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investment arear, for the Alask.in Pr;rrnanent Fund which deserve 

much more detailed analysis; th.is analysis would seem to deter-

mine the ~xtent to which rea} economic activity which is f inan-

c~ally sound and of economic benefit to the state is now limited 

by the insufficient availability of capital at a reasonable cost: 

Two of the areas represent investments within Alaska, and two 

represent investments by the Permanent Fund outside of Alaska . 

A. Potential Kinds of Investment by the Alaskan Permanent Fund 

Within Alaska: 

1. Investments Which Contribute to a Sound, Balanced 

Alaskan Economy Less Dependent on Nonrenewable Resources and 

Government Spending 

The Alaskan economy is, apparently, at the present time far 

more dependent on governmental spending than is the American 

economy as a whole. Moreover, much of the current primary eco-

nomic activity in Alaska is dependent on nonrenewable resources 

which are being developed largely by outside interests, with the 

principal value-add~d activity taking place outside of Alaska . 

. The result is primary economic activity which is particularly 

labor-intensive, seasonal, and cyclical. Therefore, economic 

planning should focus on those possibilities for creating primary, 

value-added in~~s_:~al~tivity in-Alaska-whieh-can_pi:_~oods 

at a cost competitive in worldwide goods market. 
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· In analyzing ways in which the Permanent Fund might contrib­

ute to a more broadly-based economy, it is useful to make two 

sets of distinctions: first, between income-producing and infra­

structure investments; second, between income-producing invest­

ments which (fron; the stan¢ipoint of private market opportunity 

costs) appear to be too large for the priv,te market to undertake 

and those which appear to be too small. 

a. Potential investments too large for the private 

market 

Given the increasing efficiency and scale of worldwide money 

and capital markets, you, as policymakers, need to consider 

whether or not there are s~ ~nd potential investments in Al 3ka's 

renewable and nonrenewable resources which difersify the Alaskan 

economy but which are too large for private enterprise to finance 

on its own at a sufficient return competitive with other available 

risk opportunities. The $9.7 billion investment by the oil com­

panies in the Alaska pipeline suggests that there are few invest­

ment opportunities too large for the private market. In this 

instance, on a worldwide opportunity cost basis, the rewards as 

well as the risks to the investors were and are very great. How­

ever, there may be opportunities for the development of both 

renewable and nonrenewable resources in Alaska which are sound 
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investments but which do not provide a sufficient ret~rn coinci~ 

dent with risk such as investments in petrochemicals or iron-ore 

reduction. Here, the Permanent Fund could . joint venture with 

private enterprise in order either to reduce the risk or increase 

the return. 

In analyzing the relative returns and costs of public inter-

vention in such cases, at least four issues require the most 

careful calculation: \\hat are the underlying goods-market or ------------- ~~--~~--:::.......::...._ __ ~~~----, 
financial-market reasons for lack of adequate private market cap-

----- ···~ ~ - ------- ~ ital for the project? Could these obstacles be overcome by a 

· f - public inves_t~.ent? 
q-,.._ 

_._ .. -----------
Do the public benefi ts warrant the risk? - - - _,. __________ _. If 

(f + 5 
they do, can a public-private joi!l.t-venturene """Con·s.t.ructed which 

I -~--- -----

does not disproportionately s hift the ~isk _~o the_£erro~t Fjlnd 

and the rewards to the private market? 

The scale and efficienty of worldwide capital market s sug­

gests that the private market is capable of undertaking any 

large-scale projects--if they are sound. If the private market 

is unwilling t o risk it, the Permanent Fund should be extremely 

cautious in considering intervention. 

Yet, there may be another question: Who should own the 

enterprise and reap its rewards? In this regard, the Canada 

Development Corporation is an important model for the Alaskan 

Permanent Fund, as it considers public intervention in such large 
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investments, as well as when and whether own~rship of such large­

scale ente~prise~ should become Canadian. The Canada Development 

Corporation, created in 1971 with an initial government invest­

ment of $250 million, has since had the larg·est public equity 

offering in Canada's history ($150 million i n preferred stock 

sold to inst itutional and i~dividual investors). It now has 

assets of $1 billion and owns a number of formerly foreign-owned, 

large-scale enterprises • . Depending on the standards by which 

performance is judged, it has had a mixed record; it is nonethe­

less worthy of your close scrutiny and consideration. 

b. Potential support for medium and small enterprise 

The second area in which, as a matter of public policy, it 

may be necessary for the Alaskan Permanent Fund to supplement 

private investment in order to stimulate more balanced economic 

development is in support for the retention and expansion of 

medium- and small-sized business enterprise by ensuring access to 

adequate intermediate and long-term expansion capital through 

existing commercial banks and thrift institutions. Because of 

the evolving nature of worldwide credit markets and the strictures 

of governmental intervention, such smaller firms have an increas­

ingly difficult time securing adequa te longer-te rm expansion cap­

ital. 

• 
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We are moving, world wide, to a multiple-tiered money and 

capital market. This phenomenon is not peculiar to any one jur­

isdiction such as Alaska, although it can have differential im-

pacts in ' different jurisdictions depending on the nature of the 

local economy. The Massachusetts economy, for instance, is unus-

ually dependent for its employment base on medium and small 

industry. Even its fastest growing high-technology companies 

(very profitable firms under $100 million in sales which are 

growing at 20 to 40 percent per year) have considerable diffi-

culty accessing sufficient amounts of either equity or intermedi-

ate and long-term debt, because of the structure, scale and effi-

ciency of the private market and impediments (often unintended) 

created by state and federal intervention in both goods and 

financial markets. 

It should be clearly understood that the problem is .!:!.£~ the 

availability of short-term working capital . Commercial banks, 

finance companies and factors take good care of these needs. Th 

problem is not price. Many of these ventures could be financed 

at above-market rates. The problem is that often the length of 

terms needed are too long for many commercial banks, yet the 

sizes of loans are too small for most insurance companies, and, 

finally, the nature of the indu~trial and commercial loans 

beyond the competence of mos t thrift institutions . 



The Alaskan Permanent Fund Memo--Page 16 ·July 11, 1977 

Federal S.E.C., I.R.S., E.R.I.S.A., bank, savings bank, and 

savings and loan regulations· simply make matters worse. (State 
' . 

regulations do too, but since this is something you can do some-

thing ahout, state regulation is reserved for special discussion 

on pages 34 through 39, below.) 

If you decide that some form of support for intermediate and 
/ 

long-term debt for medium and small commercial and industrial 

enterprise is warranted in Alaska, it is critical that any inter-

vention by the Permanent Fund be developed in close collaboration 

with and through existing commercial banks, savings banks, sav-

ings and loan associations, and credit unions. This is essential 

for several reasons: If the state acts alone, the odds are much 

higher that it will make a bad loan, whereas acting through the 

local financial community, it can bring their money and judgment 

to bearr thereby reducing both the cost and the risk. Collabor~ 

ation also strengthens and integrates the financial community 

more firmly into the local economy. 

Once again, it is not necessary for the Alaskan Permanent 

Fund to reinvent the wheel. The single best state development 

bank providing longer-term credit support for small business in 

~ collaboration with banks is the Connec~ut_ oevelopment Authori~y, 

which has been steadily expanded and amended since 1958. Virtu~ 

ally every American state, Canadian province, and European nation 
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has a similar, if less effective, intermediate credit facility. 

In development finance, as in medicine , one can learn a great 

deal from institutions which have not worked well . We want to 

avoid 'mistakes knowingly as well as emulate successful models . 

c. Infrastructure investments 

Potential infrastructure investments necessary either to 

provide access to natural resource developr~nt or to create the 

environment in which a profitable market i nvestment Cau 
,_ 
u .... made 

should only be made after careful economic analysis has in fact 

determined that, if those infrastructure investments are made, 

the cos ts of production and rates of return are such that the 

resulting economic enterprise is competitive in worldwide goods 

markets . The world is replete with examples of infrastructure 

investments ~ade in Asia, Africa , or Latin America {not to over-

look empty federally - funded industrial parks in Appalachia) in 

the hope that if they were made, real economic activity might 

result. In most instances, those were dashed hopes. 

Although the Alaskan Permanent Fund may well be the most 

appropriate vehicle for making that infrastructure investment, 

any nc n-market costs Ghould be borne not by the Permanent Fund 

but by legislative appropriations from the Alaskan General Fund. 
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2. Investments Which Decrease Economic Disparities Between 

Alaskan Regions, Communities, and Demographic Groups 

The second major area in which the Alaskan Permanent Fund 

can be a part of an overall economic development strategy within 

Alaska is in stra~egies to minimize the rate of increase in eco­

nomic disparity among regions and demographic groups within 

Alaska. Note the conservatism with which I make that statement: 

I did not say eliminate the gap; I suggest for the time being 

that a more l imited goal is more reasonable and realistic--simply 

to minimize the rate at which the gap widens. For instance , at 

the present time, the south central region of Alaska has 54.5 

percent of the population and 63.2 percent of the gross state 

product. On the other hand, the Arctic and western regions have 

16.3 percent of the population and only 8.8 percent of the gross 

state product. Although I do not have the precise figures, I 

suspect that those regional disparities have increased over the 

past ten years , and that without economic development planning 

and inte rvention on the part of the state , they will continue to 

increase at a faster and faster rate over the next twenty years. 

I would also guess that the 155,000 Alaskan citizens living out­

side the major cities are subject to more cyclical, more seasonal, 

and more labor-intensive industry than Alaskans employed in the 

principal cities and in the southeastern and south central regions. 
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If this gr.owing disparity does exist, and a decision is made 

to use state resources to try to narrow t~e gap, there are spe­

cific community "and regional development banking experiences in 
" . 

the United States and overseas which can be employed by the Per-

manent ·Fund to contribute to that goal. These experiences are 

·described in greater detail below, on pages 54 to 59. 

If the state makes1 such a policy decision, Alaska has a 

unique opportunity to organize a portion of the resources of the 

Permanent Fund specifically for purposes of joint venturing with . 

the Alaskan native corporations in order to assist them in devel-

oping petroleum and natural gas resources on their land, as well 

a~ hard-rock mining, forest production, and fishery resources 

within their territories. 

B. Potential Kinds of Investment by the Alaskan Permanent Fund 

Outside Alaska 

As I have already indicated, I have not yet had access to the 

economic projections for Alaska of the state government, the 

Alaskan banking community, or the University of Alaska's Insti-

tute of Social, Economic and Gove rnment Research. Nevertheless, 

it seems a reasonable pre sumption that the enormous potential 

capital resources of the Permanent Fund are too great to be 

appropriately absorbed in investments in the above two categories 

if those. investments are to be sound, i ncome-produc ing i nvestments. 
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The important question then is: How might the balance of 

the funds be reasonably invested? I would suggest two potential 
I 

categories of investment for the Permanent Fund nutside Alaska: 
I 

1j 

1. Investments Outs)'. de Alaska Which Contribute to Overall 

~laskan Economic Developmei1t 

Areas of economic acti vity which deserve careful considera-
I 

t ion inc lude investment in the development of technologies which 

would decrease the production cost of either the removal of 

natural resources f rom Ale.ska or the refining of those resources 

within Alaska. Similarly, the Alaskan Permanent Fund might 

invest in the development of technologies which would add eco-

nomic value to natural resources in Alask~ before export. 

