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INTRODUCTION 

QUESTION SEVEN 

The intriguing element about this question is that 

when people had the opportunity to discuss topics of their 

own choosing, many of the same issues of the first six 

questions r esurfaced. 

Both renewable resour ces and the land issue were once 

again strongly reinforced here. They were first and third 

prioities state-wide. 

Throughout Alaska, the ten most popular areas of 

concern included the following braod categories. The l ists 

under each category reflect the more specific topics voiced 

by Public Forum participants. 



~estion 7 

l-!lat other inportant State problems ·do you feel should be considered? 

1. Renewable Resources 

Fisheries ; forestry; agriculture; recreational lands; subsistence; 
Fish and Game m:magement; and wildlife iranagement. 

2. Goverarrent 

Size/growth/cost; inefficiency; local control; accomtability; de­
centrc.Ll..izati.on; improvement of utili~ies (rural Alaska) 

3. land 

For comm.mity expansion; :individual homesites; subsiste:ice; parks and 
recreation. 

4. Transportation 

Improvement of ferry services and schedules; Need for competitive air 
service, ·better equiµnent and airstrip IDrk in rural Alaska; Corrmuter 
service by r ail; improvement of road syst~ . 

5. Economic and Population Growth 

Poi:;.ulation and growth concerns; taxes; cost of governrrent; new wealth; 
unerrployrrent. 

6. Alternate Energy Sources 

Exploration and research into w:ind, solar, tidal, hydro, geothenral 
energy alternatives. 

7. Heal th and Social Services 

'Problems of alcoholism, the elderly, housing and employment; need for 
\vel fare refonn. 

8. ocs 

Fears of adverse impacts to comnunities and environment. 

9. Crime 

Stricter penalties for criminals; nm:e police protection; election of 
judges; rcfonn of judicial system; law enforcerrent in the Bush. 



10. Capitol Move 

Pro and Con 
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Arthur D. Little, Inc., is pleased to submit this proposal to provide economic dcvelo~ment 
advice to the Dep~rtmcnt c.f Rc\'enue and the State Investment Advisory Committee. We 
view t11is as a.n exciting opportunity to be "present at the creation" of what could emer·,e as 
one of the more momentous economic de\'clopmcnt mechanisms so far conceived. We dpprc­
ciatc having had the opportunity to participate jn a number of St:ite Investment Advisory 
Committee· meetings and to meet with interested parties within the Administration and the 
Legislature regarding the possible scope of our services and the need for assistance in defining 
economic development analyses appropriate to the Permanent Fund. 

Our proposal is divided into lhe following·scctions, reflecting our understnnding of your 
requirements: 

• Bnckground 
• Sectoral Analysis 
• The Stntc of the Alaskan Economy 
• Purpose and Scope of the Study 
• Methodology 
• Work l',·ogram 
• Management Organization nnd Staffing 
• Cost, Duration, nml Dillinl; Procedures 

CAMORIDOE. a.tASSACHUs:ns 



July 7, 1977 

-2-

Mr. Jim Edenso, Deputy Commissioner 
. State of Alaska, Department of Revenue 1-8883 

We have made a diligent effort to respond to your needs on the basis of our professional 
judgment as to the appropriate manner in which to conduct this project. Should you wish 
modifications of our work program, we hope that we will have the opportunity to jointly 
review your needs in order to mak~ the necessary changes in our response. 

We believe that Arthur D. Little is unusually well qualified to meet the ne.eds of Alaska in 
the area of economic development, including analysis and development of recommendations. 
We base this belief on the following factors: 

• Members of the Arthur D. Little staff who will be assigned to this project 
have recently conducted or are completing assignments of a similarnature. 
Such studies provide us with a good background for evaluating the suit-· 
ability and appropriateness of pote!ltial economic sectors. · 

.· • Staff assigned to this project have operational as well as consulting expe­
rience with public agencies and public entities which have as their primary 
concern appropriate economic development and facilitation of this devel­
opment through various financial mechanisms. We arc experienced both 
in the area of .public policy and of industrial and economic analysis. 

.. ~· 
'I 

• Our Western Regional office in San Francisco specializes in regional 
planning and industrial development projects. We hnvc assigned to this 
projcc.t senior personnel with excellent credentials in the area or indus­
trial development. 

BACKGROUND 

Based on existing best estimates, between now and 1985 Alaska •s share of North Slope, 
Prudhoe Day, and other Outer Continental Shelf (OCS) oil and gns production can be ex­
pected to exceed S7 billion. In addition, 'the possibility exists for additional state income 
from the extraction of coal, iron ore, nnd other minerals. With this large potential revenue 
from non-renewable resources flowing in nt an incrensing rate over the comine period, it 
becomes necessary to dctem1ine from a public standpoint the optim:il ways to best utilize 
this income. 
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Until now, the majority of th~ oil-related revenues have gone into the st.ate's Gene!al Fund. 
While these revenues have provided for much-needed improvement in services and facilities 
provided by th~ state, a saturation point has probably_been reached fo. terms of the ability 
of state government to absorb much additional revenue on a current operating basis. This 
will be underscored by the significant increase in state revenues following the start of the 
flow of oil through the pipeline . . 

Last November the Alaskan voters overwhelrr ingly approved the concept and the creation of 
the "Alaska Permanent Fund." Simply put, the concept was to prov~de ~means of collecting 
at least a portion of the ongoing non-renewable resource revenues and placing these revenues 
in a permanent fund where the revenue capital would be maintained (the concept of perma­
nence) while the income from the fund could be utilized for vari~us purposes. This action 
was taken in anticipation of the fund's providing a sound basis for ongoing economic develop­
ment beyond the period of non-renewable resource extraction. 

,· 

Along with the passage of the referendum on the Alaska Permanent Fund, the ongoing State 
Investment Advisory Committee was expanded with additional citizen members reflecting a 
wide r:mge of viewpoints to consider the questions of the structure and organization of the 

. proposed Permanent Fund. Over the past few months, the investment committee, in associa· 
. tion with its consultants, has developed draft legislation detailing the proposed management 

·• : .. and organi~tbn for the Alaska Permanent Fund. 
-"·· ' ~ ·;. . .: ,~. ··· . . . 
· .. Quoting from Se~tion 37.13.020, 0 Pu.rpose of the Permanent Fund," House Bill 298, on~ 
.. version of Uie proposed legislation, provides an indication of the thrust of the gonls of the 

. · '. Permanent Fund: 

• .. 

.. (a) The purpose of the Permanent Fund is to provide a means of con­
serving a portion of the statc"s revenues from mineral resources 
to the ultimate benefit of present and future generations of 
Alaskans. The revenues so conserved shall be invested in income­
producing investment which wilt provide further benefits to pres­
ent and future generations of Alaskans, 

"(b) Further benefits may be derived from the use of the Permanent 
Fund to: · 
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"(I) .Assist the diversification of the economy of Alaska by 
making sound investments in Alaska's renewable and 

non-renewable resources. 

"(2) · Seek to smooth the cyclical pattern of growth of the 

Alaska economy. 

· "(3) Encourage and assist the participation of private capital 
from both within and outside Alaska in private enter­
prises of benefit to Alaskans ••.• " 

The Permanent Fund, at least as envisioned in the legislation un~er consideration, will be both 
a savings bank as well as a development bank. The draft bill provides that : 

.· • Half the revenues derived by Alaskc:1 from its mineral resources will be 
put into the Permanent Fund. At a minimum 40% of the fund's balances 

must be put into "investment gr~de securities." 

• As much as 30% of the remainder of the Permanent Fund will go to· pro­
viding long-term investment capital for expansion of private sector eco- . . 
nomic activity in Alaska when sufficient capital is r.ot available from 

other sources. 
. ..... <\. 

. . - . ' 

• 
'• . 

No more than 30% can go t~ public works for community development 
projects for municipalities and public entities within Alaska. . . 

Thus, a significant amount of revenue will be a.vailablc to the Permanent Fund for purposes 
of providing investment capital for existing and potential economic activity within the state. 

. . 

Having agreed upon the concept of the Permanent Fund, it becomes important to determine 
on what basis and through what set of criteria will fmancial assistance by the P~rmanent Fund 
in economic development projects be determ ined. As in any capit:11 budg~ting decision, typi­
cally. the fund will be focecl with a set of proposed projects whose cumulative financial re­
quirements exceed the Permanent Fund's financing capability at that point in time. Given 
this budget constraint, the question is then how to <tllocatc scarce invcstml!nt resources among 

a set of proposed projects. 
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In addition, the State of Alaska has historically been utilized as a resource base for the rest of 
the United States and to some extent Japan. Today it remains an economy primarily de\·oted 
to the extraction of both renewable and non-renewable resources with lit.tie value added from 

· the processing of such resources. Pipeline activity has been a significant short-tenn boost to 
the state economy over the last several years, but i't may weJJ leave behind little residual long­
term economic activity because of the relative "thinness" of the Alaskan economy. This would 
once again confirm the ·"boom and bust" characterization of the Alaskan economy. 

SECTORAL ANALYSIS 

At least in concept, the creation of the Pennanent Fund, with its ability to supplement and 
complement the existing commercial banking activity in Alaska with the capacity to provide 
long-term loans and/or equity participation on a development basis, could well be an impor­
ta~t mechanism for diversifying the economy and providing for greater utilization of Alaska's 

. resources within Alaska. 

One way of establishing a mechanism for budgeting and allocating scarce investment resources 
among alternative opportunities is to P.repare a sectoral analysis of the Ala:~ka economy to 

· identify those sectors, industries, or portions of economic acti\·ity that appear to have the 
· greatest payoff in the long ~n for Alaska in.tenns of diversification, income distribution, ilncl 

· : · .. the various other economic goals·the state might develop. This sectoral analysis would p~o-
. vide an overview of the economy, linking both the existing sectors and those that' might ·exist 

in the future to the ove.rall markets within the ·u.s. economy as well as the intcmationill one, 
·partictilrirly the Pacific Rini economics. By focusing investments in those sectors of the econ­
omy that are likely to have long-term markets rmd meet state economic goals, it is most likely 
that the investments will provide long-term gain for the Alaskan economy. 

Referring again to the proposed legislation to establish the Permanent Fund, "sectoral analysis" 
has been identi~ed as one important means for the fund to determine what projects it will 
finance and in what manner. Included in the section .. Duties of the Policy Board'' is an ele­
ment relating to the annunl review and approval of long-range operating plans based on sec­
toral analysis of the Alaskan economy. 

Further, iri the section cntitlcll .. Operntional Prir1ciplcs," various guidelines are provided for 
the operation of the public corporation. In addition to est;iblishing the 64prncknt person rule 
of investment," this section rcquires·th•H the particular project or investment being consid­
ered be able to stand on its own in terms of financial productivity. Should the Permanent 

. . . . .. .. . . . .. 

• .. 

. . ' , l 
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The relative thinness of the Alaskan economy reflects the fact that so much of the consumer 
goods as well as a good portion of the industrial requirements are imported. indicating tremen­
dous leakage of Alaskan income to the lower 48 and elsewhere. Recently in ~laska, the distri­
bution of wage and salary employment, a measure of econo111ic activity. has been roughly in 

. the following proportions (this excludes self-employed workers, which exclusion would tend 
· to understate. among other things, the fishing component of the Alaskan economy): 

• Mining (including oil and gas extraction) 3% 

• Contract construction 17% 

• Manufacturing 5% 

• Transportation, communication, public utilities 10% 

• Trade 16% 

• Finance. insurance, and real estate S% 

• ·Services 16% 

• Government 29% 
. 

The above figures indicate the dependence of the economy on government - federal, state, 
and local. Contract construction representing 17% of recent total wage and salary employ­
ment is obviously distorted because of pipeline cqnstmct'on and related activities. Mining, 
even including oil and gas activity, provides only a mode~t proportion of the wage and salary 
employment in the Alaskan econo.my. Thus, even with recent pipeline: activity, sectors im- · . 

. . port~nt to increasing the. amount or income retained \vi thin the r\Ia.skan economy remain 
small. In fact, in the pe.riod.from 1970-1975 manufacturing employment actually. grew very 
modestly ·and stands nt no more than 9000-10,000, primarily in fish processing and forest 
product activities. 

Excluding government employment, the Alaskan economy relies in greater or lesser amount 
on the following activities: 

Ml11eral exploration, dc1•clopme11t, and l'roductio11, including fuels and metallic and nonme­
tallic materials. Herc the possibility exists for expansion in a num~~r of areas. It npp1~:irs 

that the coal potential along with 1>etrolcum 11atural gas can pro .. ·ictc an ongoing thrust to 
economic nctivity. 

Fisheries. With the passage of Public Law 94-264 extending the U.S. Conservation and Man­
agement zone to 200 nautical miles, fishing is still inn period of nux. It c~m be nnticipatcd 
that at least some poi~;on of the yieid of ground fish currently i;oing to Russian and Japanese 

• .. 
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ships, will go t<! Alaska eithe~ through actual participati~n in the fishing or some payment 

· mechanism. In addition, the traditional catches of the Alaskan fishing industry - sa~mon, 
king crab, snow crab, shrimp, and halibut - will continue t.o provide a basis for possible ex-
pansion of ~his sector. · 

Forest products. This sector, in v.:hir;h the current demand is primarily for pulp for both the 
lower 48 as well as Japan, reflects the sensitivity of the industrialized economies to materials 
competition. With the recent rise in oil prices, pulp has been substituted to some extent for 
petroleum-based fiber. The balance to be struck in the forest products industry in the future 
is unknown. 

