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and loan demand at the local level. See Table I, "Notes Payable~" 

for the lev ~ l of debt outstanding in recent years. 

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

income from interest payments on loans and returns on invest-

ments in securities. The split between loan interest and 

investmf?n t income varies from year to year, depending on loan 

demand from members. Other sources of income are service 

ch.:irges, fees for services to membe rs and membership dues. 

Gross income has grown from $4.9 mi l lion in 1971 to 

$27.2 million in 19 75 . 

III. USES OF FUNDS/INVESTMENTS 

Reserve Requirements - B.C. Central iB required to maintain 

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

of its deposits and corrunercial papl;!r liabilities. In 1975, it 

held $~8.3 million in such assets; 23.5~ of its deposits and 

mcirket liabilitie s. See '!'able II . 

Loans and Investme n ts - D.C . Central's longer term uses of 

funds nrc concentrated in lonns to memb ers and )nvcsl:ments in 

~:ecud. L:ics . The flow of lonns to me mbe rs varies from year to 

yclli:, clc pcnc.li.ng on c.1 c ma nd. I :1tct· c::.:t rutC!j nrc Hdjustcd to B.C. 

Cuntrr1l' r.: borr.ow.i.ng l:.c1:m.<:; , und il sp.reuc.1 of 1/2'6 is permitted 

by 1 t\\'/. 
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B.C . Central invests primarily in high yield, short term 

· notes of Canadian corporations. Other securities held include 

Canadian Governments, Canadian corporate bonds, bonds of co-

operatives and shares in other credit unions and cooperatives. 

Operating Expenses - All expenses invol"ved in providing 

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

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

tax earnings, having subtracted financial and administrative 

expenses , came to $2.29 mi llion in 1975. Of this, $1.87 million 

was distributed e>s dividends to me111.uers . (Tr.e current dividend 

on membership s hares is 7%.) Retained earnings at the end 

of 1975 totaled slightly over $3 million. See Table III for 

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

for a schematic representation of Lhe relationships described 

above. 

IV. Ml\Nl\GEMP.NT 

The strategic management policies of B.C . Central are set 

by a 1'1-mcmber noa r d of Direc;tOl~!J clectccl by the member credit 

unions . Day-to-cla y mauagemcnt of the institut ion i s handled 

by n nw nugcrial staff: of 00 ( total !:i ':.« f. f: - 180) in th ree di vi·-

~ i.ons: l\d1n:i.n s trn t i on and Fint.1nce , Bervices a nd Dc vE'! lopment. 
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Each divi:;>ion is l\e .:ided by a rnanage r and is further subdivided 

along functional lines. 

'· 

V. ACCOUNTnDILITY 

B.C. Central is a private ly owned institution and is subject 

to no special fo ~.~ms of government oversight or control . Its 

operationo are inspected annually by the f ederal Superintende nt 

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

tions are monitored by the Departmen t of Consumer Affairs to 

ensure that consumer and rnort~rage cre<lit prnctices accord wit·h 

departmen l: gui.:Jelines and provincial usury l aws. 

VI. F:VALUNL'ION 

B. C. Ce n t rul has performed its funcl:ion of he lping a system 

of small depository units operate effective ly and gro•,1 in highly 

competitive and quickly changing local markets. The mo s t 

remarkable feature of D·.c . . cen tra l is that it invests primarily 

with in the system from which :i. t draws its fund s . 0£ j ts 

$17 3 mi llion in l oa ns uncl in vc:; tmen t s oul:s tn nclin9 in 197 5 , 

!.>0!6 were directly in cooperatives <rn<l credit un ions. Another 36'6 

were he lcl :i.n very s hort term corpor,1tc notes for c.:ish nmn <HJC-

men t pu rpo::;cs nn<l could prc~um<1b ly l>e c.:onver.ted to Cc1sh shot1ld 

t he.re be n su<lclc n inc r cnse :i.n 111e inbersh ip lo.:tn clcmattc1u . 'J'htt£; , 
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virtually all credit union deposits remain within the 

system. 

n. C. ·central' s importu.nce as a promotional institution should 

a lso be noted. Competition for deposits demands timely and cost-

efficient customer service as well as professionu.l promotional 

activity and well-trained personne l. These are functions which 

all but the largest credit unions could not afford to undertake 

on their own. 

VII. nELEV/\NCE TO 'l'IlE ALAS Kl\ PERM1\NENT FUND 

Pur2os~: B.C . Central , as n0tec1 .in the July 11, 1977 

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

bank capable of providing deposit and lending services to those 

rural arens too small for full commercial ba~king services. 

It has the twin advantages of insuring local, cooperative owner­

~hips oensi tive to local needs on the one hand. On the other 

hand , it provides aggressive c entra l ized capital and management 

services to ensure that each village receives the most sophisiti-

cntetl economic development aDsistancc possible . 

It: i.s also important to note that Ut·i tish Colmnb:i.a's 

C!COnor.ly, <Jcog.raphy nnd d~mog r.;1phy ) s not trnli::e 7\lu:,;ka ' s . 

Sour.c es of Fund s : 13.C . CC!nl:t:ill 1 !.i equity come s from t he 

local me mber coopE!rati.vc bunks or. c.redi t unio:u:; . It is owne tl 
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and governed by local users. l\s noted in the July 11, 1977 

report, the Permanent Fund could initially capitalize the state 

central bank, and then ar.ninge to transfer ownership to the local 

' cooperative banks. This could be along lines used to devoive 

ownership of the Farm Credit System from the Federal Govern-

nK~ · ~ to locn~ users. For a description of that procedure, 

SI'.• II. 

~ . ::ma~_:!:~\t -Lon Models anc.1 o:e.ti~n s in this Report 

B. C. Central's debt is raised in international capital 

metrkets, bLJsed on its strong equity base and sound rnanugement. 

The Alaska P~rmanent Fund nnd its af filiuted Alaska State 

Central ~ rnk could do the same. 

Uses of Funds: B. C. Central is a model of a strong central 

organization capable of raising international capital to support 

effe ctive local economic development under effective local. 

control. 

~~nagement: B.C . Central is governed by its local user 

inst:i.tt :ions and attracts extremely u.blc and a~grcssivc centru.l 

~c;c'?~_!1tubility_ : n.c. Ce ntral is fully accountnbl.c to its 

local mcmb!:!r. cooper.Cl ti ve banks . 'l'hc Alasl~a P<.~rinanen t Fun cl could 

cnsu i. c that it iLJ cqua lly nccutmtnblc to publ i.c purposes. 
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Consolidated Balance Sh£?e"': 

1975 

ASSETS 

Cash and Deman~ Deposits 

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

Investments 

Loans 

Mortgages Receivabl e 

Accounts Receivable and . Accrued Interest 

Land , Buildings and Equipment 

LI.l'THLITIES 

Notes Pay able and Deposit Balances 

Accounts Pflyable, Accruals , and 
Outstanding Acceptances 

Deferred Income Ta xes 

Provision for Dividends 

Retained Earnings 

Members ' Shares 

$35,296,728 

13,000,000 

81 ,680 , 246 

91,823,385 

15,165,509 

4,099,861 

2,2 24 ,522 

$24 3 ,290 , 251 

$200,317,269 

6,495,372 

215 I 400 

1, 875 , 595 

3,086,610 

31, 300 ,005 

_$243 , 290 , 251 
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Income and Expense Statement - 1975 

INCOME 

Loan interest 

Investment income 

Service charges and sundr.y 

Fees for services to rrcmbcrs 

Members dues 

DIRECT EXPENSES 

Interest on deposits 

Interest on borrowings 

Service charges and sundry 

INCOME LESS DIRECT EXPENSES 

ADMINISTRATIVE AND GENERJ\I. EXPENSES 

EARNINGS DEFORE TAXES 

Income taxes - def erred 

NET EAHNINGS FOR THE YEl\R 

Retained earnings - l>eg:i.nni.ng of year 

Dividen<ls 
RE'£1\IN ED F.l\RNINGS - END OF Yf:l\H 

$ 7,745,411 

15,096 , 769 

1,340,040 

2,643 , 521 

349,007 
2 7 , l 7 4: , ., 4 8 

14,393,292 

4 , 123 , 399 

423,96 :.\ .. 
18,940,654 

-···--· 
8,2311,094 

5,803,650 

2,430,444 

131,609 

2,298 , 835 

2!659,631 

4,958,466 
1,871,856 

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

Bank or DG Bank) is the central reserve bank of the vast 

\vest German cooperative system. Founded as the Deutsche 

Genossenschaftskasse, a cooperatively-owned :inancial institu-

tion, shortly after World War II, it was reorganized as a 

rorporation and renamed the Deutsche Genosse~schaftsbank in 

1972. 

DG Bank is the apex institution of a three-tiered system 

wl1ich holds 13% of all deposits in German fi~ancial institutions. 

The base of the system is composed of some 6,400 small banks 

and building societies \·.'hich service the merr2>ers of agricultural, 

industrial and trade cooperatives , as well as unaffiliated 

depositors. Ten regional cooperative banks ?rovide liquidity 

mru1agement, auditing, check clearing and investment ~rvices 

to the base. DG Bank provides similar services to the regional 

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

be low. 

Structure of the Movement - nfter World War . II, the German 

coopcre:1 l::L vc movement wns organized into fou~ sectors , each with 

its own credit. system and network of regional and notional unions. 
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The four sectors are agriculture, industry , consumers coops and 

non-profit housing finance societies . 

By far the largest of these sectors is agriculture. In 

J.971, more than 1.8 million farmern were members of one or more 

0£ the 12,590 l ocal societies. 1,650 marketing and supply co-

operatives , 4,300 trade cooperatives and 1 2 centralized coopera-

tives with 1, 500 branches or depots ,,·ere engage d in the buying 

and selling of goods .and achieved a total turnover of 

$6.4 billion.* In additio11, there were in 1971, 4 , 780 specialized 

cooperatives with 29 affiliated regional federations . The 

agricult ural ~redit coops take deposits from and finance the 

fixed and working capital requirements of their members. 

The industrial and trade cooperatives perform similar 

functions, and are active primarily as central material pur-

chasers for their members . The y were serviced by 624 coop 

banks i n 1971. 

Consumer and non-profit housing coops (central purchasing 

ugen ts for the residential cons true t.ion ind us try)- comprise a 

relatively s m.;111 part of the sy!3tem . 

'.I 'he br.cC1kdown o !: l ocal finm1cial institutions servicing 

Lhese scctorD in 1971 was a~ follows : 

·---*l\11: n\000·-l·~~f')' -f.iglll:C~; in l:hC text arc CjiVC~rl in clollars I CQfl­

Ve'CtCd f:rom DM al: t he e>:clwnge rate prcvailin9 al: the time the 
f i.0u r.e wa$ l~cportec.1. 'l'hin is don~ for ease of: compn~hens ion. 
J:'.i.qurcs :Ln '.l'ablc:s I und II ctre pre~:cnted in DM, wher:c a sen se of 
proportion is more i mportant than absolnte totals. 



nEUTSCHE GENOSSENSCHAFTSDAHK 
Discussion Draft 

Agriculture 
Industry 
Housing and Consumer 

Total 

5,680 
668 

45 

6,393 

S:.:??t8ro'\ber 14, 1977 
Page 135 

The system also includes 10 mortgage banks u~aff iliated with 

cooperative societies . 

Recent trends in total units and membership are illustrated 

in Figure I . Overall, the graphs show :.i.ncreas.Lng membership 

and concentration , especially in the two most imporiant sectors , 

agiiculture and credit . Concentration has mostly been achieved 

through 1-.he merge.r. of two uni ts. 

Despit~ the~e mergers at the local level , the cooperative 

system maintains the most extensive branching system of any 

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

sma ll. In 1971, there were 18,665 coop bank branches , compared 

to 14,506 for savings and 5,'120 for commercial banks. In 

terms of aggregate balance sheet totals , the cooperatives are 

behind both the other sectors. The average balance sheet total 

for the banks serving industrial coops was $23.3 million; for 

those servicing agricultural customers, only $3.7 million. 

These clrnnges at the primary l evel have uf fectecl the 

atructure and operations of the regional coo?a rative ba nks. 

Ench merger of two locill units tends to reduce deposits with 

the rcgionul. bunks, because the compensatory i!lovcments of 
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FIGURE I 

Cooperatives a nd 'l'he i r Me mbe rshi p in t h e 

Federal Republic o f Germany 
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FIGURE I (continued) 

Consumer Cooperatives 
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F IGURE I :t 

The German Cooperative Financial System (1971) 

_,f 0 . 8 
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outside 
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then-prevailing exchange rate 
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l.iquid fun.as increasingly take place within the new unit , instead 

of passing through the central institution. The percentage 

of customers ' deposits h~ld by the local cooperative b~nks at 

their affiliated regional bank has therefore been declining. 

