opportunity to share with you some serious and sobering thoughts on the nature 
of the responsibilities that you must assume in making these decisions und 
on the investment philosophy that should accompany their implementation. 

Before getting to this subject, however, I want to take a couple of minutes 
to address myself to two questions that I think you have a right to ask and 
which may well have crossed many of your minds this morning. The first 
question is this: What do you, Mr. Iu·antz, or your firm of Kidder, Peabody, 
want to get out of Alaska? In short, why are you here? Let me be perfectly 
frank about this. We want to do business with this State and its People in 
the future. More specifically, we want the opportunity to compete with others 
for the investment and securities business that you will have to offer on a basis 
that is sound for the People and the State today and that will remain sound 
tomorrow. I assure you that having this on a sound basis is as much in our 
long-1·ange interest as it is in yow·s. 

The second question that you might apJH'opriately ask is what gives me, 
an "out;sidm·", any right to come up here and tell you what decisions you 
should be making? To this question, I would reply .first that neither I, nor 
Kidder, Peabody, nor any "outsider" has any right to tell you what you should 
L-e doing with this money. It would be exceedingly prcnumptuous for us to 
even tl'y lo do this. Nevertheless, we have been asked t.o present our views 
on u subject which we feel very strongly about and l am g-o ing to try to describe 
these to you. Tf it should sound as though f um tell:ing you, rather than sug­
gesting lo you, whut you should do with 1101i1· money, l hope you will simply 
blame this fault on the strength of the speaker's convictions. 

I also think I should admit right here thaL there u1·c a great many problems 
thut will confront the State of Alaska in tho application aml utilization of its 
funds lhnL I am not at all qualified 01· prepa red to discuss. In previous discus­
siom3 with officials of the Stntc, ou1· tirm has explainccl thesu by reference to u 
concept of two funcls and J woulcl like to use the same ronccpt today. One fund, 
which we tihull call J?un<l A, is Ute treasury of the State? of Alaska . This fund-

'l'c.xl or rcmnrkR nrndc l>y Robert A. Krnntz, Jr., VJcc President nnd ncncrnl 
Couu!icl of Kidder, l'cnbody & Co. lncorpol'llted, before the 'J'cnth Annunl Conven­
tion of the Alnslm St.ntu Chumbcr of Commerce, Kctchilrnn, Aln~lm, October 4, 1969. 



't ~I ~· I 't:tf' • ?-F , '. ~· ~· f' . . 
I," • > 1 ' 

your "General Fund"-alre{ldy exists, of course, and is comprised of revenues 
from your various State taxes, lkense fees, etc., plus "miscellaneous income", 
including income from mineral resources which even last year already accounted 
for something in excess of 15 % of total state revenue;;. Under your State 
Constitution, some of these i·evenues-specifically those which fall within the 
category of "proceeds of any state tax or license"- are required to be deposited 
in this general fund and may not be dedicated to any special purpose except to 
the extent required by t he federal government in order to participate in federal 
programs. I underst..nd that earlier this year your Attorney General rendered 
an opinion that royalties, rental payments or bonus receipts from oil and gas 
leases are not comprehended within this Constitutional limitation. If this is so, 
it would seem clear that your Constitution does not require that the State con­
tinue to hold in Fund A the proceeds from the sale on September 10. 

I 

Under your present statutes, the proceeds received into the State treasury 
are required to be invested in interest-bearing U.S. government obligations. 
There is no doubt whatever in our minds that as a matter of sound State admin­
istration and capability to meet current State operating requirements, the 
l'e:usoning behind this requirement-which places prime importance on the 
assured liquidity of State funds- is impossible to dispute. This is not to say that 
you have a pel'fect statute .n this r1?spect,-if it were up to me, I would seriously 
consider broadening the permissibln range of investments of your General Fund 
in the interest of increasing yield while at the same time assuring that it con­
tinues to be a ready source of liquid funds. 