Tourism. Certainly in large measure a renewable resource, tourism has emerged recently as 
an important component of the Alaskan economy. Because its impact covers numerous sec­
tors in a typical economy, it is difficult to me?sure. Whatever the combination of cruise ship, 
highway, ferry, liner, plane, and motor coach modes of travel, tourism wilt continue to grow 
over the next 10 years. Ways of insuring maximum returns to Alaska of tourism activity are 
still to be determined. 

Agriculture. Agriculture -·mainly eggs, potatoes, a~d milk - pro~ides a modest contribution 
to Alaska's domestic needs. Similarly, 'truck forming surrounding. the urbnn areas meets a. 
rr.odest part of the increasing demand in the urban population. Importation of food products · · " 

._ from the lower 48 continties to he an important "leakage" 'out of the economy, and it ca.n be 
anticipated that opport.unities in this sector will emerge over time. · 
... 

·, o \ 

Where docs the ccononw go in the future?. Arc there take-off possibilities bnsed on capital­
izing on resources, cspcciall}' the rcne'wablc resources, of Alaska? Can this tremendous store­
house of resources and energy potential be developed with sensitivity to the compntibility of 
maximum utilization of renewable resources with the unavoidable use of non-renewable re­
sources? These arc the types of questions which a sectoral analysis of the Alnskan economy 
will begin to examine. 

PUnPOSE, SCOPE, AND APPROACH 

As a bcginnin~ point for the ongoing econoir un:ilysis that will be required for proper proj­
ect assessment by the Permanent Fund, this proposal is directed toward developing a struc­
ture •md/or framework for c·.-aluating proposed projects for investment. We h:we tamed this 
a sectoral analysis - an examination of the Alaskan economy from a macro viewpoint, link­
ing its current :111d potential outputs with those of tht! rest of the U.S. cconom}' as well as 

.~ 
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Pacific Rim areas, to identify those long-term markets in which Alaska can most probably 
compete. Our work would also include an assessment of the internal Alaskan demand for 
various outputs, to it'entify areas where there is a possibility for "import substitutio_n." In 
other words, given certain investmerit potential among various sectors of the Alaskan econ-. . 
omy, what areas wi'f have the greatest payoff to the Fund, balancing risk and return. 

Our proposed worl would identify the a!'sets that would foster growth and the liabilities 
that constrain or ir111ibit development of particular activities in ~laska, and the mechanisms 
that might be used to remove or at least mitigate impediments in various sectors. To the ex­
tent that long-term capital will assist in removing impediments to -development, clearly the 
Permanent Fund can well become an important mitigating measure. 

The crux of our approach is to build upon existing studies, data compilations, and investiga­
tions of current activity in a manner which will maximize the inrol\'cment of the private sec­
tor as well as the public sector. This will assis_t in the identification of appropriate sectors in 
the evolution of economic diversity and stability within the Alaskan economy. 

Specifically, our analysis would include: 

. , .. ,_:.. I . 
· . .,,. \ • .... 

. 2. 
.• . • x 

An assessment of the long-term outlook for the U.S. economy as well as 
Japan:·,.... . . . . 
An assessment of growth prospects for individual indust ries . . . . 

3. An assessment of the outlo.ok for the Alaskan economy and industry: .. .. .. ... . . 
a. ldenti~cntion of influence of national, intcmntional, and state 

trends. 

b. Identifica tion of factors contributing to or inhibiting growth 
in Alaska-based industry. 

4. Evaluation of major sectors of the Alaskan economy: 

a. Resource extraction, such :1s petroleum and natura: gas, other 
minerals, forestry, fisheries, and ngriculture. 

b. Manufacturing and processing, such as fish processing, other 
food proccss:ng, pctrokum- and natural nas·rclatcd processing, 
and wood prodt::ts. 

c. Tourism 

. .. . . 
... 
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d. International and domestic trade iinkages 

e. Energy 

1-8883 

S. Identification of candidate industries for pos5ible establishment in Alaska. 

., 

.. 

6. Preparation of sectoral analyses 

a. Characterization of industry at national level. 

Size . 
Location 
Concentration 

b. Historical development. 

Major growth influences . 

c. Long-term growth prospects . 

·· ... . 
Macro economy 
New products 
New markets 

. . 

. . \ 

- · Other considerations 

d. Industry in Alaska: . 

... 
Contributing factors . 
Inhibiting factors 

e. l~dustry dcveiopmcnt and the Pc~manent Fund. 

Consistency of goats 
Recommendations for fu rther action 

7. Sugge!:tcd project financial productivity measures. 

a. Fund investment criteria. 
b. Sector fin:mcial measures. 
c. In it ial sector priorities 

'Ilic underlying goal of the above analysis is to utilize the revenues derived from non-rcnewabll! 
resources to achieve maximum u::..: cf renewable resources within the state. 
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II 
UETHODOLOGY 

' ' 

lhe development of a sectoral analysis emphasizing identification of possibmties for vertical . \ . ' . 
integration within the Alaskan economy to capitalize on existing renewabfo and non-renewable 
re.sources as well as expanding the availability of goods and services for the internal Alaskan 
economy requires a broad approach and a wide array of methodologies. The product of this 
proposed study is not just the output of a macroeconomic model; rather, it is the results of 
several flows of analyses coming together, leading to the identification of sectors appropriate 
for consideration by the Permanent Fund for project investment - sectors that are either rep­
resented currently in the Alaskan economy or are likely candidates for inclusion in the econ­
omy over the next few years. This would include vertical integration in l~rrns of the process­
ing of both renewable and.non-renewable natural resources, as well as consideration of ways to 
reduce the leakage out of the domestic economy. For instance, over the next few years cer­
tain thresholds may wen be reached within the economy, permitting the ilstablishment of 
bt&siness activity that heretofore could not viably compete b~cause of such factors as Jack 
of economies of scale, sufficient domestic market, etc . 

. An important aspect of our a'pproach and methodology is the utilization of our ongoing eco­
·riomic advisory :;crvice. Over the past several years Arthur D. Little has offered a variety of 
.programs to both pubiic and private clients focusing on the grO\V.th prospects for the U.S . . 

~ economy and, ·rribst_importantly, individual industries within the sector·s. Currently a te:im . . . ~ 

.. of analysts is charged with assessing the performance of the U.S. and international economies .. 
.. :.and the implications for indu.stry !. p0w.th- Prominent ir1 this ongoing effort is Arthur D • . 

. · Little's large-scale input-output model of ti1e U.S. economy, which characterizes the inter-· · 
face between the. macroeconomy and individual industries, incorpornting technological 
changes, new products, m~terial substitutions, etc. As part of this effort we closely mo,l"\itor 
the economy and developments in areas such as: 

• Consumer spending. 
• Business capital spending. 
• New building activity. 
• Fiscal and monetary policies. 
• International trndc activities. 
• Worltlwidc economic.: conditions. 

Through these activities, Arthur D. Little main tains close 1iw:ueness of developments in more 
than 220 individual in~u strics (sec A'ppcnclix A). This provides us \\' ith a large, compreh~nsivc. 
consistent, and detailed (four digit industrial classifica tion) ir..lustry l'tformation system for 

\) . 
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problem solving - in particular, identification of likely sectors of growth in the Alaskan econ­
, omy. This information system, embodying the analyses and insights of a large body of Arthur 

D. Little expertise, is carefully managed and continually updated. 

WORK PROGRAM '"·, 

To achieve the purposes of the project, we propose to undertake the following t~ks: 

I . Characterization of existing conditions, 

2. Assessment of the present Alaskan economy, 

.3. Determination of the domestic/international markets related to outputs 
of key sectors of the Alaskan economy, 

Preliminary analysis of the comparative locational advantage for Alaska . . 4. 
by maj~r sector, 

• • :.,_ .. "-'i .1. ~·· ··; 

- ··5~ Jnte.rsectoraf cbst/benefit comparison. a~d dev<:iopment of investment · 
' .!:·..;..:~. ::.· · ... cr1"teria ·and . · ' . . . . ·:: .. . : . .. . .. \ ·. \ : 

• ' :•.: t~, l ' • '• ' • • : y:\ , !, ••• ,· ,•: • 1\ ' l<O ', ': • • : ' I, ' I \ ', f I 

<:.-.;- 6: . Suggested sectoral priorlties for the. Permanent Fu~ct'. ...... ' ~:.~ ·. : . .. . ... · . . . 
.. t •• t . ~ 

,. . ,·,. . : . ... . : .. 
.'' 

. . . ,. . . ·' 
t I o • 1 ' :. • o 0 f • 

Task ! - C/zaractcrizalion of Existing Conditions in Alaska 

To establish a consistent set of baseline information for determining suitable sectoral in\'est­
ment focuses and developing economic development strategics, we will first initiate n recon­
naissance program to bring together relevant information on the existing situation within 
Alaska. This will cover existing studies and ongoing research including relevant data and 
analysis from the numerous affected public agencies in Alaska as , .. :JI as pri\'ate sector 
sources. 

To compleml!nt the review of existing published data and analyses. we will conduct a struc­
tured interview program with appropriate persons primarily in the private sector in the major 
ar\':as of activity in the Slate. This progrnm will pro\•idc ttdditional background on issues we 
consider it necessary to address and on the current nature of economic acti\'ity, Jnd will also 
provide a preliminary assessment of the ability of existing Abskan industry to compete in 
expanded markets. 
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There are a number of studies in progress th3t provide infonnation on the current state of 
the Alaskan economy; this· inclu<:les both statistical information and "models of the economy.'• 
Among these basic sources of information are the following: 

. ' 
• ~Jaska Department of Commerce and Economic Development. 

· • Alaska Department of Revenue. 

• Alaska i>epartment of Labor. 

• Govemor•s office, Policy Development and Planning. 

• University of Alaska, particularly the Institute for Social; Economic and 
Government Research related to their "Main in the Arctic Program.0 

. . 
.· • Bureau of Land Management, quantita tive models developed for assessing 

impact on the Alaskan economy of oil and natural gas development. 

• Trade flow models developed both in the State of Wasrungton and in 
. . Alaska linking the Alaskan economy to the Northwest portion of the 
.. ' .. . . , ... I 48 . ~. · 

.• · !·~ • .. , . ower . . 
. . ..... : .:.;" .:?:/~)~ .. i· ·~ :.:: ·:.~'·'.·:!.:.~~:~.:'.:·· .. ... . .. : . . ~. ~ ·~ · .. : . . . " 

:-- . :· · . . :. · ··:· Other public agency informatiOn~ ·· · 
. . : . . . : .·-~ .~~/·:.· ... ~::· ..... ·,:1.:;.:- .· .:~ .' ·:. ·.· ... . . ( . . . . . . 

. . · . .. .. ,. : .. :· :. • : The scfof Regionp.l Profiles prepared by.the University of Alaska for 
· · · · ': · · ... :·::··-:.'.: ~.;~~~ ·~· the· state and the Joint F~dera.1-Statc Land µse Planning Commission 

for Alaska. · · 

. . . . .. . ' •· 

Our analysis t;f the availability of infrastructure and 'cvel of community de\·e!opment will be 
based \lpon information provided by the Alaska Department of Highways, the Alask3 Depart­
ment of Public Works, the U.S. Bureau of L:ind Managcrucnt , and the U.S. Bureau of Indian 
Affairs, supplemented by local area information from the Al;tskan Dep:irtmcnt of Community 
and Regional A ff airs. 

For specific sectoral information - i.e., historicc! measures of economic ~1cth'ity - we would 
utilize information from such entities as the Alnsk:l Dcp:utmcnt of Natural Resources, Alaska 
Department of Fish und G:mc, the 1)ivision of Economic Enterprise of the Department of 
Commcrc~ and Economic Development, 1hc National ~tarinc risherics Service, the Burc:iu 
of Indian Affoirs, the U.S. Forest Service. :ind the Bureau of Mines. 

I .. ..... 
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Task 2 -Assi!ssment of the Present Alaska11 Economy 

1-8883 

To place Alaska in persprctive, we will utilize the baseline information developed in Task I 
to prepare an assessment of the present Alaskan economy. This will include: 

• Trends in economic indicators, 

• Identification of strl.lcturnl relationships within the Alaskan economy, 

• Delineation of regional economic activity in Alaska, 

• Nature of economic development factors, 

• Characteristics of the major sectors of the current economy, 

• Level of infrastructure development, and 

• Preliminary identification of constraints and impcdinicnts to future 
economic growth. 

This assessment will be ·utilized later in this' ~vork program }·~ co>mparc Alaska's potential as 
well as development constraints with likely emerging markets within 1\lask:l, elsewhere i~ the 
Uni.led States, ilnd abroad. Labor supply and wage structure, transportation amt comi:nun_ica­
tions, capital availability, utilities, tax structure, and existing markets will be included in our 

· examination of dcvelopment-relat -:d factors . . 