Also , larger local cooperative banks usually make heavier demands 

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

funds to finance expansion in the volume of lending. 

This situation has led to the need for larger units at 

the regional level, capable of maintaining larger balances of 

l oanable funds and providing services such as check clearing 

where economies of scale can be realized. Since 1968, the parallel 

regional systems of the various primary cooperative sectors have 

been in the process of consolidation, and the number of regionctl 

cooperative banks has fallen from 18 to 10. Of these, seven 

have reorganized as corporations able to sell shares to the 

general public. These regional banks, in turn, r ely on DG 

Dank for depository , liquidity management and other essential 

services. The financial interrelationships of this system, 

from local depositors to DG Da11k are shown schematically in 

Figure II. 

Sources of Fundn - The source <.;f funds to the local system 

is the deposits of membe r s. 'fh c local coop~ off er a full 

rn nge of deposit accounts an<l instruments: checking and savings 
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accounts, negotiable and non-negotiable savings certificates . 
,. -. ,. ,,_ 

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

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

Uses of Funds - Besides consumer, home mortgage and business 

loans to members , coop banks undertake a number of lending and' 

investment activities. These include construction financing, 

term loans to other credit cooperatives and industrial cu~tomers 

and leasing. 

DG Bank Oeerations - DG Bank provides financial and non-

financial services to the regionals in order to help them 

facilitate these local activities. Such task~ performed jointly 

by DG Bank and the regionals include check clearing, centralized 

electronic transaction procession , property broking, secondary 

mortgage marketing , advertising, personnal training , and the 

placement of reserve and surplus funds in investments outside 

the cooperative system. This last function is reserved 

primarily to DG Dank. They underwrite and market domestic and 

foreign corporate equities and securities of various govern-

ments and public authorities. 

II. SOURCES OF FUNDS/CAPITALIZ~TIO~ 

!~lity - DG Bank is capitalized by the purchase of shnr.es. 

Of the $134.5 million in paid-in equity in 1975, some 75~ was 
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held by the regional banks. The rest was held by corporate and 

institutional inve~tors outside the coopera tive system. The 

current dividend on shares is 8% . 

Deposit~- - DG Bank ' s nmin sourc<::: of deposits is the regional 

banks' rese rve and surplus. Of the $7 .92 billion on deposit in 

1975 , $5.36 billion was attributable to the regionals. Oth~~ 

banks and corporations provided the ba l ance of the deposits . 

DG Bank pays interest on these deposits at prevailing rates, 

and t hese interest payments compose their la~gest financia l 

expense . The volume of deposits in the entire system has risen 

rapidly in recent years. 

~orrowings - When necessary to increase its b ise of loanable 

funds , DG Bnnk will raise money on the European bond market 

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

outstanding- - down f rom recent years due to the simultaneous 

increase of deposits and decrease of loan demand within the 

coop system. 

In~t:: - Net interest paymenl:f. on l ouns compose by far the 

lnrgest por t· .Lon of DG Dunk ' s if\corne , some 86 ~ of the $606. 5 mi l-

1 .ion in 197 5 9r.oss earnings. Oth '-~ t" sources of income include 

tho t f:.r.olll in vcs tmcntz and securit .i.cs, comr.li.ssions and fees and 

mi;.c;c llr.mco uf; sourc:es amour~ t.:i.ng to $11 . U mil Lion. 
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Bec:iuse loan demand in the sectors from which the coopera-

tive system draws its dcposits--agriculture, small busineFs and 

middle-inc:ome indiv:i.duals--has fallen in recent years, DG 

B.:mk h ;.1: ·~ had to find uses for its investible funds outside the 

cooperative systen1. Some 57~ of its $7.5 billion in loans 

outstanding in 1975 were to banks outside the cooperative system . 

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

to he channeled back to the r.ogional banks. · Over 70 13 of t1iese 

l .oc.:tns were for terms of less tlrnn four yenrs. 

Unlike:~ l\me:r:Lcan banks, Ger.man hn nks arc not res t:tictcd from 

engaging in equity and underwriting transactions involving 

corporate SC:!Curi ties, and they ma.I' own subsidiaries directly 

instead of through a holding comr~ny. All these activities 

f:Lgu .1 ·e prominently on DG Bank' s balance sheet. Of the 

$1 .24 billion in investmentB held by the bank , 4G % are in 

corporate bonds, many of which OG Bank underwrote. Three percent 

wns held in other securities , mosl:l~r corporate equities , 12 ~ 

in shor0u of subsidiaries and 39~ in Treasury notes. 

DG Bank' i:> undC:!n·1riting busi.nC$!> :i.s sub~tnn l:ial . In 197 5 , 

i. t unclc1:wrotc 17 lo rge ir.;s ues , mostly £01: Gcr.m.:in public 

authod. l:ic~ and polil:)cal unitn . 'L'hc Dank <d.~;o pi.1rticipnl:cc1 
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in 47 other issues as guarantors for various private ancl public 

entities. 

DG Bank held equity interest in over 50 other financial 

institl1ti0ns , including the seven regional banks reorganized 

as corporations. Amon<] the Dnnk' s wholly-ow:1ed subsidit1ries is 

the De utsche Genossenschafts-llypothckenba nk , one of Germany's 

largest mortgttge bankG, several closed-ended mutua l funds and 

several foreign subsidia r ies engaged in placing DG funds in 

i nvestments abroad . DG Dank also owns 19 «nd 5 0 ~ , res pective ly, 

of the s hares of the two l easing fir.ms whose services they 

broker to the regional b anks. 

'l'hus , u s.i.ng the very sparse i nformation provided in DG 

llank1 s annu a l reports and including accounts wh ich may register 

ho le.lings outside as well a;. wi t hin t he cooperative s ys tem , it 

appear s that only 10. Gi of DG Uunk' s invc a t ment s arc in the 

coope1:ati vc s ystem. 

IV. M7\NACgMt::N'l' 

'J'hc top level of 11wn« 9c mc n t is t he: Ma nng ing Dou i:cl , composed 

of five 111cmbc r.s clce t <!c1 by r c p r.cscntntive s of th 11! regiona l bc"tn!<s 

<t nd c:oopcril t j vo uni.on ;. . DG Dcrnk clo :?s not: rc;Jo r t t·h c brcal~clown 

of 1110 11.i ~J Cl: .i.u) r c spo11 !1ib.i l i. ty lie twe e n i. b: vti rio us cli.v:i.sions . 

Nor <lo l:hc y prc~•cn t nny ovcrr:i.cli tlCJ mnna~10mc 11 t polic.ic:.-: bc::li.des 
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a commitment to helping l oca l credit cooperat ives achieve a 

greater market share. 

V. ACCOUNTAilILITY 

DG Dnnk is a privately- owned corporalion and thus enjoyG 

almost t otal freedom in its in ves tm~n t and liabil i ty-gener.c:lting 

policies. It i s restricted only insofar as it must obey law~ 

designed to protect depositors. 

VI. EVi\I.Ui\TION 

DG nank ' s major purpose i s to help the thousands of tiny 

financial units which compose the cooperiltivc cre dit s ystem 

remain competitive with other sectors of the German financial 

sys tem characterized by larger units. Banks in these other 

sectors tend to deal in larger blocks of money nn<l thus have 

lower unit transactions costs . DG Bank and itn r egional af-

filiates seem to do thi!l job well. From 1973 to 1975 , the 

shnre of cleposits in all German bnnks held by coopcr.ntive5 in-

crensed from 11 to slightly more than 13 ~ . 

Pcrh ap~ l:hc most striking a!:>pect of DG nank'~ opertit ions 

is the e x tt" n t; to which it invc~~ts ou tsiclc the coope 1:a l: i.v e sys t r.::: m, 

ccpc~cial ly whc:n compared to the Uri ti:::l1 Colnmbin Centra l Ct:Cllil: 

Uni.on. Such n compat:ison i!; mi.nlending, howc:v 0. r, in tlwt the 
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real EH.:onomic conditions in the two institutions' deposit markets 
I I 

may be en~irely different. Young fanilies a~e heavily represented 

among the British Columbian cooperatives' me1:-.bers. Their demand 

-for lnrge mortgnge loans is h igh , anc they t~nd to keep little 

in su.vings. Thus, thei r central bank mu3t d :anne l funds from 

outside the sys tem to its member units if they are to continue 

to compe te for loan business. 

DG Bank is the lead institution of a cor::;>lex sys~em financ­

ing many types o f economic activity . Its ma~agers claim and behave 

a s if loa n demand is declining in these sectors . An anu.lysis of 

these sectors and i1 cr.itique of DG Bank's lending policy is 

im:>oss ible given th~ paucity of information on these activities 

available in secondary source :. and the Bank's own tight-lipped 

rcport:i.ng policies. Management may be doing its members n 

service hy investing outside the system if that is where their 

funds can earn the greates t return. 

Howe ver , one of the Dnnk's financial pol icies doe s seem 

to be n disservice t o the me mbe r cooper ttt ive;;. '!'his is the sel l-

:i.ng of: s hu rcs hy bol·.h the .t:cgionri l banks and DG Bank to inves tors 

outslcle t he coopct"al:ive fiY~ l::.cm whe n liqni cl it::· Dp9ean.; to m·:ist 

A111on9 t h e i ncl.i v:Lclun l coop e1:n t-. i. ves to buy these s~orc~ . Thus , 

em:n in ~ff.i cm th e c.lc!po~: itr; co11 t: 1:ibutr:c.1 by l:he i.~:iits at t h e b C:lSC 

of l:h c~ !':ystcm c ~ nd ult .i.mi1tcly their members ) arc siphoned off 
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t : : outside investors through the payment of dividends. According 

\ · 1 our own cnlculations based on information given in DG Bank's 

:nnual reports, these payments outside the system amounted to 

18 .9~ of the Bank's net earnings in 1975. . . 

VII. RB 'LEVANCB 'l'O THB l\LASKA PEHMi\t·!ENT FUND - -·---
~ur.po~ ·z: s.: DG Bank provides an important counterpoint to 

BC Cei· :·.ral. It Rho· .. ;s what happe ns to a similarly constituted 

coop~ .~t ive development b ank when it matures in a mature 

inclu!;..:r i al economy . 

. ·, ource s and Uses of F'unds: DG Bank is no longer wholly 

owned by lts users. It now is a net exporter of funds--not 

only out of local cooperatives, but out of Germany. 

Management and Accountabil ity: DG Bank is increasingly 

less accountable to its local cooperatives. It manages its 

fu nds similar to a ·large multi-national bank. 
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ASSETS 

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

Less Than Four Banks 
· Four Years and Over 

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

Less Than Four Years 
Four Years and Over 

Due from Public Authorities - Equalization 
Claims 

Own Bonds Held fpr Trading Account 
Fiduciary Transactions 
Investments in Subsidiaries and Affiliates 
Premises and Equipment 
Other J\ssets 

'l'otal As sets 

LIABILITIES 

Deposits of Regional Cooperative Banks 
Deposits of Other Banks 

Less Than Four Years 
Four Years and Over 

Deposits of Non-Bank Customers 
Bonds and Notes Issued 
Fiduciary Transactions 
Other Liabilities 
Capitnl Stock 
Rese rves 
Profit After Trans fer to Reserves 

'l'otal J,iabilities 

Endorse ment T,iab i li ties 
Guaranlees 
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OM Million 

627. 4 
3,198.3 

9,852.9 
909. 5 

1,313.1 
1,625. S 

117.8 

3,324.9 
1,459 .6 

86.9 
38.0 

165 .2 
413.0 

45 .1 
107.6 

23,:rnu 

13,381.9 

3,528.'1 
1,683.9 
1,192.S 
2,302.1 

165.2 
203. 5 
366.G 
355.0 

25 •• , ----
23,28'1.8 

417.8 
1,694.7 
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Income and Expenses - 1975 

INCOME 

Interest Earned 

Income from Securities and Investments 

Commissions and Fees 

Other Income Including Adjustment of 
Special Reserves 

'l'otal Income 

EXPENSES 

Interest i:':xpe11c;e 

Corrunissions 

Depreciation, Provisions, Transfer to 
Special Reserves 

Staff: Expenses 

Other Operating Expenses 

Taxes 

Other Expenses 

'l'otal Expenses 

NET INCOME 
Trans fer to Reserves 

PROFIT AFTER TRANSFER TO RESERVES 

DM '000 

1,305,936.6 

159,911.1 

18,741.5 

29,471.3 

1,514,060.5 

1,272,019.7 

1,813.7 

32,048.8 

34,542.4 

23 ,918.2 

19,192.4 

4,852.5 

1,388,387.7 

125,672.8 
100,000.0 

25,672.8 . . 
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Inte rnational devel opment banking provides a patter n f or 

regionalizing the Alaska Permanent Fund which is strikingl y 

parallellecl in a numba r of public ly-sponsored American develop-

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

ment has evolved with '·.h~ c;e conunon elements: 

First , a government-sponsored developmen t ba~c or fund 

which oversees t.he whole system. 