I cln not p1·opose to focus today on the investment of Fund A, however. 
Instead I would like to describe what we shall call Fund B. This Fund, which 
h2\s not yet come into existence, would complement Fund A in ways which I shall 
come to, but would Le held and administered entil'ely separately and would be 
constituted and maintained as a po·pcl'ltal and 7uwmrmenl ca1>ital f 'tLnd for the 
continiL'infJ cleuclop111cnt of tile State of Alaska. 

What <lo 1 mean by a "perpetual and permanent capital fund"? Simply a 
.rtmcl in which the capital is i·cquir1~<1 to be maintained intact at all times, and 
is not subject to apJH'opl'iation for nny purpose whatever. 'l'he income of this 
Fund B would, of course, be availa'ole fo1· whatever u~.es may be deemed appro­
pl'inte by the legislature and the exec:utivc depnrtment in the inle1·ests of the people 
of Alaska. F'nl'the1·mo1·e, investnwnl.Q in Alaskan companies or pl'ojects could 
well be given a measure of pl'iority 1>ver out-of-stale investmenls. But tha li'und 
would be designed from the outset ti) conse1·ve ancl increase capital ancl to insure 
tl:.e flow of income from now to eter::1ily. 

In reccn t wcelrn, a n um b1;11· of : ·cp1·escn ta ti ves of ou 1· Ii rm have had discus­
si•)ns with vnrious people in Alaska on the subject of invcsLmcnL and utilization 
of Lhc proceccls from lhe State's oil .md gas interests and in these discussions we 
have been 1rratifiec.J to find thu t so many responsible people in the State arc 
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thinking along these same lines. Presumably their reasoning is much the same 
as ours. In the investment banking world, we are constantly exposed on almost 
a day-to-day basis to situations which demonstrate the insatiability of the de­
mand for funds once they become available and the ease with which capital can be 
dissipated. This is found at all levels-unfortunately in our own homes as 
well as within business and philanthropic organizations. It is at the g-overnment 
level, however, that we fin thi. · se ressure for current expenditure in 
J!:§_uwst ext?eme degree. This is perhaps an inev1 e pro uc o our political 
system, and we do not wish to be on record as either for or against it. It is 
simply a fact of life. In considering what is best for Alaska in the long run it is 
obvious 'to us, however, that the danger of dissipation of capital through appro­
priations from capital to meet current operating demands is most acute in the 
very type of situation in which Alaska suddenly finds itself. We suggest that 
strong self-imposerl discipline is most called for at a time such as this and that 
is why we regard it as essential in securing the greatness of the future of Alaska 
that the major portion of the proceeds derived from the sales last month be 
permanently removed from the type of pressure we have described. This is what 
we would hope that Alaska could :~ccomplish through forming what we call 
"l 'und B11

• 

In this same connection, I also want to emphasize that although $900 million 
is clearly a large amount of money in an absolute sense, it is not large in relation 
to the dimensions of the problems inherent in the long-range development of foe 
State of Alaska. The vast needs of the State underscore the importance of seizing 
upon this oppol'tunity to establish fo.e the State a permanent capital base which 
will in turn provide a perpetual flow of investment income which can be utilized 
to support the financing of local as well as State development projects and to 
attract new industry and capital investment into the State. 