The major basic sectors of the economy, including resource extraction (e.g., petroleum and 
natural gas, other minerals). forestry. fisheries, and agriculture, plus the currently limited 
manufacturing ancl processing areas, will be chnracterizcd in terms of their long-term poten­
tial. Tourism - nn activity that cuts across n number of sectors of the regional economy -
will be quantified to the extent possible, :md the sensitivc factors in it will be idcntific'~­
Energy development, including utilizat ion of coal :rncl hydro, the potential of geothermal, 
nnd the utilization of oil ancl natural gas, will be de lined. 

. -

. . .. 

.. . . 

.. " ... 
• 1 
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Task J - Determination of Domestic/lnlemational Markets Related to Outputs of Key 
Sectors of tile Alaska11 Eco11omy 

We will utilize Ute Arthur D. Little e~;onomic analysis model which provides information 
(among oth:.-r things) on the output from 220 industry sectors. (Sec Appendix A for dis­
cussion of the industry indicators and industry sectors included in this assessment.) This 
will be used as a take-off point for estimating 10-year demand for output~ of various indus­
trial sectors and, in combination with the results of Task 2, will enable us to screen down 
to those sectors that represent possible expansion potential. 

We not~ thnt, in addition to the util:zation of infomrntion on the U.S. economy, along with 
information on trends in the Japanese economy, we wm examine (again based on the infor­
mation from Task 2) possibilities in non-basic sectors of the Alaskan economy such as the 
service, trade, and other areas that might represent important growth prospects. It is our 
feeling that there is a need for a blend of quantitati~e analysis with quali.rntive judgments 
regarding possibilities for expansion of some of the smaller sectors in the Alaskan economy 
for which local manpower and local resources can be utilized. To the extent possibh!, utili­
zation of renewable resources will be stressed to enable the economy to reach a sustainable 
level of activity. 

. . , . 
Task 4 ~ Prellmf11ary Analysis of Comparative Locatlo11a· 1tcfrantage for Alaska by Major 

· · Sectors · 

The result~. of Task 3 will identify on n preliminary basis those sectors both existing and 
potcntlnl that mny offer the opportunity for expanded economic acti\'ity in Alaska. In 
this task we will utili7.c industry (or sector) specialists to determine on a pre-feasibility study 
basis the ability of Alaska to compete with other nrcos providing similar outputs or products. 
lfnving previously identified growth sectors, we will cvulu:lle which of Alasko·s choractcristics 
operate to its ndvnntagc os an industri:il locntion nncl which or~rutc to its. dis:idvant:igc. This 
will require knowlcdi;c of the sectors' resour~c input requirements, labor and c:ipit:il rcquir~­
ments, and market distribution. 

The key factors in the detcrmin:ition of the locat ional requirements of the potcnti:ll sectors 
ndc1ressc<I wilt Include proximity to suppliers nnd rn:ukcts, nvnil :1l>ilitr of lnl>or force, sensi­
tivity to other input costs, tnxcs, infrustructuro requirements, nnd rl!l:ttl!d Industrial factors. 
R:111kinc of the relevant im portnnc:c" of l'ach of the above will be made for sector :iml industry 
types. 

··-

1 • 
• , r. • . ... 
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The candidate industries would be those whose locational requirements would be most closely 
met by Al~ska ns compared to other potential areas. 

Task 5 - Jntersectoral Comparison and Development of /m1estment Criteria 

The results of Task 4 will provide an estimate of the likely ability of Alaska to com pete in 
the identified sectors on a statewide basis. While the economics of a particular establishment 
might indic3te potential for Alaska, for example, lack of development of infrastructure and 
related factors may hinder economic development in a given sector or industry. In this task 
we will examine on a subregional basis the likely distribution of future economic activity 
related to major sectors with the goal of identifying problems associated with, for example, 
lnfrastmcture that would provide access or supply water or energy to the particular economic 

. activity. This will enable us to make a preliminary ranking of appropriate sectors in terms of 
viability of a particular enterprise or cslabli >hmcnt, 11nd of the types of investment in infra­
structure that probably would be required to facilitate development. 

TJte results of this interscctornl comparison will be a preliminary se t of investment criteria 
for establishing on a project-by-project basis the '1ecessary types of information that will be 

.required when a proposed investment comes before the Permanent Fund. 

The project analysis based on certain investment criteria will differ from fin:mcing decisions 
in degree of complexity and in the bre:tdth of its scope. The financing of proje.cts requires 
an examination of the several methods of financing, such as debt , equity or combinations 
thereof and the terms and conditions of the finoncing instruments, and the project's ability, 
operating as well as financial, to provide a return on nn investment mndl! in it. Typic:illy this 
procedure will include an annlysis of operating performance, return on capital ratios. and 
other financial ratios. On the other hand, to select investment opportunities, the Pc:rmancnt 
Fund will view the particular financing decision as only one pnrt of nn o\·crnll strntegy. An 
investment nnulysis requires the design of n methodology for mcnsuring various projl!cts, the 
use or scnsith·ity nnu lyscs; nnd the development or risk/return profiles on each project under 
consldera lion. 

In this tnsk, we will consider the following aspects or developing investment criteria for proj­
ects within various sec~ors: 
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.. 

• The fund strategy is initially determined. This includes identifying the 
mix of projects desired in the fund, and their risk, return, and capital 
requirements. The choice of various projects will determine the financial 
structure of the fund and· will define the overall level of risk the fund will 
be able to support. A "hurdle rate" refers to this risk level whenever a 

• 

project is considered as a potential investment. · 

In the evaluation process of choosing among projects one key assump­
tion is that investment decisions wilt most likely be made under a capi­
tal rationing situation. This means that the fund itself will be limited 
in size and that if presented with several "attractive" investment oppor­
tunities, the selected process must decide up)n only a subgroup of the 
total array of possibilities. 

For evaluation purposes, each project must be analyzed according to 
.· such criteria as the net present values (NPV) of earnings it proposes 

• '1 

to achieve within a specific timetable. The fund will value this proposed 
stream of earnings according to the amount, timing, nnd opportunity 
~osts it is likely to incur. These costs represent the opportunity fore-

·. 

. gone on the next most profitable. investment. 
: ... · . . 

.O~her measurements of projects exist, such as the payback method 
which analyzes the number of years required to return the original 

. investment - the far simplest method. Payback criteria, however, do 
' not consider income beyond the payback period. Therefore, if the 

fund portfolio is to be viewed as an ongoing source of cash, attention 
must be given to events beyond the one project's payback period. This 
necessitates a tong-tcnn fund stra tcgy. 

Thus, an objective of the fund strategy will be to select the combination • 
of investment proposals that provides the highest net present value sub­
ject to any constraints for the period. To determine the NPV of n proj­
ect, the appropriate discount rate will have to be selected. Thi! discount 
rate must be In line with the hurdle rnte, must consider an opportunity 
rate, should include on inOation foctor, and most importantly must 
reflect a risk factor. For n project within a pnrticul:tr sector. its fin:in-
cial productivity should bear a relationship to the tong-run char:ictcr-
istics or the industry in which the project is located. 
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• . Once the rate is set, and the NPV computed, a sensitivity analysis should 
be undertaken to examine how volatile the variables arc thnt determined 
the projected stream of earnings. If a company has a perfonnance history 
against which variables can be verified and adjusted, this task is much 
simpler. If, on the other hand, the fund is presented a pro;:o~~l for e.i. 

new project with untested characteristics, the exercise of assigning prob­
abilities to the variabl!:s becomes more difficult. The sensitivity analysis 
provides another tool of measurement and helps define more clearly the 
risk level of the project. 

• The risk analysis of an investment decision docs not simply en tail mea­
suring the risk of a project relative to its potential return. A particular 
project's risk must also be judged against that of other investment oppor­
tunities and most importantly against the overall risk of the fund itself. 

.· This m~ans that the project should at best complement the fund's risk 
level. This can be accomplished, for example, by fitting the projecCs 
risk level against other fund projects such as having the risk of a high 
risk/return balanced against a low risk/return project. 

• •I 

... 
• • I 

Task 6 - Suggested Se~toral Priorities for the Permanent Fund 

To provide the dcd°sion-makcrs within the Permanent Fund with useful sectoral information 
against which to evaluate proposed projects, this tnsk will focus on assigning priorities to sec­
tors and/or industries that appear to justify possible public investment. We will suggest short­
tcrm ns well us long-tem1 priorities, based on not only market and r~source use criteria but 
the state of development of the associated infrastructure necessary for the establishment of 
certain industries. For example. it might be that in the immediate future, certain projects 
that might be proposed within particular sectors may be in existing, developed areas where 
access to :wail:1blc labor und i11frastrncturc is relatively cnsy. These projects m:ir ha\'c more 
imrneidatc public returns. 

For long-term projects, it may be that irwcstment might be required not only in the enter­
prise it st:l f but in the infrnstntcturc such as ro:Hls, utilities, etc., necessary ro m:tke it fonsiblc. 
Thus investment in these projt:cts, e\'cn though within promising sectors, may r~quirc grc:it1~r 
investments over lon~er periods of ti!11c. 
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In establishing these priorities we would anticipate the involvement of the committee to in­
sure an understanding of the procedures that we would have gone through in arriving at these 
priorities. 

MANAGEMENT ORGANIZATION AND STAFFING 

I will be project administrator and maintain day-to-day administration of this case. My profes­
sional experience includes to years as a regional economist and industrfal development sped<dist 
with Arthur D. Little, Inc., in a wide range of public and private projects. I will have major 
responsibilities in the assessment of the current Alaskan economy, in linking the long-tenn 
demands in the overall U.S. economy, and that of Japan, with the appropriate sectors of the 
Alaskan economy, and in developing investment criteria and ranking sectors for possible 
investment. 

I have extensive experience in the development of criteria for location of industrial activity 
in metropolitan and rural areas both in the United States and in developing countries; much 
of my work has also involved identification of specific economic activities appropriate for 
particular areas. Domestically, my work in industrial development has included identification 

.. of target industries for regions in Kansas, Nevada, Pennsylvania, Oregon, Washington, and · 
Califomi:l. · 

. . . ' '" - ... , , ... .. : 

Internationally, I have examined the prospects for expansion of particular economic sectors 
·in the countries of Senegal, West Africa; Republic of South Korea; :ind in the developing 
economics of the South Pndfic, specifically the Kingdom of Tonga and I he island of Truk, 
in Micronesia. These studies have also assessed the benefits and costs associated with the 
development of the specific sectors. 

Closely associated with me in this project will be senior Arthur D. Little staff members with 
extensive experience in the broad areas of regional economics nnd industrial development: 

Cyril C. llcrrmmm - Dr. Jlermiann will assume primary project m:rnagcmen t and implement 
overall contract nnd study policy. Dr. Hcmnann hns been n consullnnt with Arthur D. 
Little for 22 yc~1rs, nnd hns worked on mnny economic development projects. His 
domestic work has included studies in New England, FloridJ, nnd Californi:i. For several 
years he wns manager of the Arthur D. Little "Operation Doobirnp"' program in Puerto Rico, . . 

..., . 
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one of the most succl!ssful industrial development action programs ever established. He had 
similar responsibilities for indu~trial development programs in Egypt, Iraq, Honduras, the 
Phillipine~, and severai prcvinrcs in Canada. He is Vice President of the Urban Land Instit~te 
and Chairman of the Research Committee. 

Harry Foden - Mr. Foden will join with Dr. Herrmann in providing policy guidance and proj­
ect review. Mr. Foden's experience in economic development work for Arthur D. Little ex­
tends over a 20-ycar period. Within the United States he has directed studies for states, muni­
cipalities, and public utilities, including New York, Pennsylvania, Mississippi, Massachusetts, 
Illinois, Indiana, and South Carolina. Overseas he has been involved in economic development 
work for Iraq and currently is engaged in such studies in Saudi Arabia. He is an Executive 

·Group Member of the Industrial Council of the Urban Land Institute and a member of the 
American Industrial Development Council. 

Vi11ce11t Ficcag/ia - Mr. Ficcaglia is a senior staff economist whose work is concentrated in 
the areas of industrial and regional development and applied quantitative economics. Over 
the past several years he has directed numerous studies employing econometric and other 
qmmtitative techniques. In particular, he has utilized Arthur D. Little's input/output model 
of the U.S. economy to address questions related to the impact of various public policy mea­
sures a~d ne.\~ industria~ developments upon national, r.egional, and local economies . . . .. 

' . .... 
Donald Tatzin - Mr. Tatzin is a regional planner and economist specializing in the iden tific:l­
tion of economic sectors for regi.onal and local economics. He is presently evaluating th~ 
type and magnitude of new industrial and related activities associated with the effects of . 
Alaskan· Outer Continental Shelf development on Puget Sound and the.State of Washington. 

Richard Goodale - Mr. Goodale is a financia·r specialist with Arthur D. Little, conccntrnting 
on investment opportunities and financial analyses. 

Christopher Krebs - Mr. Krebs is :m econ om lst and social analyst with special interest in com­
munity and rcgionul economic development and public policy formut:ition. Of particular rel­
evance to this project is his recent work for a major U.S. air carrier rcgJrding the trad t: linkages 
and communities of interest between the United Statl!s and Japan, focu sing particularly on the 
impacts on the Pacific Northwest economy. 