In t he middle , regional development banks or corporations 

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

between local needs and national or state resources. 

At the bottom, local development corporations or banks with 

a great deal of autonomy und flexibility to respond to local 

needs and differences. 

This essential ~lree-tiered pattern i n f ound in the inter-

nationul development banking s ystem headed by the \•lorld Dank , 

:in sophisticate(} national development bunki ng systems in 'l'h:i.rd 

Worltl co untricr. suc.:h as thone of Brnzil , Me xico <md India , and 

in re9iono l c.lcvcle>pmen t bnnk.ing Ly$tc:ns o.t dcvc loped comd:r:i.cs 

of: Eur.ope such u!J Frnncc 01: Jt<lly . 'i'he same pnl.: t:crn i ~: followed 

in pub) Lcly-sponsorcd 7\rne r icun c.;.r:cdi t systems s ltch H S l.: he Fa rm 

t rc<li t sys tcm and t he Federa l llome Loan bank sys tc111. 
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It is no coincidence that this pattern repeats itself 

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

1cl~ment:ar.y , sensible , and obvious. 

In each in~tance , the system is publicly-sponsored and 

acco un table but independently opetited by an experienced , career-

minded profcsr;; ion al stet ff. Both capital and mana9ement are 

organizt~d on a long-l:~rm brt!"tis and ini t ial public investment 

is used to generate larger amounts of private capita l from the 

privet l:e capit.c:il mnrkcl: . 

Just as internationa l &~d domestic experience pr ovides us 

with import.ont p<•.rallel!.> , each gives m:; a bette r understanding 

of different a spects of th e overall structure and organ ization 

which could he l p df~f:Lne the 1\lnska Pe 1:manent Fund as a deve lopment 

lnmk capable of suppor ting the quite different r egional economic 

needs of different areas of 1\la ska . 

Por instc:rnc0., int:ernational development banking systems 

arc superior to 1\meric:an devel opment finance s ys tems i n the 

pr.ovis:i.on of in f rets l:ruc turc f inanci11g nn<l ven t u.re capital. 

By cle Lin i. t.i.on two nwjor l\m-:? .ri can c rcdi t uys l:ems , the Farm Credit 

!;ys tcm nnc) the f:'cder.al Home JJonn bm\k !lys tem , clo not provide 

ci.l:hcr. J.0119-terrn :inf .r.a;, true l:ur.e f in<111c.;e or en sen t.i<il ve ntur.c 

c.1pi l:.ul to nC\·1 enterprise . Ven tu r e cc:ipitul is cc s e n l: i.nl to 

the c:tcvnlopmc;~ nt o I: run~ll r.c9:Lon~ o E J\lasku Hncl lower-income 
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communities in those regioi1s, as it is in Africa, Asia or 

Latin America. 

Just as the international development banking systems 

help us understand the basic capital formation instruments for 

development banking systems, particular American experience in 

structuring financial institutions gives us a set of basic 

guidelines for constructing the regional uni ts of the Alaska 

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

national experience, it is worth taking a close look at the 

specific l egal, fin~ncial ~nd organizational mechanisms used by 

successful American development finance systems . 

International Models 

One of the most appropriate tran3ferable l essons from inter-

national development banking experience is tha.t a network is 

necessary in order to support regional economic develo~ ment--

not a single, monolithic institution. This is especially true 

where regional and ethnic distances are great, where infra-

structure is inadequate, and where sensitivity to local needs 

must be particularly acute. 

'I'hc evolution of the internc1 tional clevelopmen t banking 

system into a geographically decentralized and functionally 

differentiated worldwide syst~n was neither wholly planned nor 
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conscious. It simf.1ly evolved to fit the rising needs of v·arious 

developing countries and regions of the globe. 

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

the value of working through local intermediary development 

banks, since they were muc:'1 more sensitive to local practices 

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

ments about loans and investments. The World Bank group began 

to work with existing national development banks and to sponsor 

the creation of a worl(h/ide network of national private develop-

mcnt fina nce corporations in a host of Third World countries. 

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

graphic areas and significant regional differences, we can 

observe a tendency to complement this international ~ecentraliza-

tion with an intranational regional decentralization to subnational 

i nstitutions . In one study of 209 development banks, riearly 

40 percent were loc«ted in 10 cou:1tries--1\rgentina, Brazil, 

Colombia, India, Malaysia, Nigeria, Pakistan, the Philippines, 

Spain , and Venezuela--each of: which has developed extensive, 

decentru.lized and regionali%ecl deve lopment banking syst<::?ms. 

Third, this p nttern repeats itself once again in the 

sophisticated and e l aborate region~l deve lopment bu.nking ~ystems 

which have been organized in France , Italy, u.nd the United Kingdom. 
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At the base of each system is the funda'7.ental unit--the 
I 

local development bank or corporation which serve::; to broker the 

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

capital. Between the local development corp:>ration and the apex 

of the system there is often a regional cleve:..opme.nt bank or 

corporation which mobilizes its m·m capital ::or local use and 

may be required to broker-finance beb1een th-: local and the 

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

is also a c~reful elaboru.tion of different i:-;frastructure and 

equity "windows" to provide more discrete fo::-ms of capital 

for specialized purposes . Figure 1 provides a highly abstract 

and stylized version of the institutional relationships among 

the world Bank, multinational regional c1evelo?ment banks, and 

local national institutions on the one hand, and national 

development banking institutions , regional a~d local development 

corporations on the 6ther hand. 

An Amer.i~:'ln Paralle_l: 1'he Farm Cred_it Syste=:: 

1'he Farm Credit system h as evol ved a s a highly soph i sticated, 

publicly-sponsored but. user-owned develop8er.:. f izw nee system 

like the interna tionc1l development bnnkins; :.etwo:ck. It has 

unfolded gradunlly since its .establishme11t i~ 19LG , aD s uming 

new function s and becoming more decentral i ~e d in response to 
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the credit needs of farmers . Today the federal Farm Credit 

Board and the Farm Credit administration operate at the financial 

level, while twelve district Farm Credit Boards at the regional 

level serve hundreds of constituent associations and coopera-

tives at the local level. The functional diversity of this system 

is reflected in twelve federal Land Banks serving·594 constituent 

Federal Land Bank Associat:i.ons, twelve Federal Intermediate 

C ~edit Banks working with 442 local production credit associa-

t i ons , and twelve banks for cooperatives serving constituent 

farmers in coopera ·cives. This arrangement provides three dif-

fe:cen t f unct:i.onal 11 \·d.ndows" of credit to member farmers and 

ranchers in each of the twelve regional Farm Credit Boards . 

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

11ational development: banking pattern.s both in its geographic 

decentrnliz,ltion of decision making and its separation of dif-

ferent functions. '£he pattern of geographic decentralization 

is repeated again in other Ame rican financial networks such 

ll [ i the Federal Home r.oan bank sys t e rn and, of course, the Federal 

HcservP- sys tern. 'l'hese impor tant domes t:i.c pnral lcls not only 

confirm intc rnationa 1 cxpE;~r:i. enc e ; they also prov.i.cle us with 

p J:ov c:m, v1or ka blc , l e g ul, fina nc i al nnc.1 organizationa l pr.cceden l: ~~ 

'f cn: a regio11c1l:i. ~ eel l\la r:ku Permanent Fund. 
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The Farm Credit system has , for example, developed two 

structural attributes worth no ting and using i n cons tructing 

a r egional ized Alaska Permanent Fund. In a characteristically 

Ame rican fashion, on December 31, 1968 , the Farm Credit system 

became 100 percent user-owned with retirement of the original 

federal government capital investment in the system. P~rt ' of 

each farmer ' s loan purchases stock ownership in the capital 

structure of the banks and associations. Member farmers elect 

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

production credit associations, and cooperatives ; the Boards 

o f the associations a nd cooperatives in turn elect the Dis tr:i.ct 

Farm Credit Board and make nominations to the President for the 

federal Farm Credit Board (see attached Figure 2). 

The l ocal users gover n the system by e l ecting or nomin«t ing 

each governing board in the system. The local users eventually 

repurchase the ownership of the s ystem from the federal govern-

mcnt with a small percentage of the proceeds received from 

the system. 1rhis user governc:>.n cc and even tu~l use r ownership 

is a critical precedent for establishi ng l oc9l cooperative 

b.:inking institutions in communities in the state too smnl l to 

properly ~upport a full- service bank . 

Second , the pr ivate capital market finances the $8 billion 

debt of the F'arm Credit system through the sale in the bond 
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market of consolidated federal Farm Loan bonds. "Consolidated" 

i s primarily what they are: thousands of individual. farm 

mortgages, crop loans and farm equipment l oans which have b een 

put together by the Farm Credit system for r esal e in t he private 

capital market . The private capital market supplies the bulk 

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

'f:ceasury ' s s t.an<lby credit i s assurance to th~ market thu. t the 

government stands be hind the obligation , even though there i s no 

direc t government gmi.rantee. I similarly feel tlrn t with the 

huge paid- i n capit~l base of the J\J.aska Perml1nen t Fund i ·t will 

similarly be possible to sell nwny such packaged p1:i va te obliga­

t :i.ons i n consolidated bonds in the marketpl ace with the standby 

backing of the J\las ka Permane nt Fund itsel f . 

Unlike virtually all internationa l de velopment banking 

systems , the Farm Cr edit sysb."m h as not developed a n affiliated 

ve nture capital corporation. J\s a result, the Parm Credit 

s ys t em i s precisely tha t--a 100 percent debt financing sy~tem 

which i s no longer. able to respond adequately t o the needs of 

those low-income farmers und l esser-de veloped reglons of t he 

country which it was originally s e t up i n th e 1920 ' s to s e rve. 

1'10 1: lu.ir:; it b e en able to be effective j n it !~ ori9inal puepos e o f 

DCek i ng to end form t e nancy by rn nk i ng lanclO\"ncr!; o ut o f shut·c-

c1:oppers . Cr.<.:d i t does no l:. tna lcc owners , only debtors . •.rhc 
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banks for cooperatives, for example, usually limit facility 

iaons to not more t han 60 to 40 percent of the value of the 

security offered by ~he cooperative, and expect the balance to 

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

This i s fine for a wealthy cooperative that has built up sizable 

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

cooperatives whose members by definition have no equity and, 

therefore , whose cooperative is ineligible fo::: a loan from 

the bank for cooperatives . 

It is for this reason that I have argued strongly in my 

memorandum to the committee of July 11, 1977 that the community 

development provisiona of the Alaska Permanent Fund legislation 

s hould provide for equity investment as we ll as debt and 

guaruntees, just as with productl.ve private en':erprise. 

Other Domestic Models 

The pattern for. establish i ng and operating the Farm Credit 

system is purallelled in other major American financing systems 

such as the Federal llome Loan l>ank sy:;tem. I:1 each instance 

t here is one initial la l~gc public CD?ital Dt c :::k purchnse by the 

111 "ac \·•l11.'cl1 st"'•·ts tl1e s y•·t""m ,'_r te·· t}1 :>_ ..... the systcn' p,~,yu "'r-.."' o ury , y • u .. ··~ • "' .-;> ~ • n ... _ ,, "" 

its own \·my c :-:ccpt.: for relatively sm~ ll periodic appropriations 

to cover non-recove rnblc infrast~ucturc nn<l s ocial oveci1ead 
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capital costs. Eventually the Treasury stock is repaid and 

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

initial $75 mill~on of Treasury stock that 'started the Federal 

Home Loan bank system in 1933 was fully retired by 1950, just 

as was the Farm Credit system. 