While the approach I am su{rgesting would be bold and far-reaching, it 
would certainly not be unprecedented. The Permanent University Fund set up 
by the Stale of Texas more than one hundred years ago is perhaps the most 
strikingly analogous situfltion. This Fund, which was originally endowed with 
certain lands in 1839, even before Texas became a state, was subsequently 
augmented by the transfer to the F'und of two million additional acres, including 
one million ac!'es of semi-arid land in the western poi'tion of the State. As on 
your North Slope, gl'eat at'eas of this land proved to be oil producing. Pursuant 
to requirements set forth in the Texas Constitution, the proceeds of sales and 
lenses of these land grants, together with all royalties on the oil and gas interests, 
werc-aud are even today-required to be invested and maintained as a per­
manent cnpilal fund, wi th the investment income being available only for the 
co11:lll'uctio11 of pcm •ncnt imp1·ovements for the University of Texas System 
a nd Lht! Texas A and A University System. Today the assets of the Fund include 
cash and securities vnluccl at more than $600 million ns well as its interest in 
i·oynltics on oil and gas lands which arc producing 40 million barrels of oil and 
100 billion cubic feet of gas annually. 
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I refer to the Permanent University Fund in Texas not only because it is 
analogous to the type of Fund B th::.t we have in mind but also because we believe 
it will be important for the State of Alaska to avoid some of the errors that we 
believe were made by the State of Texas in the formulation and continued 
management of its Fund. As I l:ave already said, we fumly believe iu the 
wisdom of the basic approach, which was to prese1·ve and build capital forever 
aud noL permiL diversion of capita: for any purpose. The first error, however, 
was made in restricting so tightly :he permissible use of the income. Since the 
Texas Constitution provided that investment income could be used only for 
permanent improvements, the Unh ersity was for at least 100 years in the posi­
tion of depending upon annual legislative appropriations in order to meet lts 
recurring operatmg deficits. Freedom to increase faculty salaries, for example, 
was denied to the Board of Regents notwithstanding its annual investment in­
come of more than $20 million from the Fund. 

A second major error that we believe was made in the case of the Permanent 
University Fund was more undertitandable in terms of prevailing investment 
philosophy in 1876 when the first ~nabling provision in the Texas Constitution 
was adopted. At that time, and we] into this century, investments of the Fund 
other than in the original lands and oil and gas interests themselves, were strictly 
limited to U. S. Government and Texas State bonds. Not until 1956 was it 
possible to amend the Constitution to permit a broade1· range by substituting a 
"prudent man" test with a fm·the1 specific allowance that up to 50 per cent of 
the Fund might be invested in corporate bonds and stocks. 

This history of permissible investments of the Texas Permanent Unive1·sity 
Fund is typical of the historical : rend of legal limitations imposed by other 
States, no t with respect to investment of State funds, such as Fund A, but with 
respect to investments by State pension funds, insurance companies, savings 
banks and other institut ions which do not have need for readi ly available funds 
at all times. A review of these cha nges over the years compels us to the recom­
mendation that from the outset exceedingly broad disc1·etion should be dele­
ga ted by lhe State of Alaska with respect to investment of the pl'incipal of 
"Fund B". As you may realize, the prevailing philosophy earlie1· in this century, 
when the sounclncss of the dollar wt.s assumed, was to assure the pl'eser vation of 
institutional capital-by savings banks, insurance companies, special sta ~e funds, 
etc.-by enactment of rigidly defh1ed legal investment statutes. The State of 
New York wns the leader. Hs legal list was co1>iccl by a numhcr of othel' Rtates 
and J>l'Ovided, among othe1· things, .hat these types of instiLutional c~qJ i tal could 
be invested only in the "safest invEStmenls"-govel'llmcnt and slute obligations 
plus ut ili ty and mil roud bonds. W .th the dcpt'ession of Lhe ninoleen thirties and 
the resulting <lefaults anc11·eo1·guni.mtions of hunch·ecls of l'a ih·oads and uLilities, 
the concept that a legal list would protect capital wns shnttc1·ed. In mnny 
cases this led to even more constrv:ltivc fund manngement-invcstmcnt only in 
govcmment obligations. The hislo1·y of the enpitnl markets since Worlcl 'Na1· 11 
has vividly illustralecl the folly of this approach. We have now been in a pcl'iod 
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of fairly steady inflation for twenty-five years. Again legal limitations which 
emphasize safety of principal and assurance of income have failed to provide 
protection against deterioration of institutional capital set aside in legal port­
folios. Within the past decade, this bas led to the amendment of dozens of legal 
list statutes in favor of the standard of the hypothetical "prudent man"-in 
other words, the tendency in recent years has been to amend these laws to permit 
such investments as the ordinarily prudeut man might make in the management 
of his own affairs. During the same period it has also become generally acknowl­
edged that this hypothetical prudent man would be concerned by the continuing 
erosion of the dollar and would therefore concentrate an increasing percentage 
of his portfolio in equity investments. This reaction has most recently been 
reflected in the appearance of the "go-go" or "performance" concept of institu­
tional fund management. This philosophy has produced a growing pressure 
in every state to liberalize legal investment laws to permit state pension funds, 
insurance companies, banks and other regulated institutions to participate in 
"performance-oriented" investment programs. It is still too early to guage the 
succc?ss of this approach on its record. In many cases it would appear to us 
that too much emphasis is being placed on timing of transactions and too little 
on the intl'in"ic value of the investments. Another reactionary wave may well 
be coming. 