In addition, as appropriate, tcchnic::! specialists knowledgeable in particular sectors will be 
called on lo pro\'idc in-dt:pth assessments of markets :rnd competitive positions within these 
sectors. Their resumes and those of the project team members art: nttachcd. 

' 

-.· 
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COST AND DURATION 

It is our understanding that this work is to be completed within six months. Assuming an 
early August start, work could be completed by the first of February during the next 
Jegjsl'ative session. By early October we would be able. to provide an interim report to 
you and the committee relative to the preliminary sectoral analysis. We will also submit 
monthly informal progress reports indicating work done to that time. 

The final report could ; e p1esented in January, with the final report in 20 copies and a 
reproducible master copy provided at the beginning of February. 

For the work outJined we propose that you authorize a fixed price of S98,000 to cover 
professional services and expenses. We have estiniatcd that the following lc\'els of effort 
by task will be required: 

P1ofes1lonal S!rvicc 
Task 

and Expense 

... 1 - · . \. s 6,500 
: 

2 .. . 
8,000 . . , 

3 
.. 

18,000 •• I .. 
4 

41,000 

6 
14,500 

6 
10,000 

Invoices will be submitted monthly nccordin,g to the following schedule and will be 
pay a hie UJ>on receip t: 

.: 
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Invoice Date 

End of Mont~ 1 . . . ~. 

End of Month 2 

End of Month 3 · 

End of Month 4 

End of Month 5 

End of Month 6 

Submittal of Final Jlcport 

GENERAL PROVISIONS 

1-8883 

Amount 

s1s.ooo 

15,000 

15,000 

15,000 

15,000 

15,000 

8,000 

Our work for clients is conducted on a confidential ba!iis, and we will treat information deyel­
oped hereunder in accordance with our established professional standards. 

s.;cC~nriouOccmcn t io ihc public of our wo",king".clntionship, either.~hilc ii is in progress 
or afterward, might be mutually beneficial, we will discuss with you any opportunities w~ 
sec in this area. Of course, the details of any such announcement would be confirmed in 
writing by both parties. 

Our work will be on a best efforts basis. We trust the results will meet the objectives sought, 
and we have assigned to the work professional personnel hnving the requirecl skills, experience 
and competence. In any event, our liability for d:unnges direct or consequential resulting 
from this work will be limited to the amount paid us hernundcr. 

Any change in this agreement shall be confirmed in writing. This ngr~cmcnt shall be inter­
preted accord ing to the Jaws of the State of California. 

Our t1grccmcnt rn:1y be tcrminntcd on 30 days' written no tice by citha party, or within such 
lesser time as we may find necessary to i::oncludc the wod: currently under wny and summa­
rize our findings for you. In that event, you will be n:sponsiblc only for the professional 
services nnd expenses which have been commit tcd to that time . 

. , 

.. 

. .. .. 
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ACCEPTANCE 

We look forward with great interest to working with you on this project. If this proposal 
meets with your approval and you would like us to proceed, please sign and re tum the en­
closed copy within thirty days. Should you have any questions or wish more time to con­
sider our proposal, please let me know. 

KAJ:gac 
.· 

Appr ved for Arthur D. Little, Inc. · · 

,- . - ~Y . . {°, 4~_ .... . · 
: · " ,;.· · ' -Authori.zecl Coi1tracting Officer .' · .. · 

• .~ • f ~ • • t I ' I : 

. .. . .. ·• 

Sincerely yours, 

J:k!!:,.~-
- Kenn~.-;ensen 

Accepted for State of Alaska, Department 
of Revenue 

. ... . · . . Dy 
------~ 

Title 
.~ ·., 

---------- -----------
Date 

----------~ 



OVERALL ANALYSIS TO BE 
PREPARED FOR EACH SEPARATE 

PROGRAM RELATED TO COMMUNITY 
DEVELOPMENT 



What should be the relationship between your agency or program and the 

Permanent Fund? In your narrative discussion your analysis should address, 

but should not be limited to answering the following questions: 

Do you believe that the availability of capital from the public 

sector is critical to the continuance of your program? Can 

capital be provided by the private sector? If private sector 

financing is not available, why not? What is the economic and/or 

social advantage (if any) ' of public rather than private sector 

financing? 

Considering that 25 percent of oil revenue may be placed in the 

Permanent Fund and 75 percent may be placed in the General Fund 

(thereby making the General Fund potentially three times as 

large as the Permanent Fund), is it more or less advantageous 

from the state's point of view to meet your capital needs from 

the Permanent Fund? 

Do you believe that the existence of the Permanent Fund will 

enlarge or diminish the scope of your program? Explain. Do you 

envision consolidation of your program with another? Do you 

foresee the potential for your program to absorb others? 

If you believe that the Permanent Fund should participate in 

financing your program, should it do so as a lender or as an 

equity partner? As a lender what are the probable risk~ involved 

and the probable earnings (rate of return)? As an equity partner, 

what are the risks and the probable rate of return on investment. 

Do you have a 15 year operating and/or capital funding plan? 

(If you do, please attach a copy to this report.) If you do not 

have one, when will you ~ave one? 



ADDITIONAL SPECIFIC QUESTIONS DIRECTED 
TO CERTAIN STATE OFFICES/AGENCIES 



ALASKA STATE HOUSING AUTHORITY 

ALASKA HOUSING FINANCE CORPORATION 

OFFICES RESPONSI~LE FOR GOVERNMENTAL HOUSING 
(REAA - PUBLIC SAFETY - OTHERS) 

OFFICE RESPONSIBLE FOR HOUSING FOR THE ELDERLY 

OFFICE RESPONSIBLE FOR PIONEER HOMES 

OFFICE RESPONSIBLE FOR VETERANS LOANS FOR HOUSING 

1. What 1s your projection of total need, to be satisfied by your program 

1n terms of housing units and dollars, for the following time frames: 

FY 1979-1983 

FY 1984-1988 

FY 1989-1993 

If possible, stratify the answer to the above by types of housing 

and geographical area. What percentage of the total need wi il be 

met by your program or activity? 

2. What do you estimate or propose the source of the capital dollars 

required to fund your program to be? In what amounts? 

General Fund appropriations? 

General Fund capital appropriations for leveraging? 

Leverage loan dollars borrowed from Pennanent Fund? 

Other borrowed funds from Permanent Fund? 

Sa le of investments to Pennanent Fund? 

Other Funds {specify)? 

(Indicate amounts required by type of funding source in 

year groups FY 1979-1983, FY 1984-1988, FY 1989-1993.) 



TO BE ANSWERED BY: 

ALASKA POWER COMMISSION 

1. What is your projection of capital dollar needs over the next 

fifteen years, to fulfill the needs for power in Alaska? Structure 

your analysis in terms of five year increments (FY 1979-1983, 

FY 1984-1988, FY 1989-1993). Indicate the need for regional power, 

rural (bush) power, municipal and private power generation within 

organized units of government. What percentage of total statewide 

need will the Commission satisfy? 

2. Where should the capital funding for these projects come from: 

General Fund appropriations? 

General Fund capital appropriations for leveraging? 

Leverage loan dollars borrowed from Permanent Fund? ... 

Other borrowed funds from Pennanent Ful'd? 

Sale of investments to Permanent Fund? 

Other funds (specify)? 



DEPARTMENT OF ·TRANSPORTATION 

What i~ your ·projection ~f capital doJ lar .~eeds over the next fifteen 
' j . 1 

year~ to fulfill the following needs: 
' \'~ '• I 

Ports & Docks 

Small Boat Harbors 

Airfields 

Municipal Mass Transit 

Local Roads & Trails 

Major Highways 

Ferries & related facilities 

(Indicate other capital dollar needs by five year time blocks 

FY 1979-1984, FY 1984-1988, FY 1989-1993.) . 

2. Where should the capital financing for these projects come from? 

General Fund appropriations? 

General Fund debt (G.O. Bonds)? 

Loans from the Permanent Fund? 

Equity investment by the Permanent Fund? 

Federal Funds? 

Municipal Government Funds? 

Other funds (specify)? 
' . 
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Tile Governor appointed the Department of Revenue as the lead agency for the 

administration in the development of the Alaska Pennanent Fund. Further, the 

Gover nor appotnted the State Investment ldvi3ory Committee to aid the State in the 

development of the Alaska Permanent Fund (the S.I.A.C. iG statutorily mandated to 

advise the State on investment policy). It is the recommendation of the Department 

of Revenue that the proposed administrative Alaska Permanent Fund Working Group 

rurort to th~ State Invest~ent Advisory Commlttee in order to continue the rapport 

already established with Alaska ' s various interest groups. The purpose of the 

Working Group will be to develop recommendations on policy for the S.I . A.C . bused on 

public input and State agency programs. 

The Division of P?licy Developmer t and Planning will be resporJible for 

coordinating the efforts of the Working Group . It will monitor report pr<!parntion 

and distribution to all agencies. Each agency wlll be responsible for cite preparation 

of reports and sub~equent presentation to the Working Group. The Division of 

Policy Development and Planning and the Depn rtn1en t of Revenue will he responsible 

for jointly preparing a final report to the Stnte Investment Advisory Committee . 

The membership of the proposed Worki.ng Group be comprised of the following: 

Ucpartment of Revenue/Commissioner's Office 

Department of Commerce & Ecouornic Development/Commis~loner's Office 

Depnrtmcnt of Commun I ty & Rcgi.on<ll t\ff n i.rs/Conuni.ssloner ' s Off lee 

Ucp:1rtment of T1·nnnportatln11/Commlsi;loncr's Office 

Jlcp:11: t ment ' Of /\dmini.:;t l'tJtlon/\.orn111 f SS loner 1 
S Q(f J re 

Ocpttrtmcnt of l .nhot·/Con11nl!>i-> ioncr'~ Off le• 

Oepnrtinent of N11 Lllru l lkROllf'C<'S /C:umm Ls:; font•( I s or f 1.cc 

l>C'partmcnt of Lnw//\cc,,rney C:cncrnJ ' r; Office 

l>cpnrlmt:nt of Fll:lh fr C1une/Co1nml1;sl.u1\t:r':: OCf lcc 

-1-



Division of Policy Develor ment & Planning/Director's 

Alaska Municipal Bond Bank Authority/Dave Rose 

The Working Group should be sub-divided into the following categories fo·~ partici-
{ ., 

I 

I 

! . pation purposes: 

a. Public information and input 

b. ·conuuunity developme'nt inve~tments 

c. Savings account 

d. Economic div<::rs:tfication 

Task assignments will be made at the first meeting of the Worki ng Group. Each 

assignment should take into consideration each agency's major area of activity and 

expertise, e.g., Community and Regional Affairs be assj une<l in tl1e community develop-

ment area; Division of Policy Development and Planning for agency coordination 

(circulating r eports fo r comments, deadlines, etc.), ancl so on . 

~ecific Questions to be Addressed by the Al<1sb Permanent Fund Worktng Group! 

I. Public Comment and I n(ormation I nput 

llow s hould the Alas kn Permanent Fund monies be invested? 

A. I nvestments in the private secto r. 

lf the Al:ts ka Pcnn:rnent Fund i s used to s tim11lntc devc l opment ln t he pr lv:1te 

sector, n number of <t1t <.: s ti.ons :..:ho11ld bP. .i skctl o( the pubtlc. The follow1ng nr c 
... 

qucR tJ.on::i whJ ch 111oy be presented t o thC! public for conB lllc rot!on: 

].. L11vostmrntt; in cupll.'11 i n tensive :;i(!clon1 vonrni; JnvPH tmt!nto tn l:ibor 

1111 cu wtve ncc tort-1. 

2. l11vc9tmc 11 tR whi ch r. 11lrnldl;~c pro j c<'t cl c vel opm1•n t thrt1111~h i nterest r a t es 

l. lnvcRtmcnts nt morkct rntcs of interest . 
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effects 

Investments to diversify th~ economy in order to 

~ l 
of ~~rtain industries, implement new industries, and to broaden the 

recurring tax base. 

5. Investments which minimize envlroi;mental impact . 

B. Community development investments . 

Some types of community development projects which need to be considered 

by the public i ~clude: 

1. Hous.lng. 

2. Infra-structure development (to i nclude 4tillties, transportation, 

communica t i ons, power development, e tc.). 

3. Financial assi8 tance t o communi t :es through provi di ng trus t, gua rantee, 

and othe r types of agreement~ fo r munlcipnl sccur i t J.es . 

Questions which need t o be as ked pe rt i nent to community devel opment i nclude : 

1. Who t: kind o E hous i ng : sin~lc family , multi ple , l arge hous i ng develo1J -

mcnt proj cct8 (condomlnlum devel opment ) ? 

2. Woul d t he re be a l.lml t otlon on i nfra -s t r11c: t 11re development assistance? 

3 . Should the r e be n s pecific umo11nt ullucatccl for commmd.ty development 

pa:Oj f!C t s ? 