This is another instance in which the Alaskan Permanent Fun·d 

may need to "supplement private investment when sufficien~ private 

capital is not available on reasonable terms and conditions." 

The development of these technologies may require investr:tents by 

the Permanent Fund either within or outside Alaska. Because of 

changes in the structure of American c1pita l markets over the 

past twenty years and because of changes in federal policy with 

regard to securities regulation, capit a l gains taxation, and the 

imposition of extensive new limitations on institutional investors , 

there is virtually no capital available in t he United States 

·-
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today for start-up investments in new technologies or for invest­

ment in technological innovation outside of large multinational 

corporations. 

If it seems reasonable, as a part of Alaska's overall eco-

nomic development plan, to invest a portion of the Alaskan Perma-

nent F~nd's resources in the creation of locally owned technolo­

gies, once again, there are good development banking models for 

such technological investment. These include the thirty-year-old 

National Research Development Corporation (NRDC) in Great Britain, 

SOFINNOVA in France created in 1971, the Connecticut Produc t 

Development Corporation (CPDC) created 

ogy Development Corporation now before 

ture. 

in 1974, and the Technol­

the Massachusetts legisl~ 

2. Investments in Investment-Grade Securities 

I have come to the issue of investing a significant proper-

tion of the Permanent Fund's assets in marketable securities not 

from the vantage point of safety, but from the vantage point of 

development finance: it is 1>imply unlikely that there will be 

sufficient income-producing demand for development finance in 

Alaska to absorb the full resources of the Permanent Fund . There-

fore, having carried out its development banking function, the 

Permanent Fund will have to invest the remainder of its substan-
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tial resources in marketable securities. In addition, the invest­

ment of a significant ·portion of Permanent Fund resources in mar­

ketable securities will strengthen its financial integrity as a 

development bank. 

Finally, even if the Permanent Fund has only its minimum 

capital base of $2 billion, ii ''ill be not only one of the world's 

largest development banks, but a sizeable financial intermediary 

by any worldwide standard. It will be sufficiently large-scale 

to operate in the worldwide money and capital markets as a major 

lender, investor, and supplier of capital. It must therefore have 

the most able management that money can buy, capable of operating 

with both prudence and profitability in such sophisticated markets. 

To sum up, I want to underscore two major points: first, as 

a capital-supplying development bank, the Alaskan Permanent Fund 

cannot create real economic activity; it can only support economic 

activity for which there is a genuine market demand but an insuf­

ficient capital supply. 

Second, the Alaskan state government has other t ools within 

its economic arsenal which it should use as a part of an inte­

grated, overall economic development plan to stimulate the econ­

omy; the Alaskan Permanent Fund is one of the tools which can 

contribute to that overall e conomic deve lopment--a tool with its 

own inherent limitations. 

--
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Before we consider in detail the goals, structure, and 

strategy most appropriate for the Alaskan Permanent Fund, I would 

like to outline my sense of the other tools which the Alaskan 

government should employ in contributing to overall economic 

development for the state. If Alaska's ependiture policy, tax 

policy and rE?gulatory policy are not honed into a single, coher­

ent, economic development policy, the capacit :~{ of the Per .anent 

Fund to affect positively the economic diversification of the 

state will be severely curtailed, and its own investments 

jeopardized . 
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II • . USING THE ' FULL RESOURCES OF THE ALASKAN STATE GOVERNMENT 

TO PLAN FOR AND CONTRIBUTE TO A SOUND, BALANCED ECONOMY 

In planning state government intervention to stimulate eco­

nomic development, I suggest an order of battle which considers 

expenditures policy first, tax policy second, and administrative 

regulation designed to stimulate the flow of private capital 

third, before considering a public i nvestment. If a public invest­

ment is then deemed necessary, I suggest a careful consideration 

of tax expenditures and administrative grants before finally de­

ciding to create a development bank such as the Permanent Fund as 

a vehicle for carrying out that econo~ic development policy. Each 

of these four points are discussed below. 

A. The Role of State Expenditures in Stimulating Economic 

Development 

State expenditures can either be an investment in the crea­

tion of real economic activity in the state or, as is more often 

the case, state expenditures can represent both a disincentive to 

real economic activity and a disinvestment from real economic 

activity. 

This misuse or use of state expenditures for economic devel­

opment is compounded by the general proposition that state 
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expenditures rise to meet state revenues. This has certainly 

been the case in Alaska since 1969, and is a principal motivation 

for the creation of the Alaskan Permanent Fund. The principle, 

however, is universal; in .Massachusetts, the level of state ex­

penditures (and therefore the level of taxes} rose from 26th out 

of 50 states in 1958 to an unenviable third in 1977. The re.sul t 

:L n Massachusetts today is to drive industry and real economic 

clctivity out of the state because Massachusetts is simply too 

expensive a jurisdiction in which to do business , relative to 

other parts of the U.S. and the world. 

There is, however, a unique aspect to Alaskan state expendi­

tures whicl) is shared by no other state in the United States. 

Simply speaking, Alaskan government is the economy. Combined 

federal, state and local government expenditures ac~ount for 40 

percent of the state's employment--a figure nearly twice as high 

as that for the United States as a whole. Thus, as Arlon Tussing 

has pointed out, governmental expenditure in Alaska is the driv­

i ng arm of the state's economy. 

This is fine so long as there are revenues to support the 

expenditures. Massachusetts is again a case in point: Today 

Massachusetts wage earners and corporations are being asked to 

support an enormously high level of unplanned and unproductive 

expenditure which was rather widely distributed in the space-
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technology boom of the 1950's, but which are now being imposed at 

an increasingly hlgh t~x level on a shrinking economic base. 

For individual states like Massachusetts and Alaska which 

cannot print money or set up tariff barriers in the manner of the 

federal government, there is a limit to which expenditure policy 

can be used as a means of stimulating the economy. Because the 

Prudhoe Bay oil reserves are finite, and will not always be the 

principal revenue producer for ~laska that they are today, it is 

essential that the state's General Fund as well as its Permanent 

Fund be invested in ways which will create raal economic activity 

and a strong permanent tax base . In this regard it is useful to 

think of tax revenues as forced savings that have the same 

"potential" as private profits for creating productive enterp~ise 

through investmen1 . If tax revenues are not used to create a 

productive public investment in this way, the state will have 

made a disinvestment from the economic markE:tplace wh.ich might 

have been more productively employed if the capital had not been 

removed from private savings by taxation. 

I would like to suggest that the Permanent Fund represents a 

unique and bold opportunity to re t hink not only the function of a 

state gove r nment as a stimulator of ~verall economic act ivity, 

but also the very structure of state government as a public 

enterprise. We have already noted that the state planning process 

... 
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should incorporate corporate planning techniques· in which the 

revenues and assets of the state as a pu~lic enterprise are in­

vested in order to increase future income flows and the future 

asset growth of the state. I would like to carry that idea one 

step fuLther. I would like to suggest that we view the structure 

of state revenues and expenditures as similar to the income and 

expense statement of a corporation. In this analogy the annual 

dedication of revenues to the Permanent Fund is the retained 

earnings of the Alaskan people. The Permanent Fund itself repre­

sents the net worth of Alaskans as a part of an overall balance 

sheet for the Alaskan state government and its constituents. 

If we think about the relationship between the General Fund 

and the Permanent Fund in this way, the task of state government 

on an annual Dasis is to expend its General Fund in ways which 

will contribute to an increase in revenues and therefore lead to 

an increase in annual net retained earnings which car1 be put into 

the Permanent Fund as a constantly increasing net worth. 

Similarly, the task of the Permanent Fund is to invest those 

net retained earnings in ways which will contribute over time to 

an increased revenue flow to the state. This suggests a constantly 

increasing net retained earnings on current account {the General 

Fund) and a constantly i ncreasing capital base for the economy on 

permanent account {the Permanent Fund). 
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Seen in this light, all state expenditures from the General 

Fund must be as productive and qualitative as those made by the 

Permane nt Fund, and the two must be part of the same planning 

process. Otherwise, one will cancel the economic impact of the other. 

Finally, the ~et retained earnings flowing into the Permanent 

Fund are an equity base which can leverage substantially greater 

short- and long-term liabilities from the worldwide capital mar-

ket, as does the World Bank. The following crude income and 

expense statement and balance sheet for the state as a public 

enterprise suggests t hese ideas graphically. 

THE STATE AS A PUBLIC ENTERPRISE 

Income and Ex ense Statement 

Annual State Income from 
Individuals, Businesses, 
and Oil Revenues 

General Fund Current 
Social Overhead 
Exlenditures and 
In rastructure 
Investments 

Permanent Fund Annual 
Retained Earnings of 
the People~ Annual 
Contribution to Net 
Worth for Future 
Investment 
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Current Assets 

Fixed Assets 

Balance Sheet 

Current Liabilities: 
Annual Expenditures 
for Social Overhead 

Long-Term Li&bilities: 
State Bonds to Finance 
Infrastructure 

Permanent Fund 
Long-Term Bonds 

Permanent Fund Net Worth 

B. The Impact of Tax Policy on Alaska 's Economic Developmen t 

Alaska is in a unique position with re~ard to its revenue 

structure in that the vast bulk of its revenues are not derived 

from taxes borne by individuals or businesses native to Alaska. 

A serious future problem, however, is whether Alaskan residents 

and resident bus i nesses will be able t o support through tax 

r evenues an expenditure level gene r ated during the salad days of 

high oil royalties and other natura l resource taxes . Massachu-

setts once aga i n is an unfortunate illustra t ion of the fact that 

although expenditur<!S rise to meet r evenue s they do not au t omat-

ically decrease when a re,1enue base begins to shrink or disinte-

grate . Given the fact tha t the oil revenues to Alaska are "tempo-

rary," if the tax burden i n t he future is not t o fall abruptly 
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and harshly on residents and resident business of the state, ex­

penditure levels must be controlled now. For, although it is 

clear that expenditures are the driving force in the expenditure­

revenue connection 1 in a highly <:ompetitive worldwide market, the 

1evel of taxation is the factor of state policy which most dis­

courages private market investment in individual &tates. 

On~e again, Alaska is unique in relation to other states in 

that it has relatively low individual and business tax (because 

of the current high level o f state income from oil revenues). 

Should the situation dramatically change, however, as it has in 

Massachusetts, primary industry which can locate elsewhere will 

do so. 