I certainly do not wish to suggest that I or my firm, more than anyone else, 
possesses a c1·ystal ball, but we would urge that there is li ttle reason to adopt by 
lc5islation rigicl criteria of safety or investment yield which would inhibit flexi­
bility of investment. Instead, for a permanent fund such as the "Fund B 11 we 
are discussing, the law of Alaska should allow wide latitude in the range of 
permissible investments and seek safety inore in the way investment decisions 
are made than in limitations as to what types of investments may be acquired. 

I do not wish to be misunderstood in this regard-we do not advocate ram­
pant speculat ion of State funds, nor do we suggest that the more aggresive "go­
go11 approach is compatible with the long-range objectives of a fund such as Fund 
H. I want to stress, however, that limita tion of the areas in which investment 
decisions a1·e permitted to be made will invariably result sooner or late1· in 
reducing the rate of investment growth. 

By its nature, Fund B would be the antithesis of what I have called Fund A. 
In Fund B, soundness of investments is essential but liquidity is not. In invest­
ment terms, this means that F und B would not be required to, and generally 
should not , snc1·Hice eithcl' yield or the opportunity fol' ca pi tu I app1·eciation, to 
liquidity of invcstlllent. For example, thousands of debt securities of major 
corpol'ations are sold privutely each year. In t ight money markets such as the 
'>nc we al'~ presently in, wi th bonds selling at 1·ccord lows and correspondingly 
recor d yields, corporate debt purchased privately will yield anywhere from as 
much us ~':! of 1 % more than corresponding public issues of the same quality. 
It is important to understand how much this can mean. If, for example, you can 
J>Urchase $1 million of 20-year bonds in the pl'ivate market which yield G ¥:? 7'o 
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instead of 6%·, the return on the additional 1h of 1 % interest will amou~t to 
$104,000 over the 20-year life of the bonds. What you may have to give up in 
turning to this kind of market is, of cow·se, the right to resell your bonds at 
any time without complying with the registration requirements under the Securi­
ties Act of 1933. Alaska's Fund B should be in a position, however, to take 
advantage of the extra yield made possible by foregoing the instant liquidity 
which it really does not need in this kind of investment. 

A second major area in which yield could be maximized at the expense of 
liquidity, is in direct investment in prime real estate or in debt secw·ed by 
mortgages or other liens on income-producing real estate. This is a vast area, 
offering a variety of choices and high yields to every type of investor. Again, 
however, you have to realize when you invest in land or in real estate mortgages 
that it will not always be possible to liquidate your investment by re-selling 
whenever you need the cash. if Fund B is constituted as we recommend, how­
ever, this consideration will be unimportant and I would think that investments 
in income-producing real estate, in first mortgages on such real estate, or in 
first mortgages on property leased to the U. S. govermnent or major corporate 
tenants, should const:tute a significant percentage of its portfolio. 