C. Snvln~s account. 

The !Ill v l ri~, 1 1 nccoun L cone c p t mc:11tR t lut c t he /\ 1 n~ kn Pc r. 111. 1 nl~n t Fund cou lei be 

c it.he r pn i: t !ltll y ur who ll y l nvc s t c d J.n Lh • (tn:u1 c l~1l. sccu1· l t: .l u:; innrkc t. !'I . Thlt:; conce pt 

JrnpJ l •R i nvCfi t·mc1\I S or t 11c J\J nsko l'Crma l\l 0 11t: F1111d nt(lnlc~ Jn u. s. l ~UVl'rn 1:wn t. flCl!ur l r.:lc ::; , 

llA:t 11~curlLJ ·11, 11n cl oLh\.! r :wc 11 r l.Lic: ~ of 11 !dn1ll a r rnt lng. 'fhc ohj l!c t ivu h ; Lo c .tr11 

r·hc 1~rc:i t ct1 1 n1110 1111 t. o( ir1c o 1•1c whil e 111 l11l111 i. z l 11~ t he nm1H1n l. uf' ri sk in nrd t•t: to itHill rl' 

t he p n.!Hl' t'VlH l 0 11 uf th•~ l' c r m11 11 11t F1111d . Qucnt ltHW Lo h · prc H1 ·11.cd r o t hu p11 ld le 

lnc.l11dc : 
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1. What percentage of the Alaska Permanent Fund be allocated to the 

savings account concept? 

D. Alaska, Inc. 

II. State Agency Data and Stu~. 

A. Investments in the private sector. 

I 
Information concerning Ala§ka's economy may be useful in evaluating invest-

ment proposals submitted to the Alaska Permanent Fund. The development of a sectorial 

analysis of the State's economy to provide information to be used for evaluating 

inve8tment proposals is an important aspect of the State agency and data area. Such 

quc~st lons as the following may be asked: 

1. What sectors of the Sta te' s economy are more attractive for investment 

purposes? 

2. Wha t sectors of the State's economy should be considered for purposes of 

prlod.t.lzing .lnvestment~ from the Alaska l'crmanent: Fund in the State ' s economy? 

J. Should there be nn nl locn tcd nmount: of A losk~1 Permanent Fund monies 

<lesignntcd (or ·tnvcstment purposeR ·Into n pnr:ticular sector of the Alaska economy? 

ll. Comrnunl•·y development: investments . 

.I. Rcglonnl growth rates (nct u.11, projccrcd, l imltatlons). 

2 . !'rojec L«.!d ho11slng needs . 

J. M11tu11l optloni-; (or communlq· l1w1•stm 1 11ts ln Chu cntcgorlcs o C c lcctr lr 

J>OWl'I .. uLlll.tl<'.' l't , trans pOt:tntion r11cllltics , nnd COlnOl\ll11c:t t lon. 

I,, An Inventory of c:ommunlLy JnvcsLm~nt opport11nltlc8. 

5. An l11vr11tory or co111nn111LLy credi t c har:1ctcr l ntlc:;. 

c. S11vJ11i,;11 account (f lnanC'i n l 1n1111nf~Crnt!nt uncf lnv•~stments). 



1 . The State's investment management experience in the security 

2. Investment management experience of other investment managers . 

D. Othe r technical questions. 

1. Legal meaning of "permanent" and "income producing". 

2. Comparison of cost of adminintra tion of other State investment f ,unds . 

ii 
ii 
I E. Alaska, Inc. 
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MODELS AND ~PTIONS FOR THE ALASKA PERMANENT FUND: 

FUNCTIONS, REGIONALIZATION AND ACCOUNTABILITY 

September 14, 1977 

INTRODUCTION: Some Models and Options 

My first report of July 11, 1977 raised many questions 
' 

concerning t he purposes, functions, sources and uses of funds, 

management and accountability of the proposed Alaska Permanent 

Fund, based on the accumulated experience of several hundred 

development banks over the last one hundred years. 

This second report takes the next step, and provides a 

beginning look at a number of development banks whose experience 

and functions seem particularly relevant to potential public 

purposes of the Permanent Fund. In selecting development banks to 

analyze in detail, I have been guided by two factors: first, 

institutions which would compliment reports already prepared for 

the State Investment Advisory Committee by Price Waterhouse and 

White, Weld; second, institutions whose purposes and functions seem 

particularly relevant to key potential Fund goals . 

Each of these institutions have been analyzed and compared in 

terms of: I . Purposes; II. Sources of Funds/Capitalization; 

III. Uses of Funds/Operations; IV. Management; V. Accountability; 

VI. Evaluation; and VII. Relevance to the Alaska Permanent Fund. 

In addition to this look at fun ctional models for the Fund, 

two key structural issues are outlined in some detail, based on 

domestic and international experience: regionalization; and 

accountability to the taxpayers, l egis lature, and executive. In 

both instanc~~, a conceptual approach is developed out of a range of 

1 
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domestic and international experiences . 
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This experience and the 

conceptual framework will probably raise more questions for your 

further consideration . 

Again I would like to note that as an outsider, I feel 

competent to suggest detailed operating experience which may be 

relevant to the Permanent Fund's purposes, but not competent to 

suggest what those purposes should be. There is an old Asian proverb 

which says that after one trip to India foreigners write a book, 

after twq they talk in qui et whis pers, after three, they say nothing 

at all . This i s my second trip to Alaska . 

It is wi th special gratitude that I thank my research associate, 

Mitchell Rosenberg, for hi s extraordinary care in helping to prepare 

this report. One of the pleasures of teaching and working is witness­

ing younger colleagues and friends grow in competence to encompass 

their vision. I wish Mitchell well in his year in Germany. 

My sense is that this second report, like the first, will ruise 

more questions than it answers. For this reason, I have noted it 

a "discus s ion draft", and look forward to responding to the further 

issues it raises. 



I. FlJNCTIONS 

A. ALASKA OWNERSHIP OF LARGE SCALE ALASKA ENTERPRISE 

1. CANADA DEVELOPMENT CORPORATION 
Dizcussion Draft 

".:. PURPOSES 

September 14, 1977 
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The CDC is an investment bank ope rating in the priva te sec-

tor of the Canadian economy. Created in 1971 by an act of Par-

liamen t, its initial capitalization was provided by the Canadian 

treasury in the f orm of a purc?ase of over $250 million in common 

stock. Such an ins titution had been proposed by government offi-

cials as early as 1958 in response to concern over the high level 

of foreign ownership and control of Canadian business . This con­

dition, they f e lt, discouraged the development o f native entre ­

preneuria l talent ne cessary for ' economic growth and job creation. 

The proposed use of financial mechanisms t o achieve such goals 

met with strong opposition from the Canadian business s ector and 

allied politicians . When the CDC bill was passed after 15 year s 

of de bate, none of these social objectiv0s were included in the 

institution's statutory agenda. 

Leg~ la ti ve Goa ls 

'l'hc three mai n ob jec tives of the CDC sun.11ar.izcd i n the act 

are: 

1) t o help develop and ma ln tain s t rong, Canadian-control led 

a nd managed corporations in the private sector of the economy; 

2) to widen the investment opportunities open to 

CanadiDns; and 
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3) to operate profitably, in the 
\ 

shareholders, public and private. 

interests 
~ 

The investm~nt policies by which these goals are to be 
I 

·' achieved were left purposefully broad in the act in order to 

accommodate conflicting views of the proper role for the .institu-

tion in passing the legislation and to provide maximum managerial 

discretion. This is similar in concept and language to the draft 

of the Permanent.: Fund developed by the Investment Advisory Com-

mittee. Howeve:c , the "Objects" section of the act, various docu-

ments of the debate prior to its passage, and statements of com-

pany officials provide a clear picture of the CDC's inves tment · 

criteria and their rationale. 

Management Interpr e tation of Goals 

CDC management interprets its role as a provider of the 

equity capital necessary to mobilize Canada's material, human and 

capital resources to bring domestic industry up to internationally 

competitive scale in the long run . The management~s investment 

policies fo llowing from this view are: 

1) emphasic on large, longer-range deve lopment projects, 

p~rticularly those involving upgrading of resources, a high tech-

nological base or good potential for building a Canadia11-controlled 

•presence in internat ional marke ts. 
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2) Profit potentials must be commensurate with perceived 

risk. This is the one criterion mandated in the act, similar to 

the current draft of the Permanent Fund. As a rule of thumb, the 

. ' Board proposed targeting investment to sectors in which predicted 

growth exceed twice that of GNP. Acknowledging t!le long-term 

nature of their mode of investment, the directors declare, "CDC 

is prepared to be patient, recognizing that some of its opportun~ 

ities will exist because others are unwilling or unable to wait · 

through the years of earnings buildup." 

3) CDC in a manner again similar to the current Permanent 

Fund draft , does not seek to duplicate or preempt activities in 

the private capital market. Thus it does not lend, debt capital ~ 

presumably being readily available to large-scale enterpris~s in 

the Canadian private market. It is, however, prepared to play a 

catalytic role in joint ventures with foreign or domestic investors. 

4) CDC seeks controlling positions, through the purchase 

of voting stock, in the companies in which it invests--this in 

order "to take measures neces5ary to protect and increase the 

value of its holdings." Such measures connote input into top-

level stra t egic and corporate planning decisions , not day-to-day 

management. The Permanent Fund draft is unclear on this poi1t. 

5 ) CDC seeks to concentrate its activities in sectors 

where Canada holds competitive advantage on an international 
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scale or c a n achieve such position through consolidation of mar-

. ' k ~ ts. 
I 

6) Roles the CDC specifically rejects include buyer-of-

last-resort for faltering firms, buy-back agency for foreign-

controlled firms or high bidde r in take-over contests· where 

foreign firms ~~e involved. 

In order to pursue the s e policies, CDC has been granted a 

very brf)ad range of powers. It may invest in any asset or secur-

ity, pron1ote companiP-s, lend or guar antee funds. It may even 

invest in firms not carrying on any p art of their business in 

Canada when, in the opinion of the Board of Directors, such in-

ve stment would further the aims of the company. 

IJ.. SOURCES OF FUNDS/Ci\PITALIZi\TION 

Authorized - CDC is authorized to issue 200 million common 

shares without nominal or par value, of "!hich the first 30 million 

were subscribed by the Canadian government from 1971 to 1975 at 

prices averaging slight ly over $10 a sha re. The company is fur-

the r authorized to issue up to $1 billion in preferred stock with 

s uch convertibility, voting and interest feature s as the Bonrd 

de termines . CDC is under no statutory debt limit. Management 

hao chosen a target level of 40 pe rce11t of paid-in capital, a 

cons ervative policy designed to compliment CDC's risk-oriented 
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investment policies. This scheme indicates a potential capital-

. ization of $5 billion. 

Capitalization Goals 

CDC wishes to finance further investment through the public 

issue of shares . Its aims in so doing are ~ . 

1 ) · to decrease the government share of ownership to 10 

percent wit hin 10 years. The government currently holds 65 per-

cent of all CDC stock outstanding. 

2) to offer opportunities for equity investment in Canadian 

industries to Canadian investors . Political support is an expected 

by-product of such a policy. 

Reliance on public support reinforces the profit criteria 

for investment , since continued growth will depend on investors~ 

perception of CDC as a safe and profitable investment . 

Actual History of Capitalization 

1971 - CDC was originally capitalized by the Canadian govern-

ment ' s purchase of 25 million shares for a price of slightly more 

than $250 million. The government increased its holdi~g incre­

tttentally over the subsequent four years until it held about 30 

million shares valued at slightly more than $300 million in 1975. 

1974 - CDC plnced 10 million non-voting redeemable preferred 
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shares with institutional investors . These preferred shares sold 

for $10 and carried a dividend of 5 3/4 percent. The proceeds of 

this issue were used, in part, to pay off bank debt incurred to 

finance start-up operating costs. The shares are r edeemable at 

the option of the holder or CDC after five years. 

1975 - coc · marketed 1.5 million preferred voting shares to 

some 20,000 individual, institutiona l and governmental investors. 

These shares sold for $100 and carried an 8 percent dividend . 

They were convertible for 10 shares of co~non stock with further 

Rhare bonuses for early conversion. They are redeemable at the 

option of the holder or CDC after five years. This was the 

largest public stock offering in Cunadian capital market history. 

Des p ite CDC's profit orientation, its performunc~ hos not 

yet ins pired sufficient investor confidence to support the sub-

scription of common stock on the basis of c apital gains alone. 

In 1975 CDC also issue d about 950,000 shares of common stock 

to the Canadian government as the final $10 million payment for 

t he Crown Corporation , Polysar. 

Outstanding debt of wholly-owned subs idiaries stood at $250 

ini.lljon a l the end of 1975 . 

III. USES Of FUNDS/INVESTM~NT OPERATIONS ·-
CDC h ufl U!>ed it:.s funds prima rily to invest in cntul>l.t s hc d 
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businesses either through buying the e~terprise outright or 

through purchase of a significant portion of its outstanding 

securities. CDC's holdings in 1975, by industrial sector, were 

as follows: 

Petrochemical s - CDC acquired Polysar Ltd., a manuf acturer 

of r ubber and petrochemical products, from the Canadian govern-

ment . The negotiated price for the Crown corporation was $62 

million pl us $10 million i f certain profit targets were met. As 

of year-end 1975, Polysar ' s assets were $602 million. In 1975 , 

CDC , through Polysar , joint-ventured \ 1i th Canadian banks to finance 

the construction of the Pctrosar naphtha cracking pl ant , ·a $575 

million, world-scale facility . 