In order to understand the impact of the level and structure 

of taxation on economic development, it is important to dispel 

two myths and underscore one reality. 

Myth 1: Tax Incentives Offered by State Governments to Pri­

vate Business Do Not Stimulate Economic Development. Rather, 

They Represent a Gift or Equity Grant Directly to the Private 

Business. A review of the economic literature and business ex­

perience demonstrates that tax i ncentives granted by state gov­

ernments are too small to affect the business judgment of corpor­

ations. Thus, since the tax avoider would have made the business 

investment in any event, the result is simply to grant, as a gift 

·-
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to ~he business firm, tax revenues which the state would other­

wise have collected. The business firm incurs no expense it 

would not have chosen to incur anyway, but receives additional 

income in the form of tax forgiveness. Thi~ represents a direct 

contribution to the net income of the business firm. 

Since tax incentives represent a direct transfer of other­

wise collectible state revenues to the private firm, it is easy 

to understand why business groups are highly supportive of such 

tax incentives. 

Tax incentives are simply a beggar-thy-neighbor contest be­

tween states, in which each state seeks to outbid its neighbor 

without affecting any real economic activity. 

Myth 2: The Level of Corporate Taxes is Not a Significant 

Real Factor in Stimulating Economic Activity in the State. 

First, all corporate taxation represents a very small cost of 

doing business. Second, 50 percent of corporate state taxes are 

paid for by the federal government as a deduction against federal 

taxes. Third, in most instances, corporate taxation acts as 

a sales tax--that is, it is passed on to t he consumer. For 

example, the Alaska oil royalties and taxes are directly 

passed on to the consumer; moreover, t hey are not borne by 

Alaskans. In fact, most primary industry anywhere 
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tends to be export industry and passes on its corporate tax to 

consumers throughout the ~orld, whereas distributive industry 

passes its corporate tax to local consumers. This inhibits eco-

nomic development only to the extent that the incidence of taxa-

t~0n unduly raises the cost of living, and hence the cost of 

labor, in the state. 

Reality 1: The Critical Aspect of State Tax Policy as It 

Affects Economic Development is the Level of Personal Taxation, 

Its Impact on the Cost of Living in the State, and Therefore on 

the Cost of Labor in the State. Labor is the single largest cost 

of production for any business enterprise. (This is clearly true 

outside of Alaska, but once again I hesitate to jump too quickly 

to the c0nclusion that what is true elsewhere is automatically 

true inside Alaska. Alaska's harsh climate, enormous inte..rnal ··-----
distances and difficult terrain, as well as great external dis-.. ___ . ...- --~--- ------------ ---
tances from world markets may mean that other costs of production 

are disproportionately higher in Alaska than in other parts of 

the world, and that labor represents relatively a smaller propor­

tion of the costs of Eroduction.) Therefore to the extent that 
- --

state taxation significantly increases the cost of living and 

hence the cost of labor, it significantly increases the cost of 

doing business in the state. 

Again, the level of taxation is only significant to the 
I -
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extent that the industrial or ~ ~anomic base of the state is at 

all footloose. Obviously, the entire distributive sector of the 

economy is dependent on primary 'industry and is essentially a 

captive of the state economy. Similarly, to the extent that 

basic industry is dependent on natural resource development, it 

too is a captive of the state economy. The level of state taxa~ 

tion on natural resource development will affect economic activ­

ity only to the extent that it bids ·up the cost of production and 

therefore the price of the product beyond a competitive world 

market price . 

Once again, Alaska is in a unique position--quite different 

from that of, say, Massachusetts, which does in fact lose a sub­

stantial amount of its industry just over the border to New Hamp­

shire because the basic differential costs between the two states 

are the levels or state taxation . 

At present, therefore, Alaska has some margin of taxing 

freedom, given its relative. isolation, its relative dependence on 

the governmental sector, o.n .natural resource basic industries and 

on a captive distributive sector. However, should Alaska's long­

term economic plan require the development of a value-added basic 

and secondary industry, it will become much mor e subject to 

shift-share competition between the states. 

As with expenditure policy, Alaska stands out in comparison 

with other states in that its tax structure does not appear t o 
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discourage economic development. However, as Alaska moves toward 

a diverse, stable eco~omy, the influence of its taxation policies 

on economic activity .will probably become much greater and more 

like that of states in the lower 48. 

c. Regulatory Policy as It Affects State Economic Development 

In analyzing the impact of state regulatory policy on eco­

nomic development, it is important 'Co distinguish between real 

economic activi ty in the goods market and fi ..,ai:•:ial activity in 

the financial markets. 

On the one hand, state environmental policy, land use policy, 

transportation policy, energy policy and labor policy all involve 

regulations which affect the real costs of doing business in the 

state. Often the costs imposed on economic enterprise are not the 

costs of the policies themselves but the cost in lost time due to 

the procedures by which the policies are implemented. It is 

of ten possible for a state to reduce the cost of a regulation 

through a change in process without modifying its substance. 

On the other hand, the impact of state regulatory policy on 

state-chartered, privately-owned financial intermediaries d i rectly 

affects the flow of capital to enterprises in the state. This 

issue~ is central to the question of how to design and structur<? 

an Alaskan Permanent Fund. In line with the aim of invoking the I • 



•I 

The Alaskan Permanent Fund Merno--Page 35 July 11, 1977 

most efficient, cost-effective solution which involves the great­

est return and the least cost or risk, a public policy which 

would achieve economic development goals through administrative 

stimulation of the flow of private capital rather than through 

public investment would appear to be more cost-effective. Two 

critical issues require careful consideration here. First, is it 

a realistic possibility to shift the flow of private assets 

tl1rough administrative action in ways which respect the sometimes 

conflicting goals of prudence, profitability, and economic public 

~olicy? Second, if it is, is such a solution actually in the 

public interest? 

There are two principal ways in which public administrative 

intervention might be able to shift t he flow of private financial 

assets in order to carry out a public purpose while still meeting 

the tests of prudence and profitability: the first is to change 

the rul es of the regulatory game; the second is for the govern­

ment to act as a public entrepreneur to create a new financial 

intermediary which will be either initially or eventually 

privately owned. 

1. Changes in the Regulation of Asset Management of 

Privately Owned Financial Intermediaries in Order to Stimulate 

Econo~ic Development. First, let us look at state chartering and 

regulation of financial intermediaries such as life insurance 
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companies, commercial · banks, savings banks, savings and loan 

associations, and credit unions . Initially, states chartered 

these financial intermediaries in order to contribute to the de- · 

velopment of the economy of the state and its conuuunities. As 

these financial institu~ions suffered collapse and failure in 

various recessions and depressions over the years, states became 

less concerned with how the assets were invested in economic de­

velopment than with protection of liabilities due depositors. 

I suggest that a review of ways in which state regulation 

could be amended to stimulate the flow of assets is . a very fruit­

ful avenue for further exploration. Such ~ reviev• should be un­

dertaken in close collaboration with the financial industry it­

self, for there are many ways (as we have found in Massachusetts) 

to modify regulations affecting asset management that are mutually 

attractive to both the state and the financial institutions them­

selves . 

In Massachusetts, by way of example, we discovered that only 

one Massachusetts corporation, Gillette, was an eligibile invest­

ment for the $25 billion state-chartered thrift industry. Through 

a collaborative process of Massachusetts industry, the thrift 

institutions, the banking commission, and the legislature we have 

now amended those regulations so that all Massachusetts corpora­

tions above $25 million in sales are eligible for investment. We 
I -
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did this in ways which protected depositors, provided a profitab~e 

return to the financial institutions, and did not compromise 'the 

availability of the assets of these institutions for housing 

development. 

2 . State Government as a Public· Entrepreneur to Create ~ . 

New Financial Intermediary Either Initially or Eventually 

Privately Owned. A second. way in which the state might stimulate 

the flow of private capital to further eccmomic development goals 

is for the government to a.ct as a "public entrepreneur." This 

means the creation of a new financial inte!rmediary · which is either 

initially privately owned, or initially ha s some public capital, 

but eventually becomes wholly privately owned. 

From a private market standpoint, there may well be suffi-

cient r1~turn on investment coincident with risk if only such an 

institution could be put together at a sufficiently aggregate 

scale. Such a private development financei in:te r mediary may we ll 

. provide risk-pooling and info:rmation ar.d 'transaction cost pooling 

that is diseconomic for an.y single existing instit ut i on. YetJ it 

may not be worth the cost f or a single pri vate financial institu-

tion to undertake the pron~tion of such a new development f inance 

intermediary. 

In such circumstances., the government: may undertake the for­

mation of the private institution as a public entrepreneur in 



The Alaskan P~rmanent Fund Memo--Page 38 July 11, 1977 

order to benefit from the public externalities of increased jobs, 

increased individual and corporate tax receipts, and reduced 

welfare and other social overhead costs. That is precisely our 

recent experience in Massachusetts in entrepreneuring the $100 

million Massachusetts Source Corporation, to be owned wholly by 

the Massachusetts insurance industry, and the Central Development 

Facility, to be wholly owned by the Massachusetts banking industry. 

The key public question is: Will the institution be account­

able to produce not only its private return on investment, but the 

public return as well? The answer lies in careful legislative 

chartering of the institution to ensure that there is adequate 

reporting and legislative oversight so that its activities may be 

monitored to see that the public purposes are achieved. 

One Example: An Alaskan Central Bank for Local, Cooperative 

Banks and Credit Unions. One such institution which might con­

tribute to rural community and regional economic development in 

Alaska would be an Alaskan central bank for existing rural unit 

banks or new cooperatively owned full service deposit institu­

t ions chartered by residents o f small towns i n the state. 

If the central bank of such a network is well designed, is able 

to borrow in international markets, and has very strong manage­

ment, yet is owned by its member local institutions, it can be a 

vehicle to supply whatever capital is demanded locally to meet I • 
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housing, corrunercial and industrial development. Local sensitiv­

ity to local needs and ho~ to meet them is coupled with sophisti­

cated management and capital access at the central state level. 

Govd models for such institutions exist as close as the British 

Columbia Central Credit Union, and as far away as the German D.G. 

Bank. Both institutions are models of local initiative and coop­

erative ownership coupled with centralized managerial ·and capital 

efficiency. They have provided the model for the recently con­

stituted Central Development Facility in Massachusetts. 

Similarly, the U.S. Federal Farm Credit System provides the 

model for the creation of a network which is initially publicly 

capitalized but which over time is purchased by the users them­

selves. The Farm Credit System was initially 100 percent federally 

owned and is now 100 percent owned by individual farmers and 

ranchers working through local cooperative institutions throughout 

the United States. 

In summary, I strongly urge a careful review of existing 

state regulations with regard to asset management of state­

chartered financial institutions, and a collaborative effort with 

those institutions to determine if there are ways in which the 

state might either modify regulations or act as a public entre­

preneur to create a new privately owned financial intermedi ary 

which, under discreet legislative oversight, would contribute to 

the overall econcmic development plan of the state at no cost to 

the treasury. 