With strong debt to equity ratios most of these same systems 

have bee11 able to raise the substantial body of their capital 

on the private macicet through secondary marketing operations 

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

to the Alaska Permanent Fund 

The experience of domestic and international development 

banks po i nts out that the Alaska Permanent Fu~d has a number of 

specific options tha t might be used for purposes of regionaliza-

tion. Specifically, tl1e Alaska Permanent Fund might make local 

regionalizcd investments through: inc!ependcnt regional or local 

development banks or corporations ~ affiliates; subsidiaries; user-

owned local institutions; branche~; or some flexible combination 

of the above developed on an ad ho<.: basis. Each of these will be 

briefly referred to b~low . 

Independent rcgionul or local developmect banks or corpora-

tions: The World Bank and the European Inves ':1.1ent Bank are both 

examples of institutions which primad ly operate by making loans 

to and through independent regional and local i ntermediaries. 

J\nalogously, the Alaska Permane nt E'une might :iake all regionnl 

investme nt!> to or through Alaskan regional Dncl local community 

dcvelo~nent corporations. 

l\[ f i l in tcs: 'l'hc Frcnc:h Creel i. t National : inanccs its regionnl 

developme nt t hrough aCfili a tcd Regional Development Corporations. 

J l. hJs u sub~tan tinl <tl t hou9h not control.Ling stock interest i.n 

N1c:h uf LhL:sc SOH!l. The prcdomi.nun t cgu L ty i r. tc rc ~ t · is held by 

l ocal f inuncll1l ll nd cl ev~lopmr.: n t j 11 G ti tu ti.onn h. i th « grco tor 

:; n::;i ti v l Ly to local n c~:d~• c:inc.1 cond Lt ions . 
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Subsidiaries: To the best of our knowledge , no devel opment 

banks within the United States or overseas operate through their 

regional development programs through wholly-owned ~ubsidiaries. 

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

Bunk and the D.G. Bank , do use \•!holly-owned subsidiaries in ordei; 

to undertake specialized functionitl financing activities such as 

equity investment. 

User-owned local develorment banks or corpor~tions: A::; we 

have extengively documented, the Parm Credit System , the Federal 

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

and th~~ D.G. Bank arc all i11stitutions which arc user-owned at 

both the regional and centrul l e vel by local , cooperatively-owned 

developmF:! nl: banks. 

Branches: The Federal Rcsc 1vc System o~a the Dritish ~inance 

for Industry arc two c entral financlal institutions wl1ich operate 

their rc9ional activities through brclnches. 

A f:lcxi.blc, ad hoc n12_proach: 'rhe National En terprisc Board 

Hnd the Cctnctda Development: Co.rporati<Jn ctrc two large national 

d~·velopmcmt banks whlch huvc t.1k cn C\ needs ·oJ:icntcc.1 ad hoc 

nppr.ot.tch t0 l"cgi.onnlj% n tion. 'l'hc N.:tUonal r.nt:cr prise Ooard , for 

c:it!i tlo j n orclm: to 9ut fl b1... l:. tcr scn D ! for. how they could inter-

v c nc in t·cg ionn l cco:1om i.c developmcn t: . 'l'hc C.:a rrncla Dev c l.opmen t: 
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Corporation has a sole branch in Vancouver in order to be more 

responsive to the regional economic development needs of western 

Canada and is undertaking it~ venture capital program through in-

vestments in affiliated privately-owned venture capital companies. 

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

sections of this second report, is to suggest a number of optiono 

whi ch can then begin to be tailored to fit the specif:.c purposes, 

needs and political economy of Alaska in des ignin9 the Alaska 

Permane nt Fund. Based on the response of the legis lature, this 

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

further attention. 
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The question of assuring thra accountability of the Permanent 

Fund management to the electorate, legislature and executive to . 

carry out its public purposes is probably t he single most imper-

t:ant issu~ before the Special Permanent Fund Committee . I n this 

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

which the management of public enterprises such as the Alaska Per-

manent Fund may be held accountable for their performance . Be-

cause tl1is is such a central issue , our aim in this section in 

simply to introduce the ~roblem and begin to sugges t some of the 

options avai l able to ensure public accountability . We will detail 

s ome of the tradeof fs involved and cite specific cases from 

domestic and international experience . 

It is important to point out at t he beginning that the 

record is ge nerally no t a good one . In m~ cases-J:!ia n not, pub-

lie accountnbility has ))(;Jen s ncrificccl , for m.nr · ;_cffi£iCn_£y . 

'£Im task of oversceir1CJ the Pm:mane n t l:"'und t o enoure that its p\lb-

lie purpoocs arc cn~ried out will not be on easy one. Ou r sense 

i!.i thnt thi s int rocluctot'y clh;c·· zsion will raice m:iny more ques-

tion!> tlwt:: the Committee will want to con~:i.d~r between now cind 

Decembe r 3 ! , 1977 . ny "accountubility " we mea n the offect.i.veness 
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of the mechanisms by which t he govern!ilent seeks to assure that 

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

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

funds. In the case of the Permanent Fund, those pri:>viders are 

the people of Alaska . 

In some respects, the position of Alaskans in this enterprise 

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

investor gathers as much information as possible about the firm 

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

pendent judg1i1ent on appropriate management policies . He then 

seeks to have these judgment~ acknowledged and €ffected by par-

ticipating in shareholders' meetings and by voting his shares. 

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

managerial performance, he will seek to impose ~anctiona on the 

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

withdrawi ng his money from the f irm. In all these activities he 

is motivated by the principle of maximizing his benefit from the 

investment--his short-run money profit. 

The benefit l\laslcuns expec t from the Pernanent Fund , however , 

i~ a good dea l more complicated antl long-lived than that sought 

by th~ pri vntc ca pi tal.i.st. Certainly , short- run financial rcsul ts 

mnst be cons.i.dcrcd, but the ideu behind the i\laska r e i:manent Pund 

is to convert non-renewabl e minera l resources into renewable 
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capi.tal resources which benefit the Alaskan economy and Alaskans. 

These investments could generate many types of public costs and 

benefits. A smal l sample of costs Alaskans would seak to avoid 

includes degradation of the environment and social disldcation 

caused by the boom-bust nature of certain enterprises~ Benefits 

might include wider participation of Alaskans in the management 

and wealth generated by business enterprises and the improvement 

of huma n services. 

Experience has demonstrated th~t publicly-capitalized in-

vestment banks tend to operate solely uncler commercial profit-

maximi~ation criteria unless the~_are compelled to do otherwise 

thi:ou_s1h va;-:!.ous forms of qovernmen~ direction and control. Our 

basic problems, then , are: 1) How is the substance of these di~ 

rectionc to be determined? nnd. 2) How arc they to be enforced? 

It is likely that no stable consensus can be reached on the 

prope r mix of objectives for the Permanent Fund. Rather the Fund 

has many constieuencies, each with different and often conflict-

ing cconontic i nterests and wl t h <liffercntial access to the polit­

ical and economic means by wh ich to have these interests ef fcct~d. 

'110 design t he ins ti tut. i ons Sllt' r.ounding t he Pc1~manent Fun cl as 

j r the conzcns un 1nentionea above e~isted , <l s if it were the Fund 'n 

only l:ctsk t o in terprct the~;e ob~j cc tiv~!J in its inves tment policy , 

m.:iy be v .i 1· tucll ly .i.mponsiblc, bu!.;ccl on t:hc e:xper.i.cnce of other~ . 
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/. J Rather, the design of the Permanent Fund raust provide a forum in 

)o...irJ · which conflicts of interest can be aired and !:'esolved on a con­

tinuing basis. 

These conflicts are likely to arise at two points in the con-

tinuing operation of the Permanent Fund: first in the formulation 

- -----
~- Those affected by these processes mus~ have a chance to 

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

the means by which to review how thes~ decisi~ns are implemented. 

In our investigations of the institutions profiled i n Section 

I and other public enterprises we s hall note , we have identified 

four stages in the accountability process . T-1:0 may be classified 

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

means by which these decisi ".>ns are i~?lemented. In practice, 

these processes are carried on simultaneously. 

Specifically, these stages are: 

1) Setting of Goals and Priorities: T~e essential ques-

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

l egis l ation , statutory directives, or guideli~es? 

2) 0Formulation of Measurement and Re p0=ting_Procedures_: 

Goals arc given operntional subs t ance by the establishment of 

rncasurcs to evaluate rnnn<1gemen t per for;:mncc. The i!;sues he.re are: 

©:he relevance and qnali ty of the mcnst.:rcmt;!nts ,~he form in whic h 
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this information is presented, and~ho gets the information? 

3)G3)Governance: Public Inputs info Operating Decisions: 

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

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

operating decisions. The enterprise's various constituencies 

~lso have such means. The important issues here are:@~in­
terests are made known to the Do ard? Ho~and at what point in the 

de~making process are they made known? WhatGinfluencc do -
-th~y-ac..tually exert on the institution's operating decisions? 

4) (J)Operating Sanctions: \~hat can an elected · go~ment do 

if it is dissatisfied with the results the management of a 

publicly-capitalized enterprise achieves? The most frequen t ly 

av'l~.:tuble formal sanctions are the~placement of management: and @ . 
the withholding of funds from the agency. There are informal 

sa~ctions as well, such as~ublicity of mismanagement. q) . 
In the case of dismissal of mnnagement, the issues are: -l:l.Q!., 

and for what reasons can management be ~ved? 

In the case of control of fun<ls , some of the i ssues are: 

The source of funds nntl the conditions on which they are provi<l~d, . 

who controln the funds 011ce they nrc pooled for agency use, und 

the conditions under which the s unctlon of w:i.thhold:i.ng funda cnn 

be exercised; 

J\t each of the four stnges , c.lcmol.!'ratic clement~ of th e 
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process must be traded off against the operating requirements of 

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

dent investment <lecisio1::-.; and effect those de-=isions in a timely 

and flexible manner. 

At each stage, out$ide control c~n range from 7.ero to a level 

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

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

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

ampl cs of mechanisms which have been used. They will be ranked 

from l owest to highest by the degree ':o which they effect manage-

ment ' s deviation from standard cornm8r=ial investment criteria. 

Finally, we will begin to ~uggeat the nature and incidence of the 

costs and benefits of each strategy e~amined. 

A. Settinq of Goals and Priorities 

Historically, the <le ter m i.11a ti on of goals a nc1 thei.r definition 

:i.n legi~ J.n t:ion has been the least imp:>r tan t elemen l: in the account-

<:1bi lil:y structure of public e n l:crpr.ise. In t e rms of enabling leg-

islation itself , provisions !or capitalization , organizationa l 

powc n ; ~ind nwnngE.!rnE:nt selcc ti on hnvc had ~\ much g1·catcr impact on 

t·.h c:: per <:o.rnwnce of l:h C!sc en tcrpr i.r;es . The ou t comc o f in formal 

poU. t i cu l «ncl economi c power ;, t ru9gles u1110 119 t he e n terpri ses ' 

v ;a·ious c:on s t:i. l:uenc:i.cs crnCl principitls has been more :i.mportnnt to 

t he C1cl: ive orcrut .ion of dcve:lopmcnt bnnk s . 
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The goals of public banks are found in the opening sections 

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

s ent the results of legislative deliberation. Bills are generally 

drafted by individuals who have some interest in the successful 

and continuing operation of the entity they are creating, and 

legislative attention is usually directed toward the operational 

aspects of the draft. In a few cases , the goals and objectives 

of development:. banks huve been publicly debated, but, as in the 

cnse of the Cana<la Development Corporation, this does not assu.t'c 

that the public interest will be served. 

The ~cgislated purposes of most public enterprises tend to 

be more exhortatory than c.li r.ec tive , legalisms in t:enclecl to justify 

the use of public .funds. ln the case of authl)r i ties producing a, 

good or service , the purpose is to do so ·ef£iciently; in the case 

of n public i.nvestma nt bank, it is to encour a9e the development 

of pro~uctive enterprlse in the jurisdiction. 

There are good reasons for l eaving the otatement of purpose 

vague, wh ich huve to do mainly wil:h the l eg.ls lntive process : It 

iLl easi er to build legislative consensus , ea s ier to chnnge opera-

tioua l dircc:ti.on to f.Lt cha nging c:c.:onornic con:lit.i.ons, nncl harder 

to rrnko trnmll c lrn1: 1c s i n langu<1g e ll!J t he bil l proceeds to enact-

men t. which s 1Jbs tanti al 1.y ch i'lnges t he: in ton t. 

St.i.11, ul.:tornpts h uVC been made to formulate sroa l s so th.:it 
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they are useful as guideposts to management and criteria for man-

agerial performance. Usually this entails relating goals to spe-

cif ic measurable achievements and administrative procedures in 

the legislation. 