Mining - In 1973 , CDC acquired , through tender, 30.2 percent 

of the stock of 'l'exasgulf , Inc., the American-based energy and 

mining firm . At t he time of this ocquisition, 68 percent of 

'l'exasgul.f' s earn i ngs were gener ated by enterprises located in 

Canada . 

Oi l and Gas - In 1975, CDC acquired GO percent of the Canadian 

zrnsets of 'J'enneco. These assets include gas and oi l processing 

plun ts and vast oreas of oil, gas and bituminous tar producing 

prope rties. These asset s are valued at $135 . 0 million . 

llcnlth Cnrc - CDC !ins purchnsccl several drug companies and 

rcaearch facilities i n a 11 effort to build a consolidated Canadian-
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The flagship firm of 

Connlab Holdings Ltd. is Connaught Laboratories, a research 

facility formerly attached to the University of Toronto. Since 

the consolidation of these companies in 1974, Connlab has shown 

steady l osses. 

Venture Capital - CDC's directors have acknowledged the 

crutical role of financial support for technological innovation 

in economic development. They have not found it appropriate , 

however , to undertake the complex and time consuming services of 

venture capitalists themselves. Ins tead, CDC has purchased large 

amounts of stock in three existing venture capital firms, leaving 

their management free to administer the newly expanded funds. 

These firms invest in a wl<le variety of enterprises at the con-

ceptual or enrly developme nt phase. 

Pipelines - CDC hus advanced $3.8 million to a consortium 

planning the construction of a North-South natural gas pipeline. 

Looking over CDC's investments, it is apparent that they 

1uee t the institution's criteria of being in sectors where Canada 

holds a compara tivc advantage (na t.urnl resource cxtrc1ction and 

proccn.!-.d 119) ol· whic:h have experienced hi9h grow th (medical sup-

pllcs ancl equipment). Unf ortunately, statistics which would per-

111 i. L an as t: ima t:c of CDC Gnbs i.d it1.rics ' pro!;ence in their re spec t:i.vc 

t:octorH nrc not available. We can, however , get some idea of the 
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impact of these investments on · the extent of Canadian control of 

these sectors by comparing 1968 statistics on total assets, 

Canadian and foreign held, in major sectors which appear in a 

1973 government report. on foreign inves tment in Canada to CDC's 

·current holdihqs. 

In 1968, assets employed in the petroleum/natural gas ~ector 

total<:!d $9. 2 bi llion , of which Canadians held $3. 7 b.illion (38 

percent). Even given growth in this secto~ between 1968 and 1973, 

CDC's Petrosar undertaking is a sizable net addition to Canadian 

holdings in this sector. None of CDC's other under t akings have 

nearly no large u quantitative i mpact . 

IV . MAN AGEMEN'l' 

The Corporation is managed by a Doar d of ~l Directors drawn 

mos tly from the business community. While the government holds 

over 50 percent of the stock, two Deputy Ministers are ex officio 

Board members with no voting power. The government may choo~e to 

appoint four Directors rathe)';' than custing its ba llots at Share-

holders ' Meetings. Such power has not been exercised to date. 

'l'hc government has stated both publicly and priva tely that it 

doc s not intend to interfere wi.l:h t he affairs and management of 

the Corporation. 

'l'he l.loard ' s policies arc administered by a highly prof es-
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·sional central staff of twenty. Subsidiaries' production deci-

•sions are t.o be mnde independent of CDC input. The staff wp.s 

kept small to encourage flexible response to problems. Special-

ized matters are often referred to consultants. 

V. ACCOUNTABILITY 

The CDC act, elements of Canadian corporate law and ' the 

political climate jn which the Corporation was implemented.com- · 

bine to leave the CDC Board and staff in virtual total control of 

company operations and investment. 

~egislative Accountabilit~ 

Dy statute , CDC is not subject to Parliamentary oversight. 

Parliament's latitude for inteiven~ion is restr~cted to voting 

cl1anges in capital authorization and certain exceptional by-laws 

concerning CDC's objec·tlves. Given the Corporation• s immense 

initial capitalization, it is u11likely that Parliament will have 

~he opportunit y to exercise any constraints on CDC short of clos-

ing it doi.-;n . 

CDC is not a Crown Corporation, i .e., a public corporation 

f:or mca unclc!r the Cunacliu11 Fin<mcial 1\dmin.is trution 1\ct "that is 

ul t i matc ly accountable, through a Mi nister , to Parliament for the 

cond uc t of: :i.ts c:iffa:i.rs. " J\il:.hough .it i s lUblicly capitalized, it 
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is s ubject to no ministerial oversight or control . Rules govern­

ing disclosure for Canadian corporations h ave been widely attacked 

for being unduly lax; these are the accountability standards to 

which CDC ·is being held. 

Executive Accountability 

'Th0 federal government does hold a certain amount of de facto 

power through ~ules governing ·the distribution of shares. Ne 
association, a term defined operationally by the noard , may holi 

more than 3 percent of the outstanding voting stock. ·The ~ ~~~ral 

government may hold 10 percent. Therefore, its voti"'-d position 

may always be dominant, given an absence of block coalitions. 

Jlowever, the government has chosen to maintain a hands-off stance 

towards CDC operations. Investment policies and priorities, for · 

example, were set by the Board w.ith no government input. With 

its current holdings, the gove rnment could exercise control 

through the removal of Board memuers , but has chosen not to do so. 

'l'he governrnen t has eschewed other control mechanisms which 

have been applied to mixed enterprises in Europe , where this kind 

of structure has a longer history . These mechanisms include hav-

ing government offi=ials as voting members of the Board of Direc-

tors , actively exercising voting shares , statutory regulation of 

investment operations and maintaining a permanent or intermittent 
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public body to audit the activities and reports of the publtc 

financial institution. The CDC act provides for none of these 

supervisory measures. According to most observers, such lack of 

government input and control ~liminates CDC from use as a tool in 

,..any centrally planned economic development effort. 

VI. EVALUATION 

Recalling the three purposes of the institution (p. 3), how 

has CDC performed? Before attempting an answer, we must recog-

nize that evidence is limited to skimpy annual reports covering 

only four years of operating experience. 

Re ' , 'trding the creation and maintenance of strong , Canadian-

controlled industries, CDC has followed a policy of expansion and 

consolidation of existing firms. CDC's equity presence in Polysar 

a llowed the company to incur debt to finance capit al expansion at 

1a much quicker rate than was realized under government ownership~ 

In assembling Connlab Holdings, CDC seems to be creating a 

vertically-integrated drug complex covering research, production 

ar :1 distribution. What these policies will mean in te.r.ms of 

rationalization, i nvestment and employment remains to be seen. 

CDC has increased investment opportunities open to Cnnadians 

only mnrgin«lly. I ts one public s tock issue wan in the fairly 

large de nomination of $100/slrnre and was nppar cntly bought: in 
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blocks averaging 75 shares. Clearly , . this kind of marketing wil l 

not b roaden participa tion in equity ownership. Quantitatively, 

however , this was a very big issue : During the decade previous 

to t he issue, gross new i ssues of Canadian preferred stock aver-

aged only $132 million, compared to the $150 mi l lion sold in one 

shot by CDC. 

CDC has shown some profit in terms of earnings per share 

every year . . 

CANADl\ DEVELOPMEN'l' CORPORATION 

Y.ea r Ca.pi talization 1~ Vc1lne of Holdinqs 2 
Earninqs/Share -

1975 700 857 $0 . 31 
1974 5 '10 549 $0.01 
1973 344 ~65 $1.89 
1972 130 200 $0 .57 

1
capita lization = Capital stock pl us retained earnings, i n 

$000 ' s . 

2 
Val ue o f Holdings = Investmen l:o plus f b:ed an sets of wholly­

owned subsidiarie s , in $000 ' s . 

Given the $10+ price of shares , earnings hove been modest:. 
'l'hey ha vu f luctua l:ed with the gcncrn l con<.li tlons or: the Canad inn 
economy Clnd hnve b~en wel l below the CDC Board ' s s ta t.ecl p1:of it. 
t c-1r9ot of 1 5 pcrc en t. 
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Canada Development Corporation 

l\SSETS 

Cur.rent Assets 
Investments 
Fixed Assets of Subsidiaries 
Other J\sset.s 

·TOTAL 

LIABILITIES 

Current Liabilities 
Shor t -tcr.m l oans 
Accounts payable antl accrued 

liabilities 
Dividends payable 
Income and other taxes payable 
Long-term debt due within one year 

'l'otal 

J.ong-'l'crh\ Debt 

Deferred Income Taxes 

Interes t of Minority Shareholders in 
Subsidiar.iei:, 

'l'otal 

SHAREUOLDl~RS I EQUITY 

Capital Stock 

Retained Earnings 

Excess of nook Value over Cost at n~tc 
of /\cquisiti.on of Subu:Ldiary 

'l'O tn l 

'J'O'l'J\ r. 
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1975 

(thousands 

$ 378,430 
354,581 
502,792 

41,73 

$1, 277 •. s 37 

$ 95,190 

95,674 
4,280 

15, 222 
10,416 

220,790 

250,358 

25,337 

73,219 

569 ,703 

564,563 

91,699 

51,572 

707,834 

$1 , /.77,537 

- ----

1974 

of · dollars) 

$ 321,811 
332,354 
216,271 

. 29,155 

$899,591 

$ 97,'104 

74,752 
1,437 
3,5 "15 

15,672 

192,920 

137,439 

9,7'14 

11,172 

351,275 

422,000 

74,744 

51,!:>72 

540,316 

$89 9 , 591 
----
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VI I. RELEVANCE TO THE ALl\SKA PERMANENT FUND 

In analyzing the relevance of the Canada Development 

Corporation ' to the Alaska Permanent Fund we will review the major 

headings in this memorandum in order: Purposes, Sources and 

Uses of Funds, Management, and Accountability . 
11 

Purposes: The purposes of the Canada Development Corpora-

tion appropriate for consideratio.n by the Pt~rrnanent Fund are: 

1) to encourage the establishment ancl maintenance of 

strong Canadian controlled enterprises; 

2) to widen investment opportunities for Canadian 

investors; and 

3) ~o operate for a profit. 

'l'he achievement of the ~irst two goals is conditioned by and 

dependent on the third. Profit is the operational goal most 

frequently and explicitly me ntioned by manag<~ment in its official 

r epor t s . 'rhey attempt to make a cuse for thE~ir pursuit of profit 

by claiming that the partially public benefit:s of the first two 

goals will never be realized unless a rate of profit and growth 

higher t han ci1at enjoyed by foreig n controlled elements of the 

Cunadian economy are achieved. In the first annual report, 

ma nagement stated , 

IC we us n not ion are to incrause the Ca,nlldiiin content of 
our economy, .i.t must be c!lscm t.i.c1lly by cncouruging the 
f.1ound gr.owt:h of Canadian-con l:rollod en te :rpriscs nt a pace 
which exceeds tha t of their non-reside nt·-ownecl compe titors. 
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In the case of altering the balance of Canadian/Foreign control 

of Canadian industry, the statement above amounts to a tauto.~.ogy. 

In terms of providing wider investment opportu?ities in Canadian 

enterprise to Canadians, the statement is true to the .extent that 

CDC issues must out-perform competitive securities in order to 

be attractive to investors. Canadian investors have access to 

internationa l capital markets, and, in 1970, 40% of the securities 

held by institutions and individuals in Canada were of foreign 

issue. 

The achievement of extraordinary profits by an investment 

holding company like CDC is unlike ly. Recent work in investment 

portfolio theory and the experience of the securities industry 

in the past decade have demonstrated the futility of attempting 

to "out-perform" the market in the long run. 

CDC may even be compounding its dif f icultie:s by investing in 

as few enterprises as it does. This investment strategy may lead, 

and in CDC's case has led, to unstable earnings and cas~ flow. 

Such a s ituation may inhibit the planning of future operations . 

CDC's investment operations raise issues of control over 

the exploitation of natural resources, oper~tions of the Canadian 

cnpi till market and owne r s hip s L·.ructure of major ind us tries, all 

0£ which Hrc lc9itimnte concerns of: the l:"eclerc:1l govcrnmen t and 

the Canadian people. 'l'he proponents of CDC in i 1:s present form 
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convi.nced Parliame11t that it was necessary to give up control 
I 

over these matters in order to ac·hieve the more limited goals in 

the statute. However, what the government got for relinquishing 

such controls is of questio~able value. Lack of governm~nt input 

into CDC operations is the major weakness of the institution. 

Sources and Uses of Funds: The management of the Canada 

Development Corporation has intentionally developed a strong 

equity base with only 40 percent debt in order to undertake 

the kinds of long-range, high-risk strong ow~ership positions 

which are essential to carry out its purposes. 

On the other hand, the Canada Development Corpor.ation must 

maintain a very strong return on its invested capital in order 

to attract the substantial private investment in the Canada 

Development. Corporation which it is seeking. The Permanent Fund 

will not have such a constraint, which has both negative and 

positive aspects. From a positive standpoint, it will not be 

forced to get such a market return: from a negative standpoint, 

it will not have the correction of the marketplace monitoring 

its investments quite so carefully. 