The Alaskan Permanent Fund Memo--Page 40 July 11, 1977 

D. Choosing Among Kinds of Public Investment: Which is More . 

Equitable or Efficient, a Public Investment Made Through the Tax 

System, or Made Through a Grant or Subsidy Administered by the 

State Bureaucracy, or Made Through an Investment in a Development 

Bank? 

Finally, before we leap into ~ detailed consideration of the 

Alaskan Permanent Fund as a development bank, it is impo~tant to 

realize that a public investment in economic development by the 

·state of Alaska could be made in any one of three different forms, 

each of which has different consequences in terms of its relative 

efficiency and equity. They are: 

(1) Tax incentives, more properly called tax expenditures, 

such as an investment tax credit, in which the legislature chooses 

to forgo tax revenues in order to try to stimulate capital invest­

ment in either a particular location or a particular scale of 

enterprise or a particular sector of economic activity; 

(2) Grants and subsidies administered by bureaucrats such 

as the ten revolving loan programs now existing in Alaska, in 

which the legislature appropriates funds to the executive to be 

funneled by bureaucrats in order to try to stimulate particular 

kinds of economic activity in particular areas; and 

(3) Independently ch~rtered public development banks such 

as the proposals for the Permanent Fund, which are capitalized by I • 
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a public investment, authorized by the legislature, and adminis­

tered by the independent board and a professional staff. 

Each of these three forms of public investment has different 

consequences from an equity and efficiency standpoint in terms of 

their capability to carry out their specific public purpose. 

Tax Expenditures, for instance , are subject to very limited 

governmental oversight. Once established by authorization of the 

legislature, they require neither annual appropriations by the 

legislature nor executive management. They do, however, cost the 

taxpayers as much as a similar program financed by an adminis­

tered grant through annual appropriations. Tax expenditures are 

thus a favored form of public i nvestment by special interest 

groups and most private enterpri~e , especially since their appli­

cation is initiated by the tax avoider· rather than by the legis­

lature or executive. Most academic analysts agree that their 

econqmic impac~ is generally questionable from an efficiency 

standpoint, in that the tax expenditure is generally too little 

and too late. Moreover, from an equity standpoint, tax expendi­

tures tend to favor rich individuals and corporations over poor 

individuals and small businesses, especially those located in 

depressed areas. 

Grants and Subsidies administered by the state bureauc racy, 

on the other hand,. are often criticized because they require too 
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much legislative and executive oversight. Administered grants 

may be more equitable in that they are accessible to smaller 

enterprise, lower-inco~e persons, arid poorer regions of the state: 

however, academic and entrepreneurial analysis agree on the rela-

tive inefficiency of this form of public investment, which usually 

operates with little or no sensitivity to the marketplace and a 

very high administrative cost. Given this inefficiency, even the 

equity argument is weak, because the designated public purpose is 

often not carried out. 

It is my understanding that the ten existing state revolving 

funds, which would fall into this category, have recently been 

subjec t to just such criticism. I would-~e~ that, as a art 

of Alaska's economic d~~:.!.~pjllent ·pi~nni-n9~~lving loan 
-·· funds ·be carei'; lly reviewed in order to determine if in fact they 

are <.. carrying ~ut t·h~ir . E.~i~-i.Jurposes:---r would further suggest 

that serious consideration be given to shifting their operation 

from that of a bureaucratically-administered revolving loan fund 

to development finance intermediaries which might be operated as 

subsidiaries of the Alaskan Permanent Fund. 

Finally , Development Banks, such as the Farm Credit System 

at the federal level, or state housing development finance author­

ities at the state level, tend to operate at a relatively high 

level of efficiency and market sensitivity, but may suffer from 

, . 
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more conservatism than public policy warrants and from insuffi­

cient executive or legislative control. 

At this point I do not propose to make any absolute judgment 

about the relative equity or efficiency of any of these three 

forms. Rather, you need to recognize that each of these forms of 

public investment has its own relative costs and benefits which 

need to be carefully weighed in making specific decisions about a 

specific kind of public investment to carry out a specific public 

purpose. In different circumstances each of these forms will be 

more or less efficient or equitable in contributing to a specific 

piece of the overall economic plan of Alaska. 
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III . STRUCTURING THE ALASKAN PERMANENT FUND AS ONE TOOL 

IN ALASKA ' S OVERALL ECONOMIC DEVELOPMENT PLAN 

If we decide that the Alaskan Permanent Fund operating as an 

Alaskan develop~ent bank is one appropriate mechanism for dealing 

with certain aspects of Alaska's overall economic development, 

our task then is to structure the Permanent Fund so that it does 

what we want it to do . 

It is worth reemphasizing that we cannot even consider this 

task until we have decided that: 

* the economic development problem to be ~ddressed is 

not a problem in the goods market, but a problem in 

financial markets; 

* 

* 

* 

it is not a problem created by some existing form of 

public intervention which should be undone; 

it is not a problem which is best solved by adminis­

trative regulation of the flow of private market 

financial assets; and 

if there is to be a public investment, it is not a 

problem best solved by a new tax expenditure or a 

new bureaucratically-administered grant or subsidy 

program. 

As noted in the beginning of this memo, cevelopment fina nce 

is the form of economic intervent~on that poses the highest risk. 

I • 
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It is therefore the last solution to be considered--only after 

having considered and either used or rejected all other forms of 

public intervention. 

In designing the Permanent Fund as a development bank, there 

are four central questions we need to answer: 

* First, what should be the limited goals of the Alaskan 

Permanent Fund within the framework of Alaska's overall 

economic development plan? 

* 

* 

* 

Second , what should be the legal structure of the 

Alaskan Permanent Fund so that it is equitable and 

efficient in carrying out those goals, and yet account­

able to t he executive and legislature? 

Third, what board and staff manage~2nt structure is 

best suited to carry out these goals? 

Fourth, what capital structure is necessary to ensure 

that the Alaskan Permanent Fund has the financial cap­

ability to achieve its purposes? 

I n addressing these questinns, I have first approached th~ 

problem i n general; then I have compared it particularly with the 

two drafts of the Alaskan Permanent Fund available to me, HB-298 

and HB-300. 

The comments t hat follow are intended to help clarify, or 

raise additional questions about, a basically sound draft document. 
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In order to be sur~ that I understand the meaning of particular 

words and phrases in these draft bills, and perhaps to be of some 

assistance to you in making their meaning unambiguouous, I~ve 

done a rather thorough exegesis of the key provisions. In all 

cases, I refer to the draft of HB-300, unless I particularly note 

HB-298. 

A. What Should be the Limited Goals of the Alaskan Permanent 

Fund Within the Framework of Alaska's Overall Economic Develop­

ment Plan? 

Almost all development bank proposals are initially marked 

by three serious problems: confusion of goals, trying to do too 

many things at once, and assigning to the development bank respon­

sibility for delivering more than it is capable of deliverin~. 

In considering any new development bank, we need first to remember 

that this new development finance institution, like any financial 

intermediary, can operate only on the supply side of the economic 

equation. Second, international and domestic experience make it 

clear that we should be precise in defining the goals of the in­

stitution and modest in our expectation of its impact on state , 

regional, or conununity economic development. Finally, if there 

are separate goals in terms of the cost or availability of cap­

ital, these separate goals should be implemented (as we shall see 

I • 
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in our discussion below) through separate arms of the development 

bank which are capable of differentiating risk, sources and uses 

of funds, and specialized management capable of achieving those 

specialized goals. In assessing the· goals of the Alaskan Perma­

nent Fund in light of these principles, it is most useful to look 

beyond the general purposes articulated in Section 10 to the more 

specific investment criteria in Section 40: 

Investing Only in "Income- Producing Investments~ (Section 10 

and Section 40) is the single most important investment criterion 

of the Permanent Fund. Permanent Fund investment strategies 

should also be organized t o bring private judgment, at private 

risk, t o joint venture in most projects in order to ensure that the 

invesbnents are soundly planned, managed and overseen. This key 

provision recalls our "First Principles,'' pages 7-11: public i nterven­

tion through a development finance ~ntermediary to stimulate economic 

development is warranted not because investment opportunities are 

unsound, but because from the standpoint of opportunity cos t, the 

private market has opportunities to employ its resources at 

greater return or lower risk than, as a public purpose, the state 

may be able to afford. Moreover, as we noted earlier, th~ issue 

is seldom the cost of capital, but rather, its availability. 

Therefore the Alaskan Permanent Fund will rarely be warranted, as 

a develo~ent bank, in offering substantial below-market interes t 
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rates. ~he costs of capital, like state and local taxation, 

represent a very small percentage of the cost of production; and 

differential rates in the cost of capital seldom make the margin 

of difference in the economic viability of the enteT-prise . Yet 

the problem of the availability of capital for new technology 

development, or for small- and medium-sized commercial and indus­

trial enterprise, or for community-based enterprise, is often a 

serious public policy problem. 

Should it be determined that some form of subsidy is essen­

tial for certain large-scale infrastructure developments, or some 

community development or rural housing development projects, that 

subsidy should be provided by the General Fund, as our earlier 

discussion and Section 130 (4) suggest . 

The rest of our analysis of the goals of the Permanent Fund 

is most easily done by a careful review of the three essential 

investment criteria for (1) investment-grade securities, (2) pro­

ductive private enterprise, and (3) community development. This 

analysis conveniently fits our earlier discussion of potential i n­

vestments for the Permanent Fund on pages 11 through 23. 

1. Investment-Grade Securities: 

Section 40 (1) provides that "At Least 40 Percent of the 

Resources of the Permanent Fund Shall be Invested in Investment-

f -
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Grade Securities. 11 {Section 10 (1)) This is a sound provision 

for two reasons {to which we have already made reference): 

First, because development banks operate only on the supply 

side of the investment equation, it is not all clear what the 

capability of the Alaskan economy is to absorb Permanent Fund 

investments either for longer-te rm capital investment in produc­

tive private enterprises or for community development projects. 

Therefore, all capital which cannot be reasonably absorbed under 

those two categories should be invested in investment-grade secu­

rities. It is important, however, that a sufficient percentage 

of those investments be made in sufficiently liquid securities so 

that they will be available, when needed, for investment in pro­

ductive private enterprises or community development projects. 

Second, this 40 percent investment in investment-grade securi ties 

not only "preserves the Permanent Fund's capital for future gen­

erations" {Section 10 (6)), but also acts as a kind of secondary 

reserve for the potentially high-risk investments in productive 

private enterprises and community development pro jects. 