In most cases, the legislated goals of publ~ or 

banks have had little bearing on their actual operations. This 

condition breaks down into two sets of conceptually separable ex-

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

well as legally and politically possible to evade its statement 

of purpose, undertaking operations for which the institution was 

not designed or refusing to undertake mandated functions. In the 

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

faulty analysis that the management has effectively been given a 

free hand. 

Examples of the first type of experience occur most fre-

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

stances of selective adherence to statement of purpose arise in 

the history of the Port of New York Authority (PNYA) . Established 

in 1921, the PNYl\ was charged with ''developing terminal, trans-

portation and other facilities of commerce." After a decade of 

unsucccs6fully and unprofitably attempting to rationalize rail-saa 

connections , the Authority was ullowecl to acquire three motor 

vehicle bridges und the lloll and 'l'ttnnel from o t her authorities. 
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\\ 
·These facilities were highly successful financially, and :::!ie .... 

Authority justiiied their continuing ownership of the bridges ;:>y 

claiming the revenues they generated were necessary to meet 

Authority bond contracts. 

The PNYA used this same tactic in reverse in the Fifties and 

Sixties to resist public pressure to assume the ownership and 

management of the region's undcrcapitalized and unprofitable com-

muter rail system. Maintaining that the projected deficits of 

such operations would prevent them from executi~g bond contracts 

in good faith, the Authority's management withstood this pres sure 

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

was reached in the late Sixties when the Authority took over the 

most heavily-used portion of the commuter network ·in r e turn for 

the approval of the Governor of New Jersey to us e PNYA funds to 

build the World Trade Center. Many analysts view the Center as a 

speculative real estate transaction only peripherally relate d to 

the Author..:.ty's purposes. The corrunitment of substantial funds to 

the Center has in turn precluded the Authority' s taking u signif-

icant role in the rail lines. 

A similor i nstance can be found in the now- in.ta1!1ous case of 

Robert Nones ' Trlborough Bridge Authorl ty . Its l egisla ted pur-

poses were s olely to construct and operate the Tri borough Dridg~ 

until it WilS paid off. However , through the. i111Eigina tive use of 
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.bonding power , bond contract drafting and the subtl e use o f 

clauses in the powers sections , the Authority's l ife and l atitude 

in C!?erations were enormously extended . 
I' 

'l'he statement of purpose for most public devel opment banks 

fa l l into the second category outlined ~bove : they are too in-

elusive to effecJ-:i.vely direct managerial policy. The Canada De-

veloprnent Corporation is a prime case in point. In the CDC pro-

file we noted how managem8nt ' s interp~etatio~ of the Corporation's 

gonls threatened the achievement of the public purposes of the 

institution . This interpretation was pern1itt ed, however , by the 

CDC Act ' s statement of corporation oLj ectives. These read: 

"The obj ects of the company nre; 
a) to assist in t he creation or cevelopment of 

businesses , resources , properties and i~~ustries of 
Canada; 

b) to expand , widen and develop O?portunities 
for Canadians to participate in the economic develop­
ment of Canada through the application of their skills 
and capital; 

c ) to invest in the s hares or securities of any 
corporation owning proper ty or carrying on business 
related to the economic interests of Canada; and 

d) to invest in ventures or entc~~rises includ­
ing t he acquisition of property likely to benefit 
Canada ; 

a nd shall be c a rric!cl out in an ticipa ti on of profit and 
in t he b~!.; l: interes ts of the s ha::::-cholclc rs as a whole . 11 

'.rhC:!ue objcct:s perm.Lt virtua lly n:1y jnvc~':~ent activity so 

l o ng ns it: i f; pro£.L t:nulc . 'l'hey o.f fer no prior i tics . More 
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importantl y, only in the case of expanding investment opportun-

ities do the) provide an occasion f or the application of quanti-

tafive measurements to som~ recognized standard of achievement. 

CDC's financial participation has l ed to the creation of only one 

new enterprise so far and has done littl e to open up inves t ment 

opportunities for the grea ter numb~r of Canadians . Yet this re-

sult is parfectly compatible with the Corporation ' s goals . 

The llritish National Enterpri~e noard ' s statutory purposes , 

while broadly st.ated , are more amenable to measurement than CDC ' s 

and could thus be co::n8 the basis of an accountability process ~ 

'1'h e purpos t-~ s of the noanl , as l isted in the Industry Act of 1 975 , 

are : 

"a ) to de ve lop or a:.sist t he economy of the UK 
(or any part of the UK), 

b) to promote indust~ial efficiency and interna­
tional competitiveness; and 

c) to provide , maintain or saf eguard productive 
employment . " 

The: f i.r.st purpose is so broad as t o accom:nodate any action . 

'i..he novrcl wi s he s to take \·1ithin its cxtcns.Lve powers. The second 

t:wo, however , C"1rc c>:prc!3s.Lons of economic phenomena for which 

ucc<.:ptcd cmp:i t·ical mea !.;U cement-s e:d.r. t . Inrhrn tr lal ef f icicncy can 

ba 111cu 8 lll ~ l'.! cl hy cros~-n .:lt :i.onal comp:i.ri~on:.:; of costs within nectars 

<1nc'l t he chnn9cs in prof:i. t.::.bilit:y of inc1iviclua l firms ; i nternationul 
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competitiveness by changes in the volume of export sales . The 

provision or maintenance of employmen t is similarly measurable, 

with differing degrees of sophistication. 

The Community Development Finance Corporation Act goes one 

step beyond providing measurable goals. by relating t11e goals to a 

specific set of problems described in the Act. Thus, the bill 

performs a clarifying function usually r eserved to conunittee re-

~orts, and r educes the possibility of misinterpreting the goals 

in their implementation. The essential eleme nts of the findings 

preceding the statement of purpose are: 

1) that a substantial and persis t ently low leve l of employ­
ment and economic activity exists within certain areas of the 
state; 

2) that it is beyond the ability of the government to cor­
rect these conditions solely through the exercise of regulatory 
power; 

3) that it is beyond the ability of l:he private sector to 
counter these tendencies without capital assis tance; 

4) that Community Development Corporations have made sub­
stantial improvements in these areas, but cunnot continue to do 
so without public provision of investment funds. 

These findings all point directly to the purpose of the i n-

otitution , which is to "increase the number of development pro-

jects in decadent substandard and blighted areas '' through the 

agency of CDCs. The findings also mi litate agains t a ny alterna-

ti ve r eading of the 1\c t which migh I:: permi l: CVi.1 sion of the o<lmi n-

ist.ral:ivc procedures ontl.inecl i n the i'\ct: . 

Such n specific se t of f:i ncl :L ng s , tied to spec ific objective~, --
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administrative procedures and reporting requirements, is one way 

of making the legislation statement of goals more ·meaningful. 

F. Formulation of Measurement ·and Reporting Procedures 

Public accounting is an essential element of governmental 

control over the activities of a public enterprise . This exposure 

forces management to keep operations in line with what is e~pected 

of them, and this pressure can work in anticipation of government 

censure as well as re trospective l y. 

Overseers of the Alaska Permanent Fund are inte rested in the 

social as wel l as financial achievements of the institution. On 

the financial side, public enterprise must be held to the highes t 

standards of financial disclos ure now universally applied to pri-

vate enterprise. On the other hand, universnlly recognized 

measurement and reporting procedures have not yet been developed 

for social impacts. Many of the items presented for considera­

tion by Singer and Mollenkopf in "After the Oil is Gone" are 

not amenable to quantification or comparison wi th unlike outcomes. 

This problem is treated in that usefu l paper, and we will not 

discus s it further here. Rather, we wil l note some practices 

used by some development banks to measure non-financial resul~s, 

nnd comment on their appropriateness t o t he Pcrmnncnt Fund. 

Finally, accounts a rc inherently i ncomp lete in that they 
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show only what has already happened--and not always ver:y accurately. 

If an institution is expending public money, it should be con-

cerned with the socinl choices it faces and present these choices 

to its overseen;. We will look at so:\\e of the a ttcmpts public 

investment banks ha ve used to a<ldress this problem through cost-

benefit cmalysis rmd various othe r ty9es of ~rejection techniques 

and cli scu:::;s their applicability to contemplntecl Permanent Fund 

operations. 

Pinancinl Reportin~ 

Gi vcn t he ge09rnph:i c and cul tm:a l dis ta~~e from the ins l:i tu-

tions we h nve notc:.:<1, H: is clif ficult to e valuate t h e acc uracy or 

fairness with wh.i.ch the y repre!lent their per:ormance i n annual re-

ports . It must be noted, however , that man;tg:::ment of public us 

\'/e ll a s p r ivate fil:ms is motjvate <l to presen~ its accomplishme nts 

in .. he 11100 t favo.r.ab l e light. 

\'Iha t, th(: ll, j c p.re u~n t:cd bes ides the u ~·.ial ba lance shec-!t , 

income nnd expc nr;c sl:.ntc mcnt: , nnd r c?or t or ch<lnges in c<lpital? 

One of Lhe mos l: import:Jnt nnd u r.c ful purl:~ 0:: t he nnnlrnl report, 

u1:u:1lly 1:cc1 u.i.n•d by nat-. .ion<d t:or pur:tttion l m·:s , l ~ scp .. trntc reports 

on th <." <•c..: 1.1.vj tien <.>r :.Hl.H::.i.cti;1ri cs , mnjor 10.1. rccipicnl:s or !:i ub:--
cl .iv i.t:iu1l:: . Conz<J1 i. l1 ~1l:c-r1 f.in :w r: L1l l"!!.::orc.1:: :-.r1y conc.;e,1l cro~rn-

m1b!; i c1n Lion t;, rnu l.t. ipl c tacc..:mrn • i n ~J oC dc pr.ucin t· i on oC il gi. ve n 
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asset and, most importantly , the true cause of poor performance , 

whatever it may be . 'fhis has been the case with the Small Busi-

ness Administration ' s l oan guarantee program. For years , the 

high loss rate of this program had been attri bnted by the SBA to 

instabil i. ty in the s 1:iall business sector. Investigation of the 

program by the General Accounting Office , however , r evealed that 

poor administra tion ancl intentional disregard of program guide-

lines were rcspon!;;ible for a large percentage of l oan l osses. 

For the most part, the degree of detail in the r eports var-

ies by who gets them . Usually the funding source has privil~ged 

ncccss . For example, the r e port of ngency fi na ncial operations 

in Con nee: t:icut Dcvelopmcu t. J\uthori ty bond prospectuses are much 

mo1:e l:ho.rot1gh a nd scrupulous than the report which goes to the 

Commi.ssionm: of Commerce. Similarly, th i:! Ori ti oh Cab.lne t Sec re -

tary ovcrzeeing t he operations of the National Enterprise Board 

may requisition all opcratinq records. Generally, the legislature 

and t he puulic muG t accept nnnual reports prepa r ed by the enter-

pr.tse and occ.:tsion:ll ad hoc i nvc.:stjgntivc reports u!; their sole 

!":Out:c.:cs of i n fo rmatjon on Lit(;;! financi~ll nctivj tie!:> of the enter-

pri.~'-.! . l n tho hti:;t.ituti.on ~; WC! hdVl' 11ot.:a cl , thc~o vnry gL·c~tly in 

l.l ir• cl c tti i. I .incl \1 =:,~ ruJ 11 e> c !1 of c1 \. !;c.:1 or:u1·c--{J'Olll vcigue ttc:coun tz for 

CDC: , to qui Lo c:lct:~d l ot1 nc.: ·ount.:s for Nl-:U . 
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Few of the investment banks reviewed make any use of social 

performance accounting. CDC, NEB, and Elli make no specific pro-

visions for reporting even easily measurable social ind~ces such 

as total employment of the firms in which they invest . NEB lists 

environmental impact and encouragement of worker participation in 

management as criter.ia f or investment , but they provide no bench-

marks, measurements or reporting schedule by which to evaluate 

projects, prospectively or retrospectively , along these dimensions. 

The Connecticut Development Authority reports total employment of 

the firms it finances , but this is an utterly inadequate measure 

of its performance in creating or maintaining jobs. As with all 

expenditures of publicly-raised funds , it is the marginal addi-

tion to some s tock (such ns employment ) rathe r than the gross 

size of that stock which is the barometer o f performance. Pro-

posed CDFC economic impact indices , described in that institu-

tion ' s profile , arc somewhat more sophisticated but still do not 

ndclrcss the "with/without" problem in evaluating the bencf its o .E 

t;ocia l programs. I n other words , would any o f the b c ne fits have 

been reali~ed anyway even if CDFC had not made th~ i nvestment? 