In money markets such as the one we have been exper.iencing over the past 
eighteen months, and which shows little signs of changing in the near future, 
the types of investments I have just been describing frequently offer added 
att1·activeness as a hedge against inflation. Institutional investors with im­
mediately available and lendable funds are today able to demand not onJy high 
interest rates but also, even in quality-grade investments, add itional considera­
tion in the form of an interest in the issuer's future growth. This may and 
often does take the form of wan·ants or options to pm·chase the borrowe1·1s stock 
which may be exercised at a pl'edete1·minecl pl'ice within a given number of years. 
Convel'tible issues, of course, offer an alternative tcchn ique for achieving equity 
participation while at the same time realizing a handsome current return. In 
.recent months, even mortgage lenders on pl'ime real estaLe backed by government 
guarantees of repayment h;we l·een able to insist upon a similar type of conver­
sion privilege or ovel'riding participation which will enable them to benefit from 
projected app1·eciation in land values. 'rhe investment limitations imposed upon 
li'und B should, of coul'se, be sufficiently flexible to permit it not only to take this 
type of interest into its portfolio but a lso to exercise its options 01· conversion 
pl'ivilcges when and as this becomes attractive in the futu l'e and to continue to 
hold the inte rests ::;o obtained. 

What about investments by Fund n in common stoclrn 'I He1·e the important 
question is not whethet· this should be allowecl-clcarly it shoulcl, both as a matter 
of nulhol'ir.ing a flexible approach to investment decision-making and as a mM.ter 
of enabling Funcl R Lo aJTange i ts inveslment pol'tfolio wilh a view to neutraliz­
ing the long-term effects of inflation. Instead, the impo1'lant question is the 
t:?:ctcnt : o which this should be autho1·ized and lhe types of safeguards that should 
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be imposed in order to protect the stream of income from the Fund. We have 
already referred to the experience of the Permanent University Fund in Texas 
which until last year limited to 50 per cent the portion of its portfolio which 
could be invested in corporate securities. In addition, the Texas Constitution 
also imposed a blanket restriction which prohibited any purchase of common 
stocks which were not listed on an exchange or issued by a bank or insurance 
company, and fw·t.her prohibited any investment in common stock which had 
not p.aid dividends for at least ten consecutive years. By constitutional amend­
ment adopted last year the overall 50 per cent limitation was repealed and 
the ten year dividend requirement was reduced to five years. ·This is today a 
common standard and, for that matter, this same requirement is presently im­
posed by the State of Alaska for investments in common stocks by domestic 
insurance companies. (In addition, Alaska requires that such investments be 
only in stock of companies whose net earnings over this five year period have 
been at least l lAJ times as great as their average annual fixed charges, including 
debt service and preferred dividend requirements.) Should Fund B be sub­
jected to these types of requirements? In answering this question you must bear 
in mind that although one objective of Fund Bis to preserve capital-which would 
include preservation of the value of its capital-it will also be designed as a fund 
to generate income for development of the State. Although I strongly urge broad 
flexibility, it may be important to build in restrictions against investment in non­
dividencl paying common stocks in order to assure the continuity of a substantial 
income stream. If Fund B is to be allowed to invest any portion of its funds in 
stocks which do not have established dividend records, the percentage should be 
very tightly limited-I personally would consider 2% to be liberal in this respect. 