Manaqement : The Canada Deve lopment Corf oration has the --.#·---
kind of strong , independent, professional staff necessary to any 

successful development bank. The Canada Developme nt Corporation 

follows the wise course of only overseeing t he major strategic 
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planning decisions o·f its subsidiaries and affiliates, 

... involving i ·tself in duy to day ,decision t:11aking. . ' ' ' ,. , 

Also, the Canada Development Corporation management has 

been given the very broad managerial discretion to make invest-

mcnt decisions which is contemplated in the current draft of 

the Permanent Fund. 

Accountability: On the other hand, the Canada Development 

Corporation is a preeminent example of a development bank which 

does not have sufficiE!nt accountability to either the executive 

or the legislature. 
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The National Enterprise Board , established under the In'dustry· 

Act of 1975, is ~ public financial and promotional institution 

whose principal objectives are to assist the economy of the U.K., 

to promote industrial efficiency and international competitiveness 

and to expand opportunities for productive employment . 

From 1968 to 1971, the British government operated a ·public 

~lnancial institution with a similar purpose--the Industrial 

Reorganization Corporation (IRC). IRC's functions were limited 

to promoting and providing finance for mergers which ele direc-

tors felt would help effect the rationalization of an industry. 

(Many of Britain's manufacturing sectors are characterized by 

firms too small to compete on an international scale .) IRC gen-

e~atcd a great deal of opposition from private financial inter-

ests which felt that they were being subjected to unfair compe­

tition. The institution was disbanded' by the newly elected Tory 

government in 1971. NEB , which incorporates the functions of IRC 

into the comprcl1ensive program described below, began operations 

in November 1975. 

I . PURPOSES 

In order to meet L:hese broad objectives the NHn carries out 

~1cvera l d:Lffc.r.ent functions. Some observers .feel these f unctions 
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In plauning its investments, 

the Board is to apply standard commercial criteria of profit-

ability. On the other hand, it is viewed by government an<l its 

own directors as an instrument of national industrial ~olicy and 

is therefore responsible for meeting various public policy cri-

teria in its operations. The implications of NEI3'·s mixed agenda 

wJ ~ 1 be examined in the detailed enumeration of the institution's 

pt. '.~poses below. 

NED's operations fall into four conceptually separable 

~classifications: 

a) F.i.nance for Industrial Investment - NEC acts essen·· 

tially as an investment baaker , purchasing the equities of pri.-

vate firms where it feels the investment will show « reasonable 

return , will help effect the purposes of the Act and will not 

displace private investment. NEB also makes loana on commercial 

terms . 

b) Industrial Holding Compan~ - NEil is responsible for the 

strategic management and fina ncin l mon i toring of several large 

nationali~ed firms. 

c) 1\!:isistancc to Comp.:inieu in Fj.nancinl Dif: f~c~lt~ - Nl:O 

uclminis t-.ers ca pi l:ul cissis tnncc to f i r 11\s in tumpo ca r y f in~ncj a l 

dif ficul l:ies. Funds for this nc ti v:i. L:y n 1~c provided lJy the Sec-

retary of State for Induotry who is aloo rcupo11ciblc fo~ deciding 

which firms w.i.11 be con~idcrcd for such nonista ncc. 
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d) Promotional Acitvity--NEB offers assistance in procur­

ing foreign contracts for British firms or groups of firms and in 

coordinating the activity of regional development authorities. 

Each of these four purpos es is analyzed below. 

a. Finance For Industrial Investment 

NEB's main function is the provision of finance for indus­

trial investment, particularly for the expansion and moderniza­

tion of productive facilities in manufacturing. In addition, 

finance or advisory services may be provided to promote indus ­

tria l restructuring. Finance is normally provided in the form of 

equity, but loans at commercial rates of interest may also be 

provi ded. 

NEB' s investment policies are shaped by on inter im statement 

of guidance from tl1e Secretary of State for Industry, which is 

now pending statutory enactment. Except for those investments 

made at the direct i on of the Secretarytt (see Section c), profit­

ability, defined as the projected discounted rate of return to 

capital, is to be the main investmen t criterion . Subsidiary to 

th is arc certain public policy considerations, including: 

ttNo tc: In this profile , "Secretary" denotes the office of 
tho Secretary of State for Industry. 
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i. preparing for growth by action to increase longer-term 

capacity in key sectors of manufacturing industry; 

ii. increa~ing exports or savings imports; and 

iii. where there i~> a choice of location, creating new jobs 

in areas of high unemployment. 

NEl3 devoted considerable time to identifying sectors where 

its assista.nce would be most beneficial in terms . of promoting 

e f ficie1lcy. They incorporated data and analysis from the White 

P.aJ.' 1~r ac:compnnying the Industry Act and a 39-scctor industry 

study by the National Economic Development Councils into their 

annual inv~stment plans. NEB intends to use these studies and 

othe r analysis prov:i.ded by the Secretary to guide future invest-

ment pol.icy. 

~b. Industrial Holdi1~ Compan:t, 

The NEll acts as il holding company for a number of sharehold-

ings previously held di rectly by the govcrnme11t. The portfolio 

w.ill be added to from time to t:i.me as a consequence of the NEB's 

role as ~ provitlcl: to new equity finance oncl through the purchase 

of cxis t.i ng shai.·eo j ,n cornpn1tie:::. In uclcll ti on , the NBB hns power 

under l:he /\ct to s e t up n~H enterprises o r to participute in 

,i o:i. nt~ vcnt1.11:cs with the~ priv«tc sector. 

'l'hc bn~ic job of t he r-:rrn as :::;lrnrcholder lS to ensure a proper 
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return is secured to the taxpayers who 'provide cap.ital through 

the Consolidated Fund, the general t ax revenues of the British 

government. In s o doing , the Board does not i ntend to participate 

in day to day mana gement. Their oversight consists in most cases 

of making arrangements for the provision of regular monthly in-

forma t ion to the NEB on performance and fi nanc i al prospects , for 

the provision of annual and long-range plans for the approval by 

the NEB and for the submiss i on (in the case of subr idiar.ies--

wholly-owned companies) of major capi tal investment propos als , 

acquisitions and disposals for approval. 

Many of the "tra nsferrcc companies '" problems have arisen 

from unstable industrial relations resulting from the inabi lity 

of management and labor t o work out satisfactory wage a nd produc-

tivity provisions . There are three high union officia ls on the 

NEB' s t en-member Board of Directors . Their presence may be in-

terprcted as a move to force some rapprochement between labor and 

managoment, given the Boa rd' s responoibility for strategic man-

agement a nd overs i ght of the troubled enterprise. 

a. As!lis t an co to CompHnies in Fine.me in l Dif fj .oul ~ 

'J'hc NED mny be directed by ':he Secretary to nssist n compnny 

in f i nHnciul d if ficulties whjch needs to be restot:c<l to a s o11nd 

state for rcasono of employment o r indll !>~ riill policy. In oon c 
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cases , the Board will consider the provision of funds in some 

combination of commercial and subsidized terms. In such cases, 

the NED will be reimbursed specifically for their involvement; 

nnd to cnsu.ce that their financial discipline is not undermined, 

these activities will be nccounted for separately. 

d. Promotional l\ctivities 

Fo:r.ei.9.n Contracts , - In keeping with its policy to expnnd ex-

ports, the NEB attempts to use its central organizing and finan-

~cial capabilities to help British industries compete for large 

foreign contracts. l\ccording to the Directorst analysis, "Over-

seas cont1:acts are be coming so large in value, and the conditions 

attached to them so onerous, that many UK companies do not have a 

big enough asset base to undertake the risks; in addition ttere 

i s a tendency among developing countries to favour tenderers with 

Gome form of government backing." NED hao announced that it is 

willing to joint venture with firms or groups of firms compe ting 

for s uch contracts. In 1976, it assisted ill two s uch projects. 

'.t'hc contrac ts were , however, awarded to o thcr bidder·;;. 

Ragionnl Activitie s - The Secre tary's interim pclicy state-

inc.:n t directed NED to give particulux we:i.<Jht to creatin9 jobs in 

a r.G?as of hi gh uncmploymen t . I n accorcla nci::? with th is d i l'cc ti on , 

Nl-:0 hn s r~ct up of.fic5 c~ in Livcrpoool uncl Newcas tle . 'l'he Reg ional 

. . 



DRITISIJ Ni\'l'IONl\L EN'r:t.mPRISE OOARD 
Discussion Draft 

September 14, 1977 
Page 27 

Directors' initial task has been to establish their offices , to 

build up close relations with public and other bodies concerned 

with regional development and industrial investment in their 

r~gions, and to seek out companies with potential which might re-

quire finance from the NEB to fulfill their modernization and ex-

pansion plans . 

II. SOURCES OF FUNDS/CAPITAI,IZJ\'I'ION 

NEB's i nvestments are financed wholly by the national gov-

ernment. NED may draw on two sources within the government ': the 

National Loans Fund, ancl "public d ividend capital" appropriated 

annually by Parliament to the Secretary of State by the Treasury 

for use jn industrial investment. The Natio11al Loans Fund is a 

revolving fund to be used to make loans to pri.vrite firms . The 

amounl of money in the fund and the annual volume of loan activ-

ity is set by Parliament; it is administered by the Secretary. 

NEB may borrow from the Fund at private comme::cial ratt~s nnd lend 

this rnon~y to the firms in which it invests . NEB must repay 

thcs<..! loans on a fixed schedule set in advdncc in cons\lltation 

wl th the Secre l:ttry. NEB muy cha rye A small i:1tcr.c!:>t rate differ-

cntjnl to its horrower.s to cover j ts co~ts in origini1ting Hncl 

mon:i. l:o1· lng the loan. 

Public cl.iviclcnd capital is anotho r pool of investme nt fundn 
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made available to the Secretary by Parliament , with controls sim-

ilar to those exercised over. the Natio1u1l Loans Fund. Repayment 

of these advances are flexible . Dividends and recovery of cap-

i'tul ar e set by the Secretary in consultation with NEB on a yearly 

bnsis. In 1976, NED paid no dividends on the public dividend 

capital it received and subsequently invested in the firms it 

financed. Returns on public dividend capital are to be paid into 

the Consolidated F'und. 

The Secretary and the Treasury must approve all advances 

from both the National Loans Fund and public dividend capital. 

The Board must supply accounts of the application of these funds 

t o both offices. 

The Treasury may authorize the use of general tax revenues 

to guarantee repayment of loans undertaken by NEB . The 'l'rensury 

must notify Parliament o f all such guarantees. 

As of December 31, 1976, the breakdown of funds received by 

NEB was: 

Publjc Dividend Capital 

Dabt nssumcd from the 9ovcrnme nt 
upon tl:an!.ifer of ' nvc!l t ll\enl·.s ; D.i·· 
r cctccl by Sccr.ct·. ;1t:y or St.-i t·c to be 
tr cu tcd as p ubJ le: div .i.dc11n cc.1 pi. t c\l: 

Subsidiaries 418.4 

~ssocintcs 6.2 

Oth 1:n 1.2 . 
425 . 0 
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77 . 8 

21. 3 
99.l 

Since NEB does not market secnrities, debt/equi ty ratios are. 

not material to its success in obtaining further f unds for invest-

ment. More impor tant wil l be its ·return on capital and the per-

formance of its subsidiaries . ~·hese factors will figure promi-

ne nt ly i n the Secretary ' s decis ion to continue providing invest-

ment funds to NEB . 

I II . usr.s OF FU~,DS/INVES'rMEN'r OPER7\'f IONS 

NED ' s asseto consist l argely of investments and loans to 

fi ve large public corpora tions transferred t o i t by the govern-

ment. All of these companies have suffered fin~ncial, managerial 

and lubo.r problems in t he last f ew yearn. They have been only 

ma.1~~.i.nalJ y profitable or have shown losse!3 . •.rhe book value o .f 

t.hese companie~ · anscts was :Ei62 '1 . l million nt t he time of t rans -

fer. 'l'hoir negotia t ed p:r .i.ce , di scoun ted for. t heir mm:-kct p1~ob -

l erno <.incl used for cal.cu l et tiny returns to Nf:IJ, wan !:> '19 ~i. ~, mil Li on . 

Dm:.ing 1 97G, NF.lJ made b '10.'11 mill:ion i n nm.,. equ ity investmen ts 

llncl ~2C.l3 milli on in l onns to these companias . 
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The operating status of NEB's major industrial 

date of transfer from the government was as foll;ows: 

British Leyland Ltd. 

Sales 

Profit (Loss), Before Tax 

U. I<. Employment 

12 months to 
Sept. 1975 

l>l,868 mill. 

(76.1) 

191,000 

L 

15 months to 
Dec. 1976 

!:>2,692 mill. 

70 .5 

183,000 

British Leyland is a major ma nufacturer of motor vehicles 

and all:i.ed products. 'l'he compa nies comprising this conglomerc:i te 

hetcl shown steady losses during the Si~ties. 'l'hey were consol­

idated and nationali;led in 1973. British Leyland's small profit 

in 197G is attributed to higher ej~port margins resulting from the 

decline 0£ the pound . The firm's major problem is that it has 

been unable to produce enough vehicles to meet demand. This is 

due mainly to d.i.srupt~d labor relations. During the 15 months 

· ended December 1976, 7.1 million rnnn-hours were lost due to 

st~ikes and subsequent l ayoffs. 

g~:_tH_ RccorcJ.i.ng In:::l: r ument: Co. Ltd. 