Project.ions 

Projection:; arc ncccs!.iciry to e valuntc invc~; tmcnt projects , 
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especially when there are several competing f or the same pool of 

fu nds . CDFC is contemplating a simple projection procedure : 

n.p.pl.y · ·ts social a~count:i.ng procedures to the business plan 

1 pxo.jections of investment applicants. Thu s CQ£C_w.;i~.,o­

track set of proj ections--for bol:h financia l and social returns, --
both of which will be subject to post audit . 

~est-Benefit Ana~ysis 

More e l aborate methods of project evaluation have been <level-

oped by the World Dank nnd its national affiliates. These address 

the divorg?nce of ma~ket and social valuatir~s of the costs and 

bone f its which can be anticipated from various large- scale capital 

investment projects. These d ivergences are us ually c aused by 

s uc h f actors as monopoly dom.Ln a tion of murket~ , s t:ate regulations 

and externalities . The me thod is essen tial ly one of c ost-benefit 

analysis in which all quantities are reduced to monetary terms , 

as describe d i n John Mollenkopf ' s pnper. 

'rhese types of analysis are cxpensi ve due to their enormous 

requiremcn t~ for dn. ta :rn1 sld:-1.J.-ecl-a.nal..}l.Sj s . •r ilcJ:::o.Iore, they are --
n~ual.ly_ ap_pli __ c cl only_ t_Q_ l ar.gc_ p1:oj cc ts such as ca pi t al-i., :.:cnsi ve 

~----------~_:_-------

i n vcstmo n t!;. '£here are some i n ::; ti tutional lJene ·f :i. ts to ofise t 

t hose c:<pcni:;es . Such ~ t u<l lcs arc us unlly carried out: by concul t:n n to 
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in cooperation with local officials and manavers . Thus , s ome 

resident expertise in thi s kind of analysis can b e de-

veloped. Also , data developed for one study ~ay be used to analyze 

sub&e;.uen t p~~cts. 
- ) 

In sun~ary, again, the record to date of detailed financial 

reporting by developmeni: bc:tnks is mixed, at h-est , and social in-

dices are virtually nonexistent . 

C. Governance: Public Inputs into 02erating Decisions 

The most important factors affecting the r esul ts uchieved by 

public enterprises have been the structure and dynamics of the 

day-to-day · decision- making. For each institution reviewed , there 

has been a complex web of attachments, interests and attitudC!s 

which are brought to bear on eac h type of operating decision. 

For each institution t hese cir cumstances are different. 

We can begin to analyze this experience ;:,y i dentifying the 

groups of players involved in the operation o~ all public enter-

prises and the nature of the relationships between the groups . 

\·7e will then explore examples of these relations hips, focusing on 

clements of democrntic or at l east plurnlistic control . 

1'he four bnsic g.r.oup!;; with v1hom •.·:e arc concerned ar.e: 

1) Elected offici~ls nnd the ir appoi n ~ed m~niotarD or sec-

rL1taric!:l: '!'his group is us uolly (but no t: always ) ~tututor.ily 
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res ponsible for the oversight of the public enterprise . Their 

degree of involvement in day-to-day 3ctivities of the enterpri'se --J,s slisht;--generally by de::;ign. 1\ftcr all , the enterprise 's very 

existence is premised on its carrying out social purposes without 

the full expendit~re of effort by the governme nt itself. Elected 

itnd appointed officials are lumped together here because the ir 

tenures tend to be coterminous . 

2) The Board of Directors is usually the li ltimatc authority 

for all decisions concerning the sources and uses of funds and 

setting the overall strategy for the cntcrpd -.... . They gcuerally 

serve finite , overlapping terms which ~~y or mny not be renewable. 

3) The Professional Staff car1:ics out the policies of the 

-lloru:d, ~iJc!ie-S\vhi-ch'\:"heylJernu.t-ly-pr~~J:o the Bo~ ..... Their 

ini tia t:i ve in promo ti on and compE! tern cc in a<lrnin:i.s tr;1 tion has the 

&inu l A greatest impact on the overall performance of the enter-

prise . Generally, they prepare the analyses on whic h the Boar<l 

makes its decisions . Their attachments to the enterprise tend to 

llc of longer standing than any of t he other groups , a situa tion 

wltich cnhunces their power. cons ic1c n1bly . 1\l so , they are closest 

to the en terprisc ' s cons ti tuencic~ <.t t all leve ls of cleci sicm . 

.,) Constituc:mts: By c crnsl:.Ltucnts we mcun tho:.;e qroups i n 

the gcnc r.:tl p ublic which hc1vr• or~fiH1~i:-Y.-ee:l-,-1:.e9.1.iJ n r dcnl.i n c.1s w:i th 
---.-:-

the en tcrpr.Lsc . 'j'hesc gt·onp~ i11clutle r L Lrll!t \•lh i.ch clo busill0.SS 
~ . ...~ .__.. 

J 
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with the enterprise either as c lients or as providers of goods 

and services , citizen action groups,~unity development corpor-

.a:t~~s, }~s, etc. 

The impor tant relationships among these groups . are: 

a) El ected Government to the Board: Kho appoints the 

Doard? How is the "t enure of the Board related to that of govern-

ment officials? Are there government officials with voting power 

on the Board? Are there required consultations between members 

of the government an<l the Board? 

b) Constitue nts to the Board: How arc the interes ts of 

cons ti t·.ucnts represented to or on the_]Joa~cl? 

c) Professional Staff to nonrd nnd Co::stitucnts : \•7hozc -
:i.n t erests cloc.:s the s ta:f f t end to J.Jromo te? Are they under cf f ee-

-· 

Relationship of the Government to the Doard 

With the comic except ion of some of Rober t Noses ' one -member 

uuthoritico , the Bonr<ls of public enterprises arc appointed by 

the Chi.cf: l·:xccutivc:> of: the poli t: lcul juriseictions in which they 

e>pci:atc . 'l'he Chai 1·man, if he i!:i clcsign'1 t:cd as s uc h by the Chic f 

Exe cu l:.i vo , gcncrC\l ly sei:vt:?n C\ L that o f Elcio. l ' s plensu.i:e and i s 

of tern l\ cabinet mcrnbc .r. . Such i~; the cn~:c wi. t h mos l: ~ tntc clcvel·-

oprnent uu l:horl Lic~ . Ar. poin ted out i:\ t:hc CDA profile , this 
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situation carries costs as well as benefits. In addition to the 

benefits of coordination of Authority activity with executive 

promotional and overall economic policy, staff may be pressured 

to undertake loans which are politically useful, but financially 

unsound. In Maine , fo:t~ instance, the Commissioner of Commerce, 

aa Chairman of the Nain Guarant ee Authority, pushed through the 

approval of a guarantee on a $12 million loun to a sugar beet 

proces s ing f c1c:tory. 'l'his enterprice quickly went b cmkr upt, and 

the stn te \·ms able:! to recover only 15 pe rcC!nt of its money through 

l . . .4 t . . :Lqu:i. 1.. ~ · :i.cm. I t was la ter discovered that the Con~issioner of 

Commerc::0 had financ.:ial c:oancctions to th0 projec t. 

This situation (of top s t a ff being cubordinated to the Doard) 

is 1:eversed at the Mass.achusetts Day Transportation Authority 

(Ml3'J'/\.) , which services the me tropolitan Dos l:on area . ~'hei:e, the 

fivc::-mun 13oar.c1 i s chaired by the Chie f Executive Officer (CEO), 

who serves al: the pleasure o f the Gove rnor. The other four 

di rec tors eierve s imul taneous four -year terms ·coterminous with the 

Go ver nor. 'n. · 'l'heir. powers are limited and mostly ucl visory. 

M:1ost1chu!.rnt:ts ' Secr etary of '1'.r..1n!.iportu t:i on, who fr«med the se reg-

ul a tions , j ur.:: t.: i Ci eel t11c nu t ho.d .ty n true l:urc by claiming i l: was 

nc~ces sv 1~y l:c) prov tdt> " a ~;tro1h.J CH' l>us i. ~.i :for holding t he Common-

vw .:ilth' n c h .i.e r: c xecu livc: accounl:ilblc to th e 1-:ng:i.::>laturo and the 

people of. t-hc i:cg t on a nd s t a t::o £01: the \W C of the t> ta l:c funtl s fo r 
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·the MB'l'A. " This provision does make the CEO an easy .target in 

times of crises. On the other ha.nd, it tencs to s trengthen the 

Governor ' s ability to direct the agency when public attention is 

not directed towards it. 

In Europe, especially in France, govern~ent reprcsantatives 

~he boards of public ~nd mixed enterprises are generally 

granted veto power over Board dec:isions involving tl1er1r:ts±ng ...... or 

-:-------~~~~--~---~-----~ expjndi ture of capital. This power has usually been _Egd to 
------~~~~~~~~~~~----~~~~~~~~~~~--

delay the implemen ta tion of controversial decisiool.L-Un±.iJ....J;hey 

can be worked out between the management of the enterprise and 

~s supervi sing Ministry . 

The relationship between th<:! governraent and t he public Emter-

pr:Lse c1an take other forms. For instance, these ndgJ1t consist of 

required consultations for various types o f ~ransactions or ac-

t ..i. vi ties, the submission oijepo..i:ts- and-audi.ting- by- some- agency --
~thin the government designed specifically foi:: thn t J?_\;\ t"pose. In 

general, these controls are seldmn exercised. They do not play 

an important role in the oper.aticms of any of the institutions 

reviewed except the NEIL 'rhc relationship be t\·1een NED and the 

Secretary of State for Industry is dcocribe d extensively i n th~t 

in5titution ' s profile . 

. 
\ 
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Relationship of Constituencies to the Board 

The interests of an enterprise's constituencies are most 

effectively represented to the Doard by direct membership on it. 

Frequently, the distribution of directors among constituencic~ is 

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

CDC, and all 19 of its voting members are business e xecutives . 

Ce rtainly this provides no counterbalance to the profit-maximizing 

policies of that institution's management. 

The distribution of Board membership is usuall designed to 

conflicts which are anticipated to arise in. 

the operation of the ente .~prise. Thus the NEB , wh±ek-:Hr-ehtrrged --- ~ 
wlth making nationali~ed industr ies more efficient, is composed 

of six representatives of business firms , three representatives 

of labor unions, and an economic consultant. Similarly, the Board 

of CDFC is composed of three cabinet secretaries, two financiers , 

three r epresentatives of community deve lopment corporations, and 

a representative of organized labor. 

While such an approach to Board compooition seems to be a 

l ogica-1 strategy for dealing with political conflict, the record 
----------~-----~~~~~~~~~~~~~~-----

of thi!; t• t1:a tc9y has been mnbi.guous or worse. In Yugoslavia , 

where wo.r.kcrs , union of:ficialz, munr.1gcmc n1: nncl consumers ' reprc!-

nen ta ti vcs si t on the Do;u:ds of incl us tr inl e n tct:priscz , most ob-

nervcrs report that mana 9cmc nt practices hnvc not chan9ed signi.f-
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icantl y in the directions des ired by t he workers . In Germany, 

the similar Mitbestinunung system has long been recognized as an 

instrument for the cooptation of l abor. The record to date of 

non- expert representation on the Doards of deve lopment banks i s, 

unfortunately, filled with more hope than effect. 

The Role of Staff 

The staff of a public enterprise generally outlasts i t s di-

rectors. Like most bureaucracies, it tends to oporate in its own 

best interest. 'rhis is an area of public uf fain; which is virtu-

ully undocumented, bnt Jameson Doig ' s articl e on the PNY~ provides 

some subf;tance for tht:! aver.a9e social scientist ' B suspicions . 
• 

The 1\uthority ' s top manclgemen t: is appointed by the Board a nd 

can serve indefinite t:crms. During the Hixties , the uver~ge 

l eng th of company experience among the top staff officers was 30 

ycrnrs . 

Realiz.Lng the thre at to PNYJ\ solvency posP.d by public pres-

sure to «cqu.ire commute r linc~s , Doig reports thui: the staff ore hes-

tl:H tetl on elaborate re s is tanc:c wh.i.r:l1 included lobbying of the 

~:t.:ite lcg.i. i:; la tu res , both din~c tly ~nct th rough f avorcd con tractors, 

\·1.Ld e-sc:D ll! publici l: y c:c.1mpa i gns .::ind .i.n £luc nci11g a purportedly in-

dcpcncl en L study com mi ttce foJ:incd by the n t;,i tc lc~1.lslu tu re t o j n-

vus tiyntu tho problem. 
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Such overreaching may be countered by the imposition of civil' 

service or other personnel and conduct regulations on the staff. 