In my comments thus far, I have concenfrated on the philosophy of Fund B 
and its investment and tl'ied to stay away from questions concerning the ways 
in which its income should be utilized on the theory that the people of Alaska are 
expei·ts on the needs of the State and their J>riorities and I am not. At the risk of 
rushing in where angels fear to tread, however, I would like to suggest for your 
consideration one application of the income which would produce im~1ortant col­
la teral benefits to the State at minimal cost, pel'hips no cost at a11. 'rhis sugges­
tion is that the income initially genel'ated from investment of the bonus pay­
ments, togethe1· with the future income-producing capacity of Fund B, be con­
tingently pledged to suppo1't payment of pl'.incipal and intel'est; on future general 
obligation bonds issued hy the State. The objective of such a contingent pledge 
would be to incrense the credit l'ating of the State's bonds from thcit· present Baa 
slatus to AAA quality m; soon as possible. In view of the 1·elationship of cur­
l'ent state cxpcrn.Jit ul'cS ancl debt sc1·vice i·equil'ements to JH'ojected State revenues 
over the next decade-which will include greatly inc1·ensccl income from severance 
taxes uncl i·oyalties-lhc likclihooc1 of cve1· nctunlly having to cll':tW upon Fund D's 
income to fulfill on the plcclgo seems !'emote indeed. Yet if we assume that this 
pledge technique coulcl lend to AAA t·ating, the annual suvingH could amount to 
as much as 1 % of the principal amount of all futw·e State bond issues. 
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It is logical next to ~3k-and for that matter we have been asked-whether 
this same type of approach might also be utilized to strengthen the credit of 
Alaska's municipalities, boroughs and other local taxing districts, and thereby 
facilitate the financing of local improvements. In other words, if it makes sense 
to pledge the income of Fund B in support of State obligations, why does i t not 
equally make sense to enter into the same kind of commitment on behalf of local 
government units, perhaps on a subordinated basis? Let me say that something 
along these lines may well make sense and might be of great value to the future 
development of the State, but only if it is conceived and established within a 
framework which takes into account the basic problem of facilitating local solu­
tions to local p1·oblems without encouraging uneconomic projects and without 
impairing local fiscal integrity. It seems self-evident, even to an outsider, that, 
a subordinated contingent pledge or a debt service reserve of the income of Fund 
B to repay any and all bond issues for local improvements, without regard to the 
financial feasibility of the specific project involved or the ability of the com­
munity to meet its obligations under the issue, would not be in the best long-range 
interest of the State and might well lead to early deterio1·ation of the income 
generated by the Fund. One obvious approach would be to create a special 
agency or commission of the State \ thich would be vested with authority to pass 
upon the quality of each proposed local bond issue ar?d determine whether the 
!ncome of Fund B should or should not be pledged lo support the issue. Frankly, 
I would be troubled by this approach. First, I am afraid it would lead to an 
unfortunate combination of too much dependence by local government upon a 
state agency and too much control by the state agency over lhe local community's 
control of its own development. Secondly, the state agency would be exercising 
fr ightening powers-its refusal to back a local project with n pledge of Fund B's 
income would in all likelihootl constitute the kiss of death fo1· lhe particular 
project involved. It would be naive not to 1·ecogniie the tl'emen'Jous political 
p1·essures that would be brought to bear on the rnemben~ of any state agency 
having such sweeping powel's. 

Although we have given considerable thought to these problems, I certainly 
um not prepared at this time to off el' :my one solution as lhe best one. lndeccl, 
within I<iddel', Peabody itself there is a healthy divo1·gencc of ideas in this nl'ea. 
One thought that has occurreu to us is that these potential problems might be 
alleviated by relying upon banks or other institutional invcstol's, 01· upon the 
municipal bond mnl'lcct in gcnc1·al , to assess the inll'insic quulity or p1·oposc<.1 Jocal 
g-ovcrnment issues. 'l'his technique has boon utilir.cd in a number of programs 
sponso1·cd by the fcc1cral govemment and iot· lhat mnllc1· in ccrlni11 ~Lale govcl'll­
mcnt pl'ognuns i11 Alaska. For example, lhe uutho1·ity or you I' SLutc Dcvclopmeot 
Co1·po1·alion to make loans is in effect conditio11cd upon tho applicant being able lo 
persuade an Alaska bank to !encl a given JlCl'ccnlagc of lhc funcls on lhc sumc 
basis. Since lhc Development Corporation does not suho1·clinalc ils lonn to that 
of the bnnk, i t is able lo rely upon the bank's inclopcnclen t clctc1·minntion thnt the 
loan is economically sound. There n1·c a number of ways in which this same 
technique coulcl be aclaplecl to local government financing. One a1>1H·oach would 
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be the establishment of a State Municipal Finance Corporation, which, like the 
State Development Corporation, would have authority to purchase a given per­
centage of any local bond issue but only on the condition that the balance of the 
issue be purchased by independent investors. If this approach were adopted, a 
subordinated pledge of Fund B's income might well be extended to all of the bonds 
issued by what I call the State Municipal Finance Corporation, in which event 
any savings in interest or financing costs might be remitted to the local gove111-
ment issuer or applied against its interest payments to the corporation. 