2. Inves tments in Product ive Private Enterprise 

Section 40 (2) provides that "The Permanen t Fund May Invest 

Not More Than 30 Percent of its Resources to Provide a Reasonable 

Proportion of Longer-Term Investment Capital for Financing the 
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Establishment, Improvement, and Expansion of Productive Private 

Enterprise Which Will Benefit Alaskans, and for Which Sufficient 

Capital is Not Available From o;:· ·.,er Sources on Reasonable Terms. 

These Investments May Take the Form of Equity, Debt, or Debt 

Guarantees." 

Each of the above underlined phrases is sufficiently impor­

tant to warrant individual comment: 

"Not More Than 30 Percent" suggests a reasonable and realis­

tic upper limit of risk in terms of the avai~ability of public 

development capital subject to demonstrated real demand for it . 

It is never possible to be rigorously precise in measuring the 

capital gap for publicly-needed capital. Development banks are 

best constructed t o meet a reasonable demand and then organi zed 

in such a way that they are demand-sensitive , so that if there is 

a demand there is capital available. If such capital is not 

available, there is of course the alternative of adjusting the 

balance in inve stment-grade securities. 

"A Reasonable Proportion" suggests that the Permanent Fund 

should no t invest other than in collaboration with private finan­

cial intermediaries. Federal, state and loca l as well as inter­

national experience strongly support the idea that the public de­

velopment bank investment is like ly to be more s ound if it is 

made on a joint venture basis with the private market. 

' . 
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the private market is generally quite capable of fi ling this 

need. Second, the state has limited capabili~y t - ~~ fluence 

short-term cyclical changes in worldwide market~ '~ f ederal fis­

cal or monetary policy (in this regard, I trust t he phrase "seek 

to smooth the cyclical patt ern of growth of the Alaskan economy" 

(Section 10 (2)) refers to long-term redress of cyclical problems 

in the Alaskan economy resulting from overdependence on nonrenew­

able resources, and does not refer to short-term business cycles). 

Third, it is only in the longer-term capital markets that any cap­

ital gaps critical to overall state economic development arise. 

"Establishment, Improvement and Expansion " : Paqes 11-21 of this 

paper, I outlined three kinds of investment opportunities where 

the establishment, improvement or expansion of sound, income­

producing , productive private enterprises of benefit to· Alaskans 

may not have sufficient private capital available on reasonable 

terms or conditions. These three kinds of investments include: 

* sound investments in Alaska's renewable and nonrenew-

• 

able renources which diversify the Alaskan economy but 

which are too large fo r private enterprise to finance 

on its own at a sufficient return coincident with other 

available risk opportunities; 

the development of new technologies essential to the 

refining and production of value- added manufacturing of 

I • 
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ren<·:wable or nonrenewable resources in Alaska before 

export; and 

* support for the retention and expa.nsion of medium- and 

small-sized business enterprise by ensuring access 

thrDugh commercial and savings banks to adequate inter­

mediate and long~term expansion capital. 

In each instance, there needs to be a rigorous analysis of 

the economic and financial soundness of the sector, the reasons 

for lack of adequate private market capital availability (if it, 

in fact, exists), and the relative benefits and returns, costs 

and risks of public intervention through the Permanent Fund. 

"Productive Private Enterprises" appropriately requires that 

investments only be made in financially sound enterprises which 

are also income-producing, job-producing, revenue-producing, and 

contributing i~ real economic terms to the Alaskan economy. 

"Which Will Benefit Alaskans" is a vital phrase requiring 

that the investments made in enterprises that are not only finan­

cially sound but also in which the economic benefit to the resi­

dents of Alaska is greater than their economic cost to the state. 

This critical issue will be discussed in detail under "Legal 

Structure and Accountability," pages 59-67, below. 

"Not Available from Other Sources on Reasonable Terms" is 

also essential to ensure that any public investments made by the 
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Alaskan Permanent Fund are cornplementary to the private market­

place and supplement private capital because of the public bene­

fit derived by the residents of the state. However, as we have 

already noted, such collaboration between publ~c and privat~ cap­

ital must be reasonable and fair on both sides. 

"Equity" is essent ial to the creation of new enterprises and 

new technologies, as well as to the expansion of substantial, 

large-scale enterprises which are necessary to the diversifica­

tion of Alaska's renewable and nonrenewable resources. 

"Debt and Debt Guarantees" are the modes of investment most 

necessary to collaborative s upport with commercial banks, savings 

banks and credit unions in increasing the availability of inter­

mediate and long-term expans 5.on capital to medium- and small~ 

sized enterprises. 

3. Investment in Communit y Development 

Section 40 (3) provides that "The Permanent Fund May Invest 

Not More Than 30 Percent of Its Resources in Financing a Reason­

able Proportion of the Longe!~-Term Investment Capital Needs for 

Community Development Projects of Municipalities and Public Cor­

porate Entities and Private Dwellings in Alaska for Which Suffi­

cient Financing is Not Available from Other Sources on Reasonable 

Terms. These InvE~s tmen ts May Take the Form of Debt or Debt 

Guarantees." 

• 

I • 
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Again, I want to amplify the meaning and corroborate the 

soundness of underlined phrases in light of regional and commun­

ity economic development exper~ence in the United States, Canada, 

Europe, and Third World countries. 

"Not More Than 30 Percent" is an important limitation for 

two reasons, which my own work in community economic development 

has often made painfully clear: First, community development 

finance is very high-risk investment activity. Second, there. is 

a serious problem in finding a sufficient deal flow of projects 

which are sound both financially and in terms of their community 

economic impact. Part of this is a market problem and part is a 

management problem. Low-income areas, by definition, have a more 

limited capability to support economic activity. Therefore, 

heavy emphasis should be placed on the development of community 

projects with a strong e~port market, which generate stable, 

steady jobs in the loca.l community by importing sales revenues 

from outside the community. Finding adequate managerial talent 

is a far greater impediment to community economic development 

than finding adequate capital . The Permanent Fund has the tough 

responsibility of ensuring that community development projects 

are adequately managed as well as adequately funded. It must 

help mobilize that management capability as well as capital. 

"Reasonable Proportion" is also a phrase with particular 
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importance to community development activ·ities. First of all, it 

suggests that in every instance the Perma.nent Fund should be 

joint venturing either with a municipality or with a regional or 

local community development corporati0n or cooperative which 

would put up a significant amount of the financing. I have 

already noted Alaska's unique opportunity to co-venture with 

regional corporations. 

It also suggests joint ventures with private entrepreneurs. 

Some of the most successful community development efforts in the 

lower 48 ~oday involve creative financial and managerial collab­

oration between community development corporations and private 

investors--the Kentucky Highlands Investment Corporation , the 

Delta Foundation, Harlem Commonwealth Council, and Bedford­

Stuyvesant Restoration Corporation. All of these models and the 

history of their experience deserve the careful attention of the 

legislature in designing the Permanent Fund's community develop­

ment investment structure. 

"Longer-Term Investment Capital", or "patient money," is es­

sential fo4 successful community development projects. The need 

for extensive managerial assistance, for developing markets over 

a long term, for infrastructure investment , all add to the cost 

and to the time frame over which community development projects 

are likely to have a profitable payout. Often, the private market 

I • 
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is willing to put up the sh0rt- and intermediate- term financing 

if municipalities , public conununity development corporations and 

the Permanent Fund provide sufficient longer-term equity and debt 

financing . 

"Community Development Projects" would (based on the experi-

ence of conununity development organizations in the United States 

and overseas) encompass at least three ~lajor categories of activ­

ity: export industry, local conunercial and housing services, and 

social overhead capital and infrastructure development. To the 

extent that the Permanent Fund participates in any of these three 

areas of activity, it must meet i ts essential goal of investing 

only in income- producing projects . 

In the case of social overhead capital and in f rastructure 

development, a subsidy will be necessary either from the General 

Fund or from a local municipality or public community development 

corporation. 

Simil arly, commercial and housing services essential to 

local community development will also be somewhat precarious i n 

terms of the capability ot developing a substantial cash flow, 

given the relatively low inc9me of the local service area. I n 

order t o put together a sound overall package, i t may be neces ­

sary for Permanent Fund investments to be paired with subsidized 

grants from the General Fund or from l ocal municipalities. 
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Only in the case of export industry, in which local residents 

are employed in enterprisE!S which sell to a "foreign" market out­

side the local area, is th.e l.i..kelihood of a strong, income-
\ 

producing investment most assured. 

"Munici palities" are essential co-venturers with the Perma­

nent Fund where social overhead capital ~~1 infrastructure invest-

ments are required. 

"Public Corporate Entities" I take to include regional and 

local development corporations and cooperatives. 

"Private Dwellings" has a strange r i ng. The implication 

s eems to be that individual local businesses are excluded from 

direct f inhncing by the Permanent Fund for community development 

proj ects bnt local individual homeowners are not. Based on ex-

perience in the lower 48, seri ous consideration ought to be given 

to financing local housing development through a community devel-

opment intermediary as well. 

"Debt or Debt Guarantees": This is a serious flaw in the 

design of the Permanent Fund. The Permanent Fund should be fr ee 

to make equity investments in community development, as well as 

in productive private enterprises. The experience of the most 

successful community development organizations in the Un ited 

States confirms this judgment . The essential f ir.~ncial ingredi~ 

ent of successful CDCs is their ability to make equity investments 
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in enterprises in order to have adequate control and in order to 

ensure that they are soundly and , patiently financed. 

Alaska is in a somewhat ex1.:eptional position, with many sub­

stantially funded regional community development corporab.ons 

which can take much of the equity position for community develop­

ment projects on a joint venture basis with ':.he Permanent Fund. 

Nevertheless, such pioneering state community development banks 

as the Massachusetts Community Development Finance Corporation, 

with their capacity for making equity investments in community 

development as well as for handling debt and debt guarantees, 

deserve careful consideration by the Alaskan Permanent Fund. This 

power need not be used frequently , but it is essential that it is 

available to the Permanent Fund. 

B. What Should be the Legal Structure of the Alaskan Permanent 

Fund So That It is Most Equitable and Efficient in Carrying Out 

Its Goals , and Yet Accountable to the Executive and Legislature 

for Achie ving Its Public Purposes? 

We have already noted that the great virtue of deve lopment 

banks is their ability to operate at a r e latively high level of 

efficiency and market sensitivity. This strength, however, is 

counterbalanced by the tendency of development banks to operate 

more conservatively than public policy may warrant and (sometimes ) 
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to be designed with insufficient executive or legislative over­

sight. Care at this early stage in the design of the Alaskan 

Permanent Fund can help to ensure that the strengths of the Fund 

as a development bank are maintained while its weaknesses are 

minimized. I cannot emphasize too strongly the importance of 

integrating the Permanent Fund into an over~ll economic develop­

ment plan. It is but one of many tools for achieving--and sus­

taining--a sound economy in Alaska. 