This tactic has its costs, sirlcc sufficiently skilled personnel 

will not be attracted by civil service salary scales and may be 

put off by complicated hiring procedures . The Connecticut Devel-

opment ~uthority has experienced this difficulty. So has SBA in 

much more sc::vere fashion. The real power in SBA resides in the 

regionQl officer positions, which are appointive . The regional 

f innncinl officers may ov1..:rride loa n decisions made at lower 

levels. r.utely , there havo been severa l documented cases of 

political uses of SBl\ f unds by pe rsons in the regional offices 

over t he objections of the district l eve l lmm officers . 

Profe ssional staff competence is the most important. element 

in determining the performcince , financial and otherwise , of all 

the development banks r eviewed for this report . For the most 

par. t, the top staff cons i s ts of men e>:pericnced in banking who 

hnvc been able to transfer. their CY. pc ricnce t1nd judgment to the 

public s ector with cons ide r a ble f i nanciul succes s. In general , 

they tend to rcj ec.:t the idc<l of bc in9 bound by the social conse-

quc nccn of their .i nv~s tmcntR , clo:i. mj 11 g the ins t: il:ution will 

<H: c.:o:upl.ir.h nothin9 nnl 'st: .i.t nwintai.ns it!.: f i n.:inc inl credibility. 

S t.ri t C 111Cll1 tC to thin (! f: f.C~C t ll c1VC UC~n !nude publicly unCl pr.i Vtl te ly 

hy the c ; :1 !Clll:.i.ve d i. rectors o f enc ond cm\. 'l'ltc d .ixcct:or!-1 of l:rn 
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and NEB have explicitly pledged themselves to the accomplish~ent 

of social goals, such as the rationalizing of industry and t he 

provision of employment opportunities . So far, however, they 

have not discovered a framework for bending thei r organization ' s 

energies to thos e purposes. 

D. Ope rating Sanctions 

There are essentially two types of operating sanctions ~hich 

can be imposed on the management of a public e nterprise. One is 

the removal of r esponsible per sonnel ; the oth~r is the control of 

the flow of funds to the enterprise. These sanctions a re imposed 

only after a n enterprise ' s problems have reached crisis proportions . 

Removal of Personnel 

In public enterprises , the government can remove Directors 

only , usually only for cause. Where such action has been take n 

or threatened , it has us ually been in r esponse to evidence o f 

fin ancial failure or personal abuse o f corpora te power on the part 

of Directors . Thin i s the case with current investigations of 

t he priva te use of 1\uthority facili t ies by Directors of the PNYl\. 

l::dward I<ing, former Chairman of the Bo<1rd of t he Mas~rnchuse t ts 

Por t 1\uthori ty , wa s removed by Go ver nol: Dukakus for pol.Ley rea!iun::;. 

Ki..ng h.:id been openly antagonistic townrds citi:tens ' 9r.oups nc old.ng 
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a noise- prevention curfew on Logan Airport, whlch was one of the 

key factors . This is, however , the exception that proves the 

rule. 

Control oz Funds 

There are two basic types of capitalization for public en-

tcrprises . One is essentially private . Investment funds a re 

·raised t hrough the sale of securi ti.eG backed by the reve,1ucs of 

the bank and often guaranteed or l everaged by the tax reve nues of 

the politi ca l unit o f whj.ch it is a subsidivision . The second i ~ 

the direc t provision of tax revenues to the enterprise under. var-

ious conditions set by the government. Our inves t igation provides 

no clear indica tion of wh ich type of financing is the most cffec-

tive in holdi'ng all enterpr:i~e fi nancially or socially nccountable . 

Howe ver , \'le will revie w the evide nce before us for each type:! . 
j.. ,., tf )' 

J rf .1 t•~ t'"/ I ~ r/1<1 f<" .1 • ... 1..,, ~ ,..P.. - /\)" ,, , 
, V.- U ~} F.i Pr·~ Harket Finnnce 

1' I ) 'f ('(;I 

~(\r'lt\ 'l'he experience of PNYJ\ a nd the commu t.:e r lines h as demons trated 

r.cli«ncc on the bond murket--even thc_ c;l.aim oE such cl rcli ;;mc e 

-----can bC! used by an lmthor i ty Lo de lay or. refuse action on a po t en-

t .i.u lly clc :.;i r nlJle a nd wide l.y demanded socia 1 proj cc t. 

On t he o ther hand, recent experience o( pubJi.c uuthot·iti.cs 

h as d i sered l tcd t he f roquen l:ly- hea red cln i m tlw t c.lepcnclence cm t ho 
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bond market imposes "ma rket discipline" on the management of pub­

lic enterprise. For example, by the time the New York state leg-

islature refused to bail out the Urban Development Corporation in 

February of 1975, the agency had run up over a billion dollars in 

debt it could not cover from operating r~venue. It was estimated 

that the stu.te would have to put up $240 to $320 million simply 

r--~--------------~~~~------------~--~~~------------
:i:gnorecl :i. ts internal f inanccs once l:h9 Corpora ti on haa been---

to complete projects UDC had lcf t unfinished. Investors had 
~ 

counted on the political power of UDC's man~gement and had largely 

--- ----~· ·~--~-----
c.lem·e d 12.Y_ the ru ting agencies. 'fhe arbitrariness of this par-

ticular sy:;; tcm is wel l-documented by John Peterson in The Riltins_ 

Game . 

Sti ll, the \.W e of bonds can work and c.:in effectively redis-

tribu t:e capi tal if the in!l t i tu L:ion is prutlen tly rna n agecL 'rhis is 

the case o f the European Investment Bank and B.C. Central , whose 

financial operations nre described in the profiles section. C~A's 

Umbrella Dona Prog1·.:i m is Hnother good exar r;>le of the redistributive 

po!;sib i.li ties of usi.ng pJ: i Vil tc mar kc t f inunce. Herc , the Author-

.i.ty pe 1·£orms the function or cvalun ti~g the pros pee ti ve risk .:md 

l:"L! t\.\ rn ()f lcncH ng to small- n11c1 me c.liu:i-si :te d f irrns for. i11s t i tu-

t.ional nnc1 jnd.iv.idu'11 in\'e~:Lors .i.n rnti rket sccuritier;. It ha s 

U1u!i opc 11 c'd up a hi t: llcr to un t .. i~pcd cot:rc.:e o f f unds for 'its bor row-

CJ:~ . Ull:.i.111ri l:c ly , t he mnt·b~t di.!Jc.Lplin_ of this r;y cl:um is under -
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mined by the extensive backing the state offers the program. Its 

success to date has been due primclrily to high- quality management. 

Financing 'l'hrough Ta_!= Reven.ues 

Control over the provision of state revenues t o public in-

vestment banks ranges from nil to finicky . At the bottom of the 

scale is CDC, to whom the Canadian gove~nment has pro~ided a block 

initial capitalization of nearly $300 million . This policy has 

nssured CDC' s virt ual freedom from any type of control or 

accountability. 

· At the upper end of the scale, NEI3 ' s investment funds are pro-

v.i. dc~cl on an annual basi~. ctnd their relcaS(;Llllus:t-bC-jusH fi_e._<L.to 

~e Secretary by three- year plans covering both financia l and non­

f inancial aspects of the firms designated to__r.ecc.i..v..e-funds . So 

far , the Secretary's office has shown little regard for the social 

aspects of NEB- financed enterprise . 

The Small Dusine s s Administration relics on periodic Con-

gressiona l appropriations t o finance its lending a nd guarantee 

op~ratlons . This me t-laod of fundi tHJ imposco costs in that it is 

CUntbe t: t:Oll\e a nd tj lllC'-COnsun1ing . rJ'h~orc tj Cally , it should yield 

be ne f.i. l· ti i n b ·. :.: rn ~ ; of increased ovc n :d gh t oJ; itgc ncy o peru l:ions. 

llowt:vor , the Bltec r nuinbcr o.f l o <w ::; !JHA 111ukes nnd t hE:! complexity 

() E Lhc cloccn tnll i i'.C<1 ndm i. nl!"; tr<.t l:io11 ( > r t he progn11n hflVP mode 
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As we have noted, as late as 

1974 it was assumed by the SilA's observers that its high loss 

rate on guaranteed loans was due to chronic instability i n the 

small business sectors. A 1975 study of a large sample of SBA 

loan records revealed that many guarantees were made for reasons 

other than to finance the expansion of small bus~ness facilities. 

Over 20 percent of the loans guaranteed were used to pay off ex-

isting debt , · and of these about one-quarter were to firms which 

did not meet minimum standards of creditworthiness . 

Contrasting the NEB and SBA experiences, one might r eason-

ably conclude tha ~ - executive oversight may be more rigorous than. 

legislative oversight. 

CDFC' s capitalization demonstrates a compromise between the 

lack of control inherent in CDC's capitalization and the complex, 

potentially disruptive day-to-day supervision of NEB' s flow of 

investment funds. CD.F.C-has bGen-g.r.anted a modest, non-renewable --
~m of $10 million wh ich it may use as it sees fit within the ad'"" 

1ni~istrative process laid out in the legislation. The l egisla-

4:.urc, in providing this form of cupi tali U \ t i on, h as esse _tially 

L:.::.;::~~~!il6--he-expc1ime11ttt:l--iia.t..\rre of the prog!am. If this ex­

periment t u r n n out to be succeasful, on fina ncial , political, or 

social terms , the state l egislature may c hoose to nugment the 

original cap.i ta l.i2a tion. 'I'he technical de t ails fi nd com-;cquenccs 

of CDFC's cupital i zation are f ully explained in its profile, 
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71~ r~oblem with most financial sanctions is that they come 

into play only after the damage of mismanagement has been done. 

Continuous g0vernrnental control over an enterprise's flow of funds 

' imposes costs in terms of limiting public bank's investing flex­

ibility. The benefits, in terms of use of funds which corresponds 

to government policy or statutory nmndate, have not yet material-

ized in prac tice. 

E . Conclnsion 

The problem of holding public enterprises accountable for 

their performnnce is largely unsolved. Totill accountability is 

nei ther possible nor efficient; public superv.i.sicin itself is 

costly, and it can damage as well as promote performance in the 

public interest . •rhc contribution of specific inst:i.tutional 

structures and prescribed administrative procedures is largely 

unpredictable. 

The workings of accountability systems is further compli-

c . .ttecl by the fnct that public entvrpri:aes themselves c ontrol in-

form, ti on on plans nnd opera tiontt. l 1ns t c>:pericncc Jrns s hown 

Llw t < 0ncc1·ncd of fj ciills h r\V ' hurl to undcrl:akc: ex traord innry 

mco:mrc~ to ge t nnough i 11 f e> c 111;t l~ lcin lo uriclcn~ Ln nd wit~ t is rcnlly 

golug on jn tho He:: c•H.l.cp d . t:•J!4. lf l:hi.s ldnd of vj~ilnnce were 

ccmr~l:01 1 tly 111nln tlli nc:cl, the· pu rpot:l"j o C having the pu:>li.c cmt:c rpriuc 
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would be undenninec.1. Generally , public enterprises are set ~p to 

relieve the governme nt of a portion o! the costs of administering 

some area of responsibility which, li%e assistance to productive 

economic activity, should generate enough surplus to finance the 

institutions set U:> t.o pursue this purpose . 

On the financL:l side, the success of p~blic banks has de-

pended for the most part on the honesty and competence of their 

staff . Mos t public fi nancial institutions rank high on these 

dirr.ensions when compared to state-owr.ed industric:il or service 

flrms. A set: of acknowledged repor l:.i :1g conventions uncl simple 

criterin of success exist for the fin ancial O?eral:ions of public 

banks. These have been developed in the private sector and trans-

ferred intact, through the importutio:'l of rnan ngemenl: , to tho op-

crations of public financi~l i~utitution s . is nssct s and profits 

mo~m t, rnanagcmen t' s position becomes r.lOt'C secure , its decisions 

less open to question and influence by the government and lto 

VDrious constituencies . 

On the .:>thc t· hand , public bnnks have bce:-t rc l ntively un suc:-

cesa ful i.n t~king Lhc socit1). conscquonccu of the\ r nc ti vi ty i n co 

account . It 11n1::;t b~· urti.cl th \.1t t hey fecu :-;uh ~.t m1t:i..nl problcmn J1~ 

cln.ing s o cv<!n if LIH·y .u-e commi t: tc<l to the c.:~ o:ort. 1:-irst . r •pot· t -

ing c onvC'nLioru.: ullcl pt' rfo r mnnc:C" c dt C!:- in Hr<.: ,1 l ll primi tlvc ::;Lnyc 

o( dove.: l oprnc nL ll t1 cJ llr'<! 1:uh j C!C t to Lt g=coL clC'Ll l oC cont:.rovo 1:oy. 
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Second, management t e nds to be unfamili:ir with what lws been done 

in the field. 