Something developed along the liues I have described might tend to reduce 
the dependence of the financially stronger local governments on Juneau, and at 
the same time permit them to share fa the benefits of strengthened credit stem­
ming from Fund B's flow of income. For this reason, I believe this idea is worthy 
of furthe1· consideration. In candor, however, I must say that this approach has 
been criticized by some of our people whose views 1 thoroughly respect on the 
ground that it would in effect benefit only those municipalities and local distl cts 
which least need help and would do nothing to help those which have demonstrated 
their inability to obtain financing in the public markets. This criticism may well 
be valid. When it was first expressed, some of us thought that the pl'oper n~ply 
was that even though the State undoubtedly has an intense interest in the devel­
opment of these poorer communities, and even though State aid or grants, or low­
interest rate loans, might be appropriate, the extent of this type of direct assist­
ance should be determined and directly controlled Ly U1e l~gh·Jative and the 
executive b1·anches of Lhc Stute Govemment and not by a semi-autonomous State 
agency. It may be. howeYer. that a special slate corporation SU.!h as the one I 
have dcscl'ibcd, should also be authol'izecl to pal'ticipate in this type of direct 
assistance function. For example. whatever portion of the income of Fund B 
that the State deems appropriate might be dcdicatccl to a special l'cse1·ve fund to 
sHppo1·t a ~pcciul i:;e1·ics of bonds issued by such a col'porntion, the proceeds of 
which would be ca1·m;ll'kecl solely fol' assistance to the poorel' local govcrnments­
those which iu·e unable lo finance thcit· local development nt prevailing intere.3t 
rnles but which would be able to do so if, for example, they could bol'l'OW funds 
at Iower-Lhan-mal'ket inte1·est rates. In this wny. the State might share with the 
local communi ty a portion of the cost of development without assuming control 
ol' that development. 

I sinc<'l'ely hope tlrnt you will not const1·11c the comments T have been making 
:.t:i anything 11101·c than J)l'Climina1·y thonghL'l on appl'Onchcs that might be con­
sic101·ccl in L1·ying lo facilitate development aL Lhe local level Un·ough use of the 
rcvcnucg g-cncrutecl by fi'u11d ll. These al'C ccl'lainly not definitive 01· complete. 
Having int1·oduccc1 the subject, howeve1·, T Lhoug-ht it only fail' to tell you some 
of Lhc irlc1111 that have been crossing through 0111· minds. 

Tho finnl aspect that I want lo comment upon this mol'ning involves the 
111nnnc1· in which invc!-\lmcnt decision!' will be mn<le by the SL:i le of Alaskn and 
tho dcterminnLion of who will be 1·cspon!;ible fo1· such decisions and for the invest­
ment rccol'cl of the Fund. The pl'Oblem is not only to insure thut the Stntc l'eceives 
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the benefit of expert investment thinking and research. It also encompasses the 
development of procedu1·es designed to assure the people of Alaska that decisions 
as to the investment of their funds are made solely from the standpoint of what 
is best for the State and by people who have no conflicting responsibilities. Per­
haps the worst thing that can happen for any institutional fund such as Fund B 
is for its investors-and here I i·efer to the people of the State-to lose confidence 
in the integrity of the Fund's managers, the people who are investing theil' money. 
It is perhaps unfortunate that even the slightest doubt or suspicion as to invest­
ment motives can tend to have this effect. Within the past few days, we have 
witnessed a manifestation of this on the national level with the appointment 
of a nominee to the Supreme Court thrown into qne8tion because of a personal 
investment. The same kind of thing can happen, and JJerhaps will happen, in 
Alaska unless the most scrupulous care is taken in seeing to it that the persons 
retained and paid to manage Fund Bare fully independent and have no competing 
interest to serve. 