Secti on 20 properly structures the Permanent Fund as "a pub­

lic corporation of the state and an instrumentality of the state 

within the Department of Revenue that has a legal exist ence inde-

pendent of and separate from the state. . " Section 90 

"exempts" the Permanent Fund "from the provisions of the Execu­

tive Budget Act," Without knowing the particulars of the Execu­

tive Budget Act, I presume tha~ this provision frees the Alaskan 

Permanent Fund board and staff to make decisions with regard to 

investing principal and whatever portion of income is necessary 

either for administrative overhead or for reserves without annual 

executive or legislative approval. Finally, Section 100 places 

"the president, officers, and staff of the Permanent Pund in the 

exempt service." 

It is absolutely essential that the Permanent Fund, if it is 

to be efficient in carrying out its public purposes, be free to 
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~ire the highest caliber professional staff at competetive world­

wide market rates--free of the constraints of Civil Service an9 

of either politica1 or bureaucratic manipulution. Similarly, the 

policy board of the Permanent Fund must be able to reward its 

president and sta ! f for successful performance according to mar­

ket standards, and fire that president and staff at will. Plac­

ing the personnel in the exempt service is essential to sound 

operations. Similarly, placing the Permanent Fund "in but not 

of" the Department of Revenue and making it exempt from annual 

approval of its investment decis] Jns is also essential to its 

efficiency, PROVIDED THAT there are careful controls built into 

the statute of the Permanent Fund which ensure complete annual 

reporting and review of the investment activities of the Perma­

nent Fund by both the legislature and the executive. This annual 

reporti ng and revi ew must include both the financial soundness of 

its investments and their economi c impact, and provisions must be 

def i ned which ensure that the investment planning of the Pe rma­

ne n t Fund is consistent both procedurally and substantively with 

the overall economic development planning of the state. 

I n this regard , I prefer the language o f Section 60 (10) in 

HB-300 over the comparable l a ngua ge in HB-298. The poli cy board 

should be requi red by statute to "present a complete report of 

inves tment progr ams, plans, per f or mance and pol i c i es to a joint 
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meeting of the Senate and House Finance Committees of t he legis­

lature within 30 days after the beginning of each session." It 

should not read merely "prepared to present." 

The independent professional judgment that is essential to 

making tough investment decisions and the resulting market sensi­

tivity of a well-structured public development bank such as the 

Alaskan Permanent Fund is, as I have noted, a conservatizing 

influence over time. It requires a more bophistica ted form of 

accountability than simple financial accountability. Some form 

of dual accounting is called for. First, there must be simple 

accounting, according to conventional financial standards, of the 

ability of the Alaskan Permanent Fund to make prudent investments 

and receive an appropriate return on that investment. Because 

the Alaskan Permanent Fund is capitalized by a dedicated i nves t­

ment of public revenues, this public investment requires, however, 

an additional public measure of return on investment in terms of 

the external benefits to the economy as well as the internal rate 

of return t o the development bank itself. Some o f these external 

benefits can be measured as the fiscal return to the state in 

both rP.duced so~j al overhead costs and increased tax revenues. 

There are serious technical problems in properly assigning both 

costs and benefits, but this is an area in which considerable 

pioneering is essential if we are to determine whether or not our 
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projections for the Fund's economic impact and financial sound­

ness have in fact been met. 

I suggest , therefore , that Section 150 be amended to provide 

for an annual report which accounts for economic impact as well 

as the financial soundness of investments made by the Permanent 

Fund . This economic impact accounting should incorporate opera­

tional principle number 8, which requires that "the Permanent 

Fund shall analyze the economic and other effects of an invest­

ment decision, by including the effects on employment, income 

distribution, environment, health, social ~nd other factors. 

The Inter-American Development Bank and the World Bank have 

developed techniques of cost-benefit analysis which have some 

lim~ ted applicability to Alaska and which are sununarized in most 

useful detail in "'l'he Appraisal of Development Projects: A Prac­

tical Guide to Proj ect Analysis with Case Studies and Solutions," 

by Roemer and Ste rn. I t should be r~cognized, howe ver , that be­

cause t he Alaskan economy ls pa rt of the wide open and fluid 

American economy, it wi ll be much more diffic11lt to isolate the 

costs and bene fits of Permanent Fund investren ts. For better or 

worse , unlike Zaire or India, Alaska does not have its own cur­

rency or tariff laws. 

Mo re appropri ate to your purposes are some o f t he techniques 

now being pioneered i n Massachusetts wi th tho Community Development: 
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Finance Corporation, in which all investment decisions and all 

auditing of those investment decisions are made on a two-track 

line of analysis: the first track includes traditional pro jec­

tions and accounting for financial soundness: the second track 

includes projections for economic soundness. In this system, the 

staff must report to the investment board its projections of pri­

mary and s econdary employment and fiscal benefits at the same 

time that it reports its projections for financial viability. 

The investment review board must then specifically find that the 

project meets standards of both economic and financial soundness. 

The monthly, quarterly and annual reporting of any enterprise 

financed must also note whether both sets of projections have or 

have not been met. In turn, the annual reporting of the Community 

Development Finance Corporation to the executive, legislature and 

publ ic must account for the performance of its investments on 

both tracks. 

I want to reemphasize that the techniques for economic impact 

accounting have not been well developed, but the ~ is all the more 

reason for us to make a commitme nt to improve t he sophistication 

of those techniques given the awesome fina ncial responsibility in 

undertaking such projects as the Alaskan Permanent Fund . I would 

be happy to share with you i n more detail some of the standards 

and procedures wh ich are now being developed. 

Two other forms of public accountability deserve fu rther 
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consideration by . the Alaskan Permanent Fund cornmittee--provisions 

in keeping with the movement toward both "sunshine" and "sunset" 

laws. 

Sunshine Provisions: Section 190, which provides for public 

access to information, does not yet properly articulate, in 

either draft, the appropriate boundaries for "sunshine" on the 

one hand, and for confidentiality and discretion on the other. 

Two matters require the utmost confidentiality: the financial 

records of an individual private enterprise, and the personnel 

actions of the Permanent Fund itself. Those matters should be 

dealt with in executive session and in full confidentiality 

regardi ng individual records. All other policy actions of th ~ 

investment board should be taken in public meetings of which a 

public ~ecord is a vailable . The results of individual financial 

reviews and personnel actions must be availdble in summary form 

to the public--including t he basic terms of any financial arrange­

ments t hat are concluded. 

Sunset Provisions: While these are , in principle, a good 

means of holding public development banks accountable for their 

actions, they present certa i n practical ?roblems, i n that devel­

opment banks by their very nature arc i nvesting assets and creat­

i ng lia bilities which will not mature until perhaps t wenty or 

thirty years into the future. This is not an i nsurmoun table 
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proble.m: the sun of the Federal Reconstruction Finance Corpora­

tion (RFC) set in 1958, at which time its assets and liabilities 

were assumed by the Small Business Administration. Nevertheless, 

I suggest not a predetermined "sunset" date for terminating the 

Alaskan Pei:manent Fund, but rather what I would call a "high 

noon" provision. 

The "High Noon" Provision : After the Permanent Fund has had 

a chance to get off to a good, stronq start--say, after an inter­

val of ten years--at its high noon of financial and economic 

activity, I suggest that it be subject to a fundamental review by 

a joint executive and legislative commission in order to deter­

mine whether or not its performance equalled its promise. The 

establishment of such a commission should, at the end of nine and 

a half years of activity, be required by statute now. The com­

mission should be required to report to the executive and legis­

lature on the tenth year a nniversary of the Permanent Fund. 

Included in the commission's findings would be recomme nda tions 

for the continuation of the Permanent Fund, subject t o various 

modifications, or its termination. 

Accountability t o Local Communities: This is a sensitive 

issue, handled differently by different states, depending on the 

history and custom of different jurisdictions. Massachusetts, 

for instance, has a three-hundred-year history of strong local 
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home rule which requires virtually all state actions to te 

locally approved. Connecticut has precisely the opposite tradi­

tion. 

The language of the Permanent Fund bills seems to make three 

implicit distinctions: 

Because the Permanent Fund can only finance a "reasonable 

proportion" of community development projects, the:re seems to be 

an implication that there must be a municipal or reg ional or 

local development corporation sponsor. 

Section 130 (8) specifies that the Permanent Fund generally 

"shall be sensitive to the views of affected l ocal cornmunitj i:.d . 

and specifically "shall include an analysis of those views in 

proposals for large investments .'' The implicat ion is that invest­

ments in medium and small "productive private ente!rprises" need 

not bear such an analysis. The key questions are: What is 

"large"? And, do these phrases reflect Alaskan state-l ocal custom? 

C. What Board and Staff Management Structure is Most Efficient 

fo r Carrying Out These Goals? 

Generally speaking, I find the structure and responsibil­

ities of the Permanent Fund policy board, the invc~stment commit­

tee a nd the president to r e flect appropriate i n ternational, 

national and state d~velopment banking experience. 

II 
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In the above sect.ion on legal organization and accountabil·· 

ity, I have already noted the critical importance of establishing 

the managerial independence of both the boards and staff of the 

Permanent Fund sc that they are able to produce according to 

market standards and to be independent from daily political or 

bureaucratic intE1rference. 

Structure oj: the Permanent Fund policy board (Section 50): 

The structure of the Permanent Fund policy board is good. It is 

small enough to be effective and yet large enough to represent a 

balance of interi~sts. The two/seven balance between members of 

the executive and public members is good. Th~ public m~mbers should be 

"confirmed by t~~ legislature in joint session," in the manner of advice 

and consent for major executive positions in the federal government. 

If the Alas:tan governor serves a four-year term, the conse1-

quence of staggered four-year terms for the seven public members 

is to give an in=umbent governor assured control of the board 

during the third year of his or her term, subject of course to 

legislative confirmation. This arrangement has both advantageu 

and drawbacks. If the Permanent Fund is to be an integral part 

of an overall development plan for the Alaskan economy there must 

be some mechanism by which the president and the policy board are 

a part of that ~ ·lanning process and operate within an overall 

development plar1. On the other hand, the efficiency of the 

:. 

I • 



• 

• I 

The Alaskan Permanent Fund Memo--Page 69 July 11, 1977 

Permanent Fund requires some independence from the executive. On 

balance, the provisions in HB- 300 seem appropriate given the 

stipulation of confirmation by the legislature, and removal only 

"for cause". 

Given the small size of the policy board, the requirement of 

a two-thirds quorum is particularly important to ensure an active 

and vital policy group in which a substantial number Jf the mem-

bers are consistently present. 

I would suggest that you consider some mix of users among 

the seven public members of the policy board. One user might be 

a representative of a municipality , another might be a representa-

tive of a reg ional or local development corporation, another 

might represent a major primary sector of industrial activity, 

and one might represent a distributory sector, especially in the 

community or regional development area. The financial community 

is appropriately representE?d on the investment committee, but 

users might well be similarly repr esented on the policy board. 