Social costs and benefits generated by an enterprise arc 

<listinguiahed from the phenomena that show up in its balnnc~ 

r;hcets mostly becanse they are not given ;1 money value in the 

market. Stil.l, the realization of t hese b01H?fits or. the rninimizu-:-

Lion of cost[; r~quires th0. t money be $pent or thn t certnin income-

generatinCJ nctiviti~s be restricted. 'l'hl s ir. a form of rcclistr:i.-

bution of: the economic product of the cnt<:'.!rprl ~;c which require~ a 

pol:i.ticnl d '.!c i.slon on the foxm the b e nc f:i tn and cos t s nrc to l: c1l..e 

illld how t h P.y a r.e to b~ dh: t1· .i.bu tccl. 

'£hcrcfo:rc , the l'ermunfm t Fund muut p 1:ovidc iJ forum i n which 

the ra nge o f choices cnn be expose d and conflicting interes ts 

hcat·cl. rt must then provide a mcuns by which to c:issure that the 

d~r:ls .ions roached m: e C;\ t:r.ic d out, copcc.iully when th ls implies n 

clovlot lon from ccmve nt:i.on :tl cor.une 1:c1nl pr c.tcticc . llc re the n~cor<l 

of public cntcrpti~e is, to date , unfortuna Lcly quite uni~struc -

tivc . ln ~Hach nn e u tcrpr.i !:it! , the [J.· came r!> of tlac J\lm;}rn l'crm<.ln0nt 

l ' l111d mu ..; l follow t h C! i. r. LJ t·.ilt<.: ' !.. trucl iti<m; l : h 1~y 11n t ~1t l.>t.~ pi.oncc rr:. 
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THINKING ABOUT THE ALASKAN PERMANENT FUND: 

A CAUTIOUS APPROACH FOR ALASKAN POLICYMAKERS 

July 11, 1977 

J •• INTRODUCTION: A Sense of Limits 

The Chinese character for the word "crisis" is a combination 

of two other characters--"danger" and "opportunity." This could 

well be the symbol for the Alaskan Permanent Fund. As an outsider 

to Alaska who has worked for the last eighteen years in develop-

ment banking and for t he last thirteen in community and r egional 

economic development, I am awed by both the opportunity and the 

danger posed to Alaskans by the Prudhoe Bay oil revenues a nd the 

challenge of creating an Alaskan Permanent Fund. I agree with 

Arlon Tussing that this is "an absolutely unique situation," dif-

ferent Erom any with which I have previously dealt in Asia, 

Europe, or the United States. 

This leads me, as an outsider, to be doubly careful: first, 

in a short period of time I can only begin to understand the 

Alaskan political economy; second, I do not want to be precipi-

tous in proposing specific solutions f or the Alaskan economy 

based on experience in quite different settings. 

In th is initial memorandum to you, therefore , i t seems most 

' appropriate for me t o limit my observations to three matters: 

.... First, I would like to suggest a way in which you as Alaskan 

1 
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policymakers might approach the problem of thinking about the 

uses of the Permanent Fund as one aspect of an overall Alaskan 

Economic Development Plan designed to prepare for the day when 
It the Prudhoe Bay oil res.erves are no longer contributing so hand~ 

somely to the Alaskan treasury. 

Second, I would like to suggest for your consideration some 

general principles concerning the structure of the Permanent Fund 

as a development bank in terms of its purposes and powers, legal 

organization, management and capital structure, which have a gen-

eral applicability irrespective of your particular goals for the 

Alaskan economy over t ile next twenty years. 

Third, I would like to sugg~st a few specific ideas concern-

ing the especially dif:Eicult tasks of community and regional eco-

nomic development, based on the experiences of others. 

In making these observations, I am mindful of your. unparal-

leled opportunity to use these resources to build a strong, per-

manent economy through investments which produce both a reason-

able internal rate of return on investment to the Permanent Fund, 

and a reasonable external rate of return to the economy as a 

whole and to the treasury of the state. On the other hand, I am 

equally mindful of the parallel danger that these resources could 

e i ther be wasted through improper management or improperly 

employed in ways which create far greater distortions to the -
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... 
' \ ,Alaskan economic base or to some of its specific sectors, regions · 

and communities • 

It is important for all of us to realize that the dangers of 

economic distortion are particularly acute in development banking. 

I realize that the use of the Permanent Fund as a development 

bank is only one alternative whicli you are considering. However, 

since development banking is my professional field it is the only 

alternative upon which I will comment. 

Because development banking is a somewhat "trendy" idea 

these days, there is the very real danger of creating a develop­

ment banking institution which is not sufficiently thought out. 

Some of the specific dangers include designing a development bank 

with conflicting goals, or with a capital structure which is ill-

suited to carry out those goals, and/or with a management l ikely 

either to be inefficient or else unaccountable to public policy 

governance by the executive or the legislature. Even more seri-

ous, there is the danger of proposing a development bank to solve 

a problem which is not a financial one--that ~s , one in which the 

solution does not lie in eithe r reducing the cost or increasing 

the availability of cap i tal. If, however, the problem is i n fact 

a financial markets problem, it may well be that it is caused , by 

some existing form of governmental intervention which is seriously 

dislocating the financial marketplace . The least expensive 
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solution in t:hat case would be to remove the governmental regula­

tion, rather than to create one more governmental development 

banking "ginunick." 

Finallyr there is a tendency to disregard or to mi~apply the 

vast body of multinational and national development finance ex­

perience that has accumulated in Third horld countries and in 

Europe and Canada. It is my understanding that Price Waterhouse 

and White, Weld have given the state a systematic analysis of 

that experience. 

When it comes right down to it, development bank~ng is the 

most direct, aggressive, and high-risk form of public economic 

intervention. This suggests that it should be used wi th great 

caution. Your own experience with some th~rteen state revolving 

loan funds would seem to confirm the fact that development funds 

created with high hopes often do not achieve the goals for which 

they were intended . What is called for , therefore , is a careful, 

step by step analysis of the nature of the specific economic 

problem before you. Then, after carefully weighing the relative 

costs and benefits of dif ferent options, you should select the 

most efficient, cost-effective solution--a solution specifically 

tailored to stimulate real economic development in Alaska. 

As an outqider, I cannot determine wha t you r economic go~ls 

should be. On the other hand, I can, perhaps, suggest a way of 

• 

' 

• 
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looking at the limited aspects in which the Alaskan P£ cmanent 

Fund, as a development bank, can be a part of your overall effort 

to use the full resources of the Alas kan state government to help 

create a sound, balanced, broadly-based economy. 

The following outline proceeds step by step through a series 

of questions which may help you review your design of the Alaskan 

Permanent Fund in terms of your economic goals ove r the next 

twenty years. These questions are divided into ttree units: 

* First, what is the nature of real economic activity in 

Alaska and Alaskan financial markets, and what is the 

current impact of federal and state governmental inter­

vention on ~oth real economic activity a nd financial 

markets? 

• Second, what are the different mecha nisns which the 

Alaskan state government can use either to stimulate or 

retard the overall direction of the economy and the 

state's f i ·1ancial markets? 

* Final l y, what are the limite~ ways in which the Alaskan 

Permanent Fund can be a part o f such an overal l economic 

development effort by the Alaskan state gov~rnment? 

Throughout this discussion, there i s an emphasis on limits: 

the limits of any state government to affect overall state eco­

nomic development; the limits of development banki ng to contribute 
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to that overall economic development effort. If these limits are 

recognized and accepted, the likelihood of a soundly conceived • 

and soundly implemented Alaskan Permanent F'lmd· is much greater. 
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I. THE NEED FOR A COMPREHENSIVE ALASKAN ECONOMIC DEVELOPMENT PLAN 

WHICH RECOGNIZES THE LIMITS OF STATE INTERVENTION IN THE ECONOMY 

AND THE APPROPRIATE USES OF A DEVELOPMENT BANK 

First Principles 

Before we begin to propose any specific form and function 

for the Alaskan Permanent Fund as one mechanism to help stimulate 

economic development, we need t o have a conception of what is .. 
actually happening in both the Alaskan goods market and financial 

markets and what the present consequences of federal and state 

intervention are on both real economic activity and the flow of 

capital in the state . In order to do this on a current and 

ongoing basis, the Alaskan state government needs to establish a 

permanent economic development planning process which makes full 

use of the capabilities of both the publ ~c and private sector and 

the universities, and whic~ develops a reasonable consensus about 

the forces at work in the Alaskan economy. 

I would like to emphasize that t:here i s nothing unAmerican 

about such a comprehensive, ongoing planning process . I am sim-

ply suggesting that the state of Alaska undertake the same kind 

of careful planning with regard to the husbanding of its capital 

assets as any American Fortune 500 corporation would do in order 

to profitably employ its resources . The tools have been admirab ly 
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developed in the private marketplace; they are there, r eady to be 

incorporated by a state willing to look upon itself as a public 

enterprise. 

This planning process needs to be realistic about the lim­

i t~d capability of the state to affect either wo~ldwide market 

forces or federal policy. These plans must also incorpor,te ·an 

understanding of the limited capability of any financial inter-

mediary to affect the course of real economic activity. 

Financial markets operate only on the supply side of the 

economic question. They cannot, by themselves, create a demand 

f or economic activity that is not there. A critical question 

Alaskan policymakers will have to face and answer is: What is --
the caP-abiii~y _of the Alaskan economy to absorb th~ capital SU£­

plied by the Alaskan Pet'1tlanent Fund? Although I am not in a 
- --
position to answer that question, I suspect that it will be some 

time before th~ Alaskan economy has the capability to absorb any-

where nea·r the amounts of capital available to the Permanent Fund. 

Moreover, the cost of capital represents only a very small 

porti0 11 of the 1-:ost of doing business. Other worldwide market 

forces and federal governmental actions far more profoundly 

affect the cost of production than the cost of money does. It is 

these worldwide market forces and governmental actions which we 

must attend to first. Two corollaries to this point deserve 

careful note: 

• 

' 

• . 
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First, in very few i nstances is the cost of capital a seri-

ous impediment to sound economic development. There are, how-

ever, occasio~al circumstances where the scale of economic activ-

ity, or the location of that economic activity, or the relative 

risks and rewards of the economic activity, make the availability 

of capital for that activity virtually nonexistent from a private 

market standpoint. It is in these circumstances that public 

intervention in capital markets is appropriate, if stimulating 

that economic activity would significantly benefit the state 

economy and treasury. Since the question is one of ~vailability 

rather than cr~t, in very few circumstances are below-market 

interest rates either necessary or app.r.opriate for a public 

development bank. Examples of the kindu of economic activity 

which may be of real economic benefit to the Alaskan economy and 

treasury, but for which there may be i nsufficient available cap-

ital include: rural indust~ial and corrunercial development, hous-

ing development, the development of new technologies which reduce 

the cost of production in Alaska for either refining or adding 

value to Alaska's renewable and nonrenewable reaources, and 

scales o f enterprise which are either too small or too la rge for 

the private market to finance with a sufficient return co incident 

with risk. These examples will be analyzed i n greater detail in 

sections below . 
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A second consequence of t he fact that this cost of money is 

not an important cost of production is this: seldom will lower­

ing the cost of money on the supply side compensate f~r high 

costs of production in the marketplace. For example, a petrochem­

ical industry in Alaska is apparently not now financially feas­

ible because of the high costs of production. This problem can­

no~ be solved by l owering the cost of money for petrochemicals 

through an Alaskan Permanent Fund. 

However, lowering the cost o f capital can encourage short­

run economic activity which is in the long run essentially 

unsound--and which has a high likelihood of eventual failure. 

In summary, a long-term Alaskan state economic planning pro­

cess must filter out the large number of cases in whic h develop­

me nt is not dependent on the cost and supply of capital, and in 

which other public policies are less costly and more appropriate 

t o the solution of the problem. Conversely, the planning process 

needs to def1 ne more precisely those situations i n which the eco­

nomic prohlem is indeed a financial market problem amenable to 

solution by Permanent Fund investment. Obviously, these tasks 

are two sides of the same coin. 

In undert~king an overall economic analysis o f Alaska and 

the limited ways in which the Alaskan Permanent Fund can af~ect 

overall economic development, I would like to suggest four key 

• 

.. 