How should you go about this? We are strongly of the opinion that in the 
Jong run the most satisfactory solution from every standpoint is for Alaska to 
develop its own in-house investment expertise with the responsibility for invest­
ment decision and management placed squa1·ely on the shoulders of an independent 
investment committee whose sole concem is the investment of the Fund. Hope­
fully, the membership of such a committee could be appointed in a way and for 
terms of office which would minimize the political pressures that could be brought 
to bea1· upon it. Such a committee and foll t ime staff should, of course, have the 
benefit of a continuous ~ow of the investment ideas an<l 1·esearch of those 
nationally recognized . ..:curities and investment firms which would serve the 
State as b1·oker and agent in the handling of lhe Fund's securities trnnsactions. 
I can personally assure you that in the handling of an ~\ccount such as Fund B any 
recognized securities fit·m would fully expect to )Jt·ovide this type of expert re­
seu1·ch and investment advice as an integl'al part. of the se1·vice it would pel'form. 
This advice should be CHl'efully evaluated by the investment staff of the state 
committee, howevel', and the actual decision as to each proposed pul'chase or sale 
should be made only by the commillee or its chief executive director or officer. 
Delegation of this aulhol'ity should not be permitted. 

The p1·incipal cliflicult.y with thiR approach is, of course, Lhat it takes time 
to find the 1·ight people to serve on ancl staff such n commillcc and clul'ing- whatevc1· 
lime this process consumes there will be funds to invest. It is therefo1·e difficult 
to avoid the conclusion that as an intcl'im solu tion the Slate will hnve lo look to a 
paid independent outside investment counseling 01· ndviso1·y c)l'ganizulion to 
provide the expertise which is so clearly necdect. Jn mnking this selection, we 
woulcl strongly urge tha t in addition lo scl'Utinir.ing the recot·d of the pnrtic:ulal' 
uclviser nnd Lhe qmtlifications of the pa rticnla r people who woulcl be nssigncd Lo 
nclvise the Stntc, the State shoulcl ulso cureJully consitlc1· the inclcpenclencc of the 
ndvise1· from competing interests. In <tll likelihood, nny aclv ism·y organization 
LhaL Lhc Stale rnighL consider for this appointment will have a multitude of other 
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advisory clients to whom it also owes responsibilities. Although this type of 
competing interest is what the State should be trying to get away from in develop­
ing its own in-house investment capability, it will inevitably be encountered in 
looking to outside advise1·s. We would suggest that the retention of any advisory 
organization which has additional types of competing interests in other areas oi 
the securities business, however, would invite criticism. 

One final thought. From more than a hundred years in the securities busi­
ness and more than a quarter century of that under the jurisdiction of the Securi­
ties and Exchange Commission, we have come to recognize that the surest solu­
tion to many of the problems of investing other people's money is complete and 
prompt disclosure of what is done. The people of Alaska will be entitled to full 
and complete disclosure of the ouerations and investments of Fund B and giving 
them the right to such disclosure should go a long way encouraging their con­
fidence in the Fund. Such disclosure should be required by law. 

In concluding, let me express my appreciation and that of Kidder Peabody 
for the opportunity given us to participate in the discussions at this annual meet­
ing. Your second decade wiU be one of excitement and chalJenge anil I consider 
it a privilege to have been able to contribute some of our thoughts on an important 
aspect of this challenge. 
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