I also suggest that you reconsider the soundness of havi ng 

the president serve as the cha i rman of the policy board. The 

president has sufficient power as the chief: executive officer. 

It is more common developmcrnt banki ng practice for the chairman 

to be a wid e ly-respected public member , ei t:her appointed from 

' ,l 

among the public members to serve as chairrnan at the pleasur1:1 of .. 
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the governor or to be chosen by the policy board itself. Having 

the chairman serve at the pleasure of the governor, drawn from 

the public members, is one method for helping to integrate the 

Permanent Fund's planning into state development planning. In 

any event, for the protection of both the president and the insti­

tution, I suggest a separation of the chairman's and the presi­

dent's ' functions. 

Also, in my judgment, all meetings of the policy board 

should be public, particularly in light of the fact that the 

policy board does not itself make specific investment decisions. 

Only the personnel actions of the policy board with regard to the 

president should be held in executive session, and then publicly 

announced. 

The provision in HB-300 to pay policy board members $250 per 

meeting day, as well as per diem and travel expenses, is a good 

one. The policy board function is enormously important, in which 

the members carry great responsibility. It is common practice to 

pc1y private board members a fee for performing that function; the 

sz1me should be true of a public development bank such as the 

Alaskan Permanent Fund. 

The Duties of the Policy Board (Section 60) are well drawn. 

The distinction between your policy board and investment commit­

tee is remarkably similar to the distinction between the policy 
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board of the Massachusetts Industrial Development Authority and 

its subsidiai~ investment review boards. 

It may be wise to point out in precise language that the 

policy board cannot impose an investment decision upon, or over­

ride an inves:tment decision of, the investment committee. It can 

only determine, on a periodic post-audit basis, that investment 

decisions macte by the investment committee were within the over­

al l annual operating and financial plan approved by th<~ policy 

board. 

The Structure and Duties of the Permanent Fund Investment 

Committee (Sections 70 and 80) are also quite sound. Here I 

think it is not only appropriate but essential that the president 

of the Permanent Fund serve as chairman of the investment commit­

tee. I woul~l suggest, however, that at least one of the members 

of the Permanent Fund investm1:?nt committee have "recog:ized compe­

tence and wide experience in" community economic development. 

The Structure and Duties of the Perrnan('\nt Pund President 

(Section 90) are also generally well articulated, althuugh there 

are a few matters he r e which call for some clarification . For 

example , I wrn1der if I am the only one confused by the apparent 

contradicti on betwee; n a Permanent Fund president to serve for "a 

term of five years," while at the same time- serving "at the 

pleasure of the policy board." In my j udgment, the Permanent 
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Fund can only be effective if in fact the president is subject to 

employment at the "pleasure of the policy board. 11 

Similarly, the provision in Section 170 which states that 

"members of the policy board are prohibited fz:om all attempts to 

influence the investment committee, president,. officers and staff 

in the discharge of their ordinary operating duties. The presi­

dent, off Lcers and staff of the Permanent Fund, in the discharge 

of their off ict!S, owe their duty entirely to the Permanent Fund 

and no other authority," seems to me to confuse the respective 

responsibilities of the policy board, investm1~nt committee and 

president, rather than clarify them. 

Finally, I am pleased that this generally good draft recog­

nizes the importance of empowering the presicnnt of the Permanent 

Fund with the sole responsibility for "the organization, appoint­

ment, dismissal, and remuneration" of all other staff. The 

policy board wants to be able to hire and fire a president who is 

then held wholly accountable for all of the other operations of 

the Permaoent Fund. 

The Provisions for Technical Assistance in Section 160 are· 

another area in which I would suggest some reconsideration by the 

Permanent Fund committee. This provision, however well intended, 

runs counter to my own experience in designing development banks. 

In fact, in all recent development bank legislation I have 

I • 



• 

The Alaskan Permanent Fund Memo--Page 73 July 11, 1977 

drafted, we have specifically prohibited the development bank 

from "providing financing for pre-investment activities including 

feasibility studies." The reasoning behind this prohibition is 

simple: we want to hold separate the developer function from the 

banker function. If the development bank inv: sts in its own pre­

investment feasibility studies or technical assistance there is a 

tendency on the part of the development banker to become prema­

turely "married" to what may turn out to be an unsound idea. 

On the other hand, this kind of technical assistance is 

essential--particularly for many regional and local community 

development projects. Therefore an alternative solution has been 

to create a separate technical assistance agency which is specif­

ically in the business of using "soft" tax dollars rather than 

"hard" investment dollars to make these pre-investment studies 

and then to bring the developed proposal to the development bank 

for an arm's-length banke r review. Section 160 deserves further 

thought and review in light of this experience. 

Intervention in the Case of Default: The apparent contra­

dictions between Section 130 (2) (3) and Section 130 (b) need to 

be resolved so the management of the Permanent Fund has full 

power to protect its investments, including the exercise of vot­

ing rights. 
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D. What Capital Structure is Necessart to Ensure that the 

·Alaskan Permanent Fund Has the Financial Capability to Achieve 

These Purposes? 

The capital structure of a development bank is intimately 

tied to the goals of the institution . Different kinds of manage­

ment and different kinds of capital are both required in order to 
I 

carry out the different purposes. Both international and domestic 

develo pment finance experience makes it emphatically clear that 

for the very reason we don't want venture capitalists to make 

unsecured inventory loans and for the very reason we don't ask 

commercial bankers to make thirty-year, fixed-asset land, plant 

and equipment loans, we need to keep the risks, managements, and 

funds of the development bank separate to carry out separ ~ 

tasks . Thus, the World Bank Group, for instance, separates the 

International Finance Corporation (an equity investing vehicle) 

from the World Bank itself (a market-rate debt vehicle) from the 

International Development Authority (a subsidized, below-market 

granting and lending vehicle). In Massa chusetts, the Technology 

Development Corporation and the Community Development Finance 

Corporation, which are both high-risk equity and venture capital 

vehicles, are capitalized, managed, and insulated from each other 

and from the operations and risks of the long-term secured lend­

ers such as the Industrial Finance Agency . In public development 
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finance as in private finance, the terms, the cost, and the char­

acter of the sources of funds must match the uses of the funds. 

It is for this reason that I suggest that operational prin­

ciple number 9 which empowers the Permanent Fund to "make invest­

ments in financial i ntermediaries ."might be more precisely 

defined to isolate several compatible but operationally distinct 

tasks on a funct i onal basis. Specifically, I suggest that the 

busines s plan of the Permanent Fund consider the possibility of 

es~ablishing separate subsidiary financial intermediaries to 

carry out several possible specific functions of the Permanent 

Fund, including: 

a technology development corporati on to invest in technolo­

gies which would reduce the cost of value-added and refined 

production of both renewable and nonrenewable resour·ces in 

Alaska; 

an inte rmediate and long-te rm financing agency to collabor­

ate with commerci al banks and savings banks i n providing 

debt and debt guarantees in support o f grea ter i ntermedi ate 

and long-term capital for medium and small-s i zed enterprise; 

a c~mmunity development finance corpor ation to co-venture 

with r egi onal and local community developmen t corpora tions 

and munici palities in providing equity as well as deb t and 

debt guarantees to finance income-producing community 
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development projects particularly in lower-income and rural 

areas of Alaska; and 

a central development bank for locally-owned cooperative 

banks which would be initially capitalized by the Permanent 

Fund but eventually repurchased by local cooperatively-owned 

user banks in order to support rural and community develop­

ment in outlying areas of Alaska. 

Each one of these four areas of activity would have its own 

investment review board appointed by the policy board (much like 

the investment committee) with persons of "recognized competence 

and wide experience" in the specific investment area. Their 

chief executive officers would be directly appointed and directly 

responsible to the president of the Permanent Fund, but the day 

to day decision-making would be the province of the investment 

review board and the staff of the subsidiary institutions. The 

policy board, the investment committee, and the president would 

retain the same direct power over these subsidiaries that any 

private corporation holds over its subsidiaries. As the Central 

Bank gradually became owned by its users, this authority in time 

would pass from the Permanent Fund to the users. 

Two ~ajor areas of activity would be directly retained by 

the Permanent Fund: 

First, those productive private investments which are of 

: 
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such a large scale and such a relatively high risk as to be beyond 

the capability of the private market acting alone; 

Second, large-scale infrastructure investments deemed crit­

ical to the overall development of the Alaskan econom~. Any sub­

sidies necessary to finance the infrastructure, however, would be 

borne by the Alaskan General Fund rather than the Permanent Fund. 

Operational principle number 4, Section 130, implicitly suggests 

that any subsidies would be made by special appropriation of the 

legislature. I think that additional consideration might be 

given to the retention of income on investments by the Permanent 

Fund for a third purpose beyond overhead and reserves--that pur­

pose being the explicit provision of subsidies for specific kinds 

of social overhead capital investment, community development, and 

infrastructure development. A specific prior authorization by 

the legislature should be required be fore the income of the Per­

manent Fund could be released to those purposes by the policy 

board. 

Section 130 (8) could also be used to create subsidiary 

financial intermediaries on a geographic bas is to encourage some 

more sensitivity to the needs of lesser-developed regions in 

Alaska. In our highly complex politicnl economy, it is not nec­

essary that capital mobilizati on and Jecision-making take place 

at the same level. This has been am11ly demonstrated in the 
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operations of the Federal Home Loan Bank System and the Farm 

Credit System at the federal level. Similarly, there are increas­

ing numbers of development finance intermediaries at the state 

and local level which operate on a decentralized basis so that 

decision-making is more sensitive to local conditions. Local 

investment decision-makers will be better able to assess the 

risk, service the risk, monitor the risk, and deal with problems 

of default than a more distant investor . International, national 

and private market financial experience supports this concept. 

Finally, my limited exposure through memoranda to the exist-

ing thirteen revolving loan funds now operated by the Alaskan 

state government suggests that they might be more efficiently 

managed as subsidiary development finance intermediaries under 

the overall policy guidance of the Permarent Fund. This is 

another matter that calls for further review. 

The Provision for Reserves in Section 120 is a good start 

which does not go far enough. The legislature should consider 

establishing specific differential reserves for different kinds 

of equity, debt or debt guarantee activity. For instance, 

reserves for corrununity development equity investments by the 

Massachusetts Corrununity Development Finance Corporation are pro­

jected to be 100 percent. Similarly, no state has established 

long-term industrial debt guarantee programs without limiting the 

I 
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state's exposure through a ceiling on reserves in ratio to total 

guarantees outstanding . 