Sale~ 

(Los s) Defore Tax 

U. K. Employme nt 

12 months to 
Sept . 1975 

iilO . 15 mi ll. 

( 0. J.'1) 

923 

l!i months to 
De c. 197G 

fiB. 50 mill. 

(0 .09) 

1,030 
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Data Recording is a young firm producing co~puter peripheral 

equipment. Some 60 percent of its output is sold overseas. Its 

manageme11t has announced expansion plans calling for a douHling 

of employment in the next four yenrs. However, the sales figures 

above do not seem to warrant such optimism. 

Ferranti Ltd. 

Snlcs 

Profit (Loss) Before Tax 

U.K. Employment 

12 months to 
~~- 1975 

1:-iBG. 3 mill. 

( 0. 5) 

16,651 

15 months t o 
Dec. 1976 

!:il08.5 mill. 

4.1 

15, 57 b 

Ferranti is a conglomerate producing many lines of heavy 

electrical equipment and elec troni~ instruments. Its operations 

are international, with subsidiaries in Canada , Brazil and Scot-

land. As of Lhe end of 1976, divisional managemen t w~s being de-

centralized in an attempt to accelerate the increase in profit-

ability indica t ed above. 

Herber t I.td . 

Salcl: 

Profi t (Loso} Before Tnx 

U.l\. Employment 

12 months to 
Sept. 197 5 

f.>'19.7 mill. 

(13.4) 

6,716 

15 mont:hs t o 
Dec. 1976 

b1~9 . 4 mill. 

(0.7 ) 

6,017 
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llcrl.Jert is one of Britain' s largest machine. tool manufac tur­

crs . This industry had been particularly hard hit by the reces-

sion of the early Seventies , and the firm had been forced to · 

postpone planned equipment modernization. As of the end of 1976, 

domeCT t:i.c and foreign orders we r e increasing . Herbert was planning 

to complement upgrading of its capital with wide-reaching dece n-

trali:~ ·:tt i on of divisional management respons ibility and worker · 

part:i. ·: i.pation in plant-level management. 

~oll i:: Hoyce Ltd. 

Sales 

Profit (Loss) Before Tax 

U.K. Employment 

12 months to 
Sept. 1975 

Ii602.l mill. 

4.5 

6 2 ,375 

15 months to 
Dec. 1976 

!>620.2 mill. 

(21.9) 

59,758 

Rolls Royce Ltd. produce~ aircraft engines and industrial 

turbines. The automotive divis ion was separated from the firm 

upon nationalization i n 1971. Recessionary declines in demand 

for air travel and electricity cu t severely into the derived d e-

mand for Rolls Royce 's products. Declining nales leading to in-

cr~!ascc1 unit cos ts forced managcmon t t o c:los<~ three p l a nts and 

c urtuil subcon tracting buoiness . Despite steady inter11ationa l 

ordc:!r.s for mi.li ta1:y airc1~af t: engines, RR intends to continue cu l:-

bc.icks J.n cmpitul c>•pendi.t:ure and p1:oc.1uction. 
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During 1976, NEB also in~e7~ed .in new. and existing smal;leJ 

firms, mostly in the machine tool, computer and metalworking in-
I 

dustries . These investments amounted to nll.51 million in equity 

and r.21.18 million in loans. 

IV .- MANAGEMENT 

· · NEB is managed by a Board of Directors consisting of two 

full-time and eight part-time members. The two full-time members, 

Chairman and Deputy Chairman, are former senior executives of in-

dustrial enterprises . Of the eight part··time members, five are 

business executives and three are union officials. The Board is 

the ultimate authority in investment decisions except in those 

cases reported in the "Functions" section; 

The Board is assisted by a professional staff of ~7, head-

quartered in London with regional branches in Liverpool and New-

castle. 

V. ACCOUNTABILITY 

Accountability to the Executive 

The NEB is s ubj ect to a great dea l of oversight by the Sec-

rctary of Sta t.:e for Industry and the Tre~sury. NC:n must satisfy 

these officers th~tt its inves trnents are sound by commercial crj.-

terin (e xcept in the case of investments directed by the Secretary) . 
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NEB STATEMENT OF SOURCE AND APPLIC~TION OF FUNDS 

for the period from 20 November 1975 to 31 De~e~ber 1976 

Source of Funds 

From Her Majesty ' s Government 
Public divide nd capital 
National Loans Fund 

From Her Majesty 's Government upon the 
transfer of investments and loans 
under Section 5 of the Industry Act 
1 975 

Public dividend capital 
Capita l Debt 

. ~E..Plication of Funds 

o.verall Excess of Expenditure over 
Income 

Less Depreciation 

Purchase of Fixed Assets 
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~~ must also make an effort to fulfill a ratt~r long list of pub-

lie policy responsibilities as well. These include : 

l) location of new facilities in areas of high unemployment; 

2) ensuring the furthering of democra t i c managerial prac-

tice; 

3) ensuring that the use of funds is consonant with anti-

inflation policy; 

4) ensuring t hat public corporntions maintain f inancial 

discipline ; 

5) assisting and coordinating activit ies with regi onal 

planning agencies; and 

6) ensuring protection of consumer interests. 

Crnnmercial standards for investment ar e ~ell understood , and 

there exist permanent agencies wi thi •1 the government to monitor 

NEB ' s performance on this account. No standa~ds or mechanisms of 

oversight have been brought forth .by which to judge NED' s per-

formancc on the socia l criteria or to hold it ac=ountable. 

In sn tting guide lines for NEB , t ho Secretary acknowledged 

that the institution had to be left wi th cnou;~ discretion to 

respond flexi bly to quickly changing invcstrue~t opportuni ties . 

'l'hus, gover nme nt oversight is to be o:-:crciEac t hrough t he l·c vi.e w 

of t hree-year i nvestmen t plans snbmi.tte<l t:i nn u=lly to the Secrc-

l:nry. '.l'hc plan h: to i nclude sections clealir.g with: 
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a) existing NEB holdings (with particular attention to the 
I 

activities of large companies); 

b) acquisitions, joint ventures and new ventures; and 

c) assistance operations; 

with a discussion of the balance between these various activities. 

The Secretary may enforce his decisions through two mechan-

isms discussed above, regulation of certain investment activities 

and control over the amount of investment funds available to NEB. · 

Should the policies of the Board and the Secre tary seriously 

di verge, these provisions could be come powerful sanctio~s on the 

·discretion of NEB management. At the moment, however, relation-

sl1ips be tween NEB and the government seem more collaborative than 

ndversary. 

'!'he overall frrnnework of the NEll' s ·,ccotmtabili ty to the 

government on matters of public ~olicy and financial goals is 

given above. Hero we list certni n types of investme nt operations 

which require notlfication of or approval from the Secretary of 

State. 

Notifica tion of the Secretary is required wh en: 

1) coiom:L tmen ts exr cc<l n lO miJ lion or t he in ve:.~s tmen t 

.n1ir;cn nmv or si9nif:icm1t pol?.cy :i ssues ; 

2) N.c:n ncgu :i.rcs more than 10 pe rcc·m'l: o .E t he voting 

.ohnrcs of n compnny ; and/or 
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.'3) the acquisition may require investigation under 

monopoly laws. 

l\pproval is required when: 

1) NED wishes to dispose of securities; 

2) commitments exceed !>25 million; and/or 

3) the co~ts of acquiring share capitol exceed nlO 

million or confer upon NEB more than 30 percent of voting stock 

in a company. 

Most of these restrictions on investment activity were en-

acted in order to assure the bu!iiness conunur.iity that NEB would 

not use its access to lcff9e a111ounts of government funds to com-

pet:e at an advantage with private invGs tors. NED is ~ubject to 

the same laws regar ding ownership acquisit ion and disclosure that 

apply to private investora; it may not make use of privileged in-

formatiory such as planning a greements worked out between the gov­

ernment and private firms; it may not compel! private owners to 

sell out. 

Legislative Accountabil ity 

NED is only indirectly accountnble to Parliament t hrough 

min:i.stcrs appointed by them. Parliament also contt:ols the amount 

of N« l:i.ouol Loans Funcfa and public dividend capital availclblc t o 

cill r C:!c:.i.pirrn ts. 
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The most remarkable aspect of the NEB is the array of con-

ceptually separable functions it is to fulfill and problems it is .. ' 

to addressft After only one year of documented activity , it is 

impossible to assess the Board' s per.Eorrnance. We can, how~ver, 

review NED's functions and design to make some prognosis on its 

chances of success. First we must review interpretations of 

nritain's present industrial difficulties. 

Since 1960, the post-tax rate of return on physical capital 

to British commercial and industrial companies has f al len from a 

percent to near zero. 'l'he cause most frequently identified by 

commentators on this phenomenon is lack of sufficient reinvest-

r1ent to maintain capacity. However, recent studies have shown 

that Britain's rate of r~investment has been stable and comparable 

to those of other Western i.1dustrialized countries. 

Recently, attention I.as been focused on the low productivity 

of labor as the major cause of unprofitable manufacturing activ-

ity. In manufacturing and utility sector~ , nritain's enterprises 

rank conRistently lowest in international comparisons of output 

(~c.ilcB) per unit of. ma npower. employed. This condition ic p rtic-

ulnrly ncn tc in the na t:i.onali zed in<.lttst:i:ies where, for e>wmple , 

British T.8yland trncs about twice as much manpower/unit: as i l:s 

c:on t:i.nen tnl cot,nterparts p:roducin9 similar. car::; with similn t' 
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equipment. Frequent strikes cut further into productivity o f . 
I ,. 

capital. For obvious political reasons, both Labour and Tm~y 

governments have been obliged to maintain employment and hav·e 

thus subsidized losses in nationalized enterprises and in larger 

private manufacturing crnnpanies as well. Unions, therefore, face 

few constraints, in terms ~f membership job loss, in pressing for 

more and more costly wage and benefit settlements . . Nationalized 

industries have ~lso been subject to price co~trols in the face 

of continuously rising factor costs. 

These arc only a few of the problems facing large-scale in-

dustry in Brituin; they fcice conditions weighing on all import-

dependent industrial economies. They do, ho~ever , have the ad-

vant.i.ges of a relatively modern ind us trial plant and a highly 

trained technical and managerial elite . 

What are the prospects for NED's various roles given the 

simplified analysis abova? Taking them one at a time: · 

Provision of Investment Capital: NEB's operations are a 

substantial improvement over previous British systems of capital 

assistance t :> private firms. Under older pro;rc:1ms, the Treasury 

had to be petitioned for virtually every disbursal of investment 

funds , bureaucratic response tended to be slow to the point of 

obstructing the tompletion of deals. Further~orc, most assistance 

was in the form of lo.:ln s Hi th :i.n f:lc~~ible repaymcn t terms. 



DHI'l'I SII Ni\'l'IOHl\L EN'l'ERPRISE DOl\HD 
Discussion Draft 

September 14, 19/7 
Page 40 

Recipients o f ten had to peti t ion for further assistance to pay 

off their government loans. 

Wi thi n rath0r high per investment limits, the NEB may ~ct on 

i 'ts O\'ln ~.nitiative, without e:-:ecutive approval . Since its own 

source of capital for new investments is predominantly public 

dividend c apital (76 percent of the total funds available to it 

i n 197G ), it may advance equity to the companies it invests in. 

··rhus , : ~ 1m can absorb long ges ta ti on pe riods necessary for new en-

l:erpr ) '>es or new operations .Ii thin existing enterprises to show 

profi ~. s . 

J::)ldin9 Compan~: '!'he protlems facing Dril:ain ' s nationa lized 

industries are too complex, t oo embedde d in historical patterns 

0£ c lass , socia l and economic relations for any super-managerial 

authority to turn a .1~ound in the forseeabl c future. The NEB may 

provide one of many desperately needed forums in wl1ich labor and 

management representatives can be induced to address common prob-

J.emc • 

. '\si:; i stance to 1:' i~anci<llly Troubled Companies: This is NEB• s 

l c C\s t env l able nnd 10.ns t - to-bc-emula tcd frn1ction. To the extent 

t lw c the annlysis above hold s true i11 in di vidunl cases , pr0vis ion 

c.r nduit.irnwl cC1pit«l under any l:c:rms is economica lly inefficie nt. 

:r i; mn y, hm·1cvcr, be pol:i.l:ic.;a lly tlC'CCSSC\ t~y. NEB keeps separate 

occou nt !:: fl">r auc: ll ac ti v i t.i.cs mHl is rcimbm. Eccl for t hem. Thus , 
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the "subs idy" nature of these activities is acknowledged in NEB's 

records, allowing for the applica.tion of other-than-com.rnercial 

standards in judging performance. 

Promotional Activities: Both the foreign contract and re-

gional development functions seem to be sensible approaches to 

creating markets and encouraging coordination, particularly in 

sectors dominated by small units. Coupled with NEB's financial 

powers, these could be particularly effective services for in-

creasing Britain 's international competitiveness. 