The Provision for Borrowing Powers in Section 40 is a very 

important provision in terms of the future growth and development 

of the Permanent Fund. ~'he dedicated oil revenues initially cap­

italizing the Permanent Fund's equity base at $2 or $4 billion 

should be compared to th~ capital base of the World Bank or the 

Canada Development Corporation. If the Permanent Fund is soundly 

managed, the opportunity to leverage additional equity or debt in 

worldwide money and capital markets on top of that equity base is 

substantial, as has been the experience of the CDC (in equity 

markets) and the World Bank (in international bond markets) . 
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SUIJECT1 Proposed Contract Between House 
Permanent Fund Committee, 
Department of Revenue and the 
Institute of Social and Economic 
Research 

The proposed contract is attached for your infonnat j on and comments. 

C;enerally, the Department of Revenue views the proposal as a 
11

shotgun
11 

approach to addressing some of the problems and issues related to the Alaska 
Permanent Fund . 

Specifically, Clause I (A) is felt to be information that is currently being 
evaluated by the Sena.:e Permanent Fund Committee (evaluation of State Loan 
and Investment Programs, past and present). The Department does not feel 
that this proposal should duplicate an existing effort. 

Clause I (D). This activitv and research is currently being undertaken by 
the Departmen t of Revenue ; u two areas; a. The Division of Research is 
actively pursuing fish hatchery feasibility studies and has nearly completed 
its effort. b. The proposed Arthur D. Little, Inc. contract will address 
investments in the sectorial analysis studies. It is felt that this p~rt of 
the proposal would also be duplicative. 
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CONTRACT BETI-IEEN 

STATE OF ALASKA 

DEPARTMENT OF REVENUE 

AND 

UNI VERSITY OF ALASKA 

INSTITUTE OF SOC!AL AND ~CONOMIC RESEARCH 

The parties of this ngreE:ment arc the STATE OF J\LJ\SKA , DEP/\RTl·icNT OF 
REVENUE, on behalf of the Legislative Committees on the Permanent Fund , 
herei nafter r eferred to as the "Department", and the UNIVERSITY OF 
ALASKA, INSTITUTE OF SOCI AL AUD ECONOMIC RESEARCH, hereinafter referred 
to as the "Contractor". 

TUE fJURPOSE OF THIS AGREEMEllT is to provide the Leg is l ature and the 
State with expert economic information on the expected effects of sel ected 
permnnent fund management s trn tcgi es . · 

IT IS THEREFORE MUTUALLY AGREED THAT : 

CLAUSE I . - STATEMENT OF WORK 

(A) 

(1) The Con tractor shall revie1·1 the policies which guided 
investment of the l arge genera l fund ba l ilncc thnt dcve'l oped 
in r:v 10"7Q an· • -i~ o nt--i.fu M,o ovtn11t t·o \· •!~ 1·cl' -tl1nse nl'\l 1'r1'"c: t t .;t t ~ , __ , ,..,., •J • ••- -••w\,;1.,,, • •I • .! \.." r• • · -

were directed at i nf l uencing the rate and direction nr 
growth in the Alaska economy or sectors thereof . Rcferr.nc.e 
should be made to (a) the sta ted or r ecollected intentions 
of policy makers; and (b) the actual fiscal strategics 
pursued, as determined under (A)(2) of this clause. 

(2) The Contractor shall determine the chronology of those 
investrne11Ls or other general fund management actions t.hat 
had or were expected to have a direct impact on lhe 
/\la ska economy . 

(3) The Contractor shall estima te, to the extent publ ished 
banking stcJ Li stics and other econo:nic data permit , the 
actual impact of the actions identif i ed under (A){2 ) of 
this cl ausc t identifying the possib l e sources and dr~rl'e 
of uncertai nty assoc iated with thi s estimate . lnclud~c! 
with thi s cs timd t e sha ll be (a) a t.l iscus~ion of any 
capitnl substitution effects inferred from tlie da tn~ (b ) 
an aS$CS!>mcnt of ilny income redis tri butions r~s ul ling 
from th<' i nvestincnl poli ci c:t; Jncl (c) calculiltion~ of the 
s ti'I te 1 s oppor Luni Ly cos ts as lll':Jsur cd by tile u<: tua 1 
retu r ns on "outside" i 1wc!' l mL'r.ts cilr nc·:.J during cornp,11·,,b le 
peri ods. 



(B) 

(C) 

(D) 

(~) The Contractor shall prepare and submit a written analysis 
of its findings . under (A)(l) - (A)(3) above. 

The Contractor shall rev iew the "Alaska Inc." proposal embodied 
in"HB 525-SB 384 (Tenth Legislature) and provide written 
estimates .over a twenty-year period of the effects the proposal 
would have on (1) personil 'I income; (2) levels of employment; 
(3) population; and (4) any other regional economic indicators 
that the Contractor may consi-der relevant. In making these 
estimates, it is recognized that assumptions will need to be 
made concerning, inter alia, future personal consumption and 
saving ptitterns. It is recognized thut q1rnlitutive jud9ment 
wi 11 be the source of many of these assumpti ans; hm·1ever, each 
assumption shall be made explicit, as shall the reasons for 
making it . In addition, the Contractor shall estimate and 
report in writing on comparable effects of (1) retaining 
earnings in the permanent fund; (2) using fund earnings to 
lower personal income taxes; and (3) spending fund earnings a.s 
supplemental general fund revenues. 

The Contractor shall prepare a written report assessing th~ 
long-term econo:nic and fiscal impacts of varying the amourt of 
contribu t i ons pnid into the permanent fund. Included in the 
report shall be an examination of minimum, nrnximum a:,d intermediate 
levels of contributions to the fund and--assumin~ state expendi t ures 
consume the ··evenues remaining after permanen~ tund contri bu ti ons-­
estima ted im.!acts on (1) person<>l income; (?)popul at ion 
growth; (3) employment levels; and ('1) perma nent fund and 
general fund b<>lances. In add ition, the Contractor will 
devise a means for estimating contribution l evel s which would, 
by adjustment of uppropriute co-effi cients, lcdve suffkil!11L 
general fund revenues to meet any le9islatively pre-establi shed 
level of real expenditure growth. Correspondingly, the 
contractor wi ll also devise a means for estimating contribu-
tion level s that would generate sufficient earnings to accom-
moda te predetermined proportions of the state's forecasted 
revenue rcquiraments. 

The Contractor shall prepare and submit a wdtten analysi s of 
the economic and f iscal impacts of permanent fund ir1vcs ln1cnl~ 
in two hypothetica l projects from distinct sec tors of Lhc 
Alas ka econo:ny . One project would be sta le investments in 
ha tchcri<?s and s tr cam enhil nce111en t, d free led il t inc reJ s i n9 
salmon lrnrvcsts as C1utli11cd in Lhc report, The Economi c 
Fcasihf lil.Y.. .Qf. f.~:1v.ilt~ !fo'l:£.r<illJ:. !!~Jchcric'Sby-1! . [. Orth. 
The second pro.j cc l wou ld involve un Tnvcslmcnl in a pclro­
chcmical fa ci l ity. The dctJils of the petro- chcmici) l fcci lity 
w11 l be prcpar c:d L>y the Contractor in consu 1 tu t ion Hi th th~ 
Project Director. ror Ci>C h of the "l t'Ojt.?c ls. the Contrac tor 
wil 1 tra cc the i inp ,1 c t s of the i nvcs tmcn t. in terms of chn ngcs 
in ~mploy111cn t lc•1cl::, ocrsonal i!l~!:!!_c • .s_til l e nnd 1~ ~s . 
ancJ nopuliltion. -





Task 5, which emphasizes the development of investment 
criteria may be somewhat premature. The objective which the 
suggested criteria address is maximizing the rate of economic 
development. Under the State Investment Advisory Committee 
bill, several objectives are mentioned and it will be the 
responsibility of the Policy Board to refin~ and interpret 
these objectivas, translating them into a policy framework 
within which the Permanent Fund managers will operate. 
Given that this translation and refinement cannot occur 
until the Policy Board is established, only standard textbook 
procedures (net present value, ri sk and sensi1:ivity analyses} 
can be enumerated by the consultant. A much broader review 
and analyses process is currently being developed currently 
within State government - including within the Department of 
Revenue (reference your August 2 memorandum). 

I hope these comment s will be useful in your consideration 
of the AOL proposal . We are greatly interested in receiving 
copies of the fi nal product! 

DL/bb 





. . 
I Fra~ Ulmer · 'U 

Di'recto.r · . · · 'f "' 1.· ~[ 
Policy Development and Planning 
Office of the 1 Governor DATE • 

S . SUBJECT1 H p t ToQt 1nger , . I ouse ermanen 
Senior Planner 1 • ~·· Fund Committee/ 
Po"licy Development ~nd P~anniug DPDP Coordination 
Off ice of the Governcir ' ~ . 

HOUSE PE~IANENT FUND COMMITTEE · 

Pending Resea rch Proposals 

The following list is a summary of ,geneiral research areas and needs 
identified in the consultant's: r eports to date. Hopefully, 
you and Clark can prioritize the proposals, assign them among 
the participating agencies and interests, and organize and 
coordinate staff efforts at drawing up more specific work plans. 
The s ubjects which I feel are most critical are identified by 
an asterisk. 

General 

Who 

Staff 1 

Subject 

•On-going list of specific 
suggestions for the 
enabling legislation 
which are presently buried i n their 

~ ~ r~or~ . ~;J '~- -4--7J·. 
Markets and Economi;§9--- - &..,....-t .,.,.(// ~ - ~-/Ii 

Who 

ISER 

Subj ect '-"••~ /J 
•St udy the capital availability 
gap in Alaska. What are the capit1\l 
flows: loar.s by economic sector 
and geographical location; 
loan applications both denied 
and granted). (BD p. 15) (AT p.29)2 

1.. Staff includes convnittee staff, DPD:l-1 staff and legislative 
aff airs. 

2. BD is Bel don Daniels ' r eport, AT ls Arlon Tussing report. 
Page citations ar e included. 



ISER 

ADL, ISER 

ISER 

ISER, Legislative Affairs 

* Study the capability of the 
Alaskan economy to absorb the 
capital supplied by the 
Alaska Permanent Fund. Also 
what is the relative . sensitivity 
of various enterprises to capital 
availablity vs. information vs . 
natural resource availibility 
or quality vs. labor force quality 
vs. transporation vs. communication 
vs. energy costs vs. 
institutional environment, etc. 
(AT p. 4). 

This proposal should be coordinated 
with the above proposal. Study the 
possiblilties which exist 
for primary, value added industrial 
activities in Alaska which can 
produce goods at competitive 
cost, and methodologies which 
are available for deciding 1) 
What are the underlying goods 
-market or financial-
market reasons for t he lack of 
private c~pital , 2) if they can 
be overcome through either 
alteration of the price 
(interest rate) or availability 
(terms) of money, and 3) the net 
benefit of such alteration. 
(BD p.11) (AT p.31) 

For various scenarios of the 
expansion of different industries 
in Alaska, analyze the 
growth implications on State 
government and the economy . 
(A'£ p. 35) 

Study the income effects of 
Alaska Inc. Study empirically 
the effects of s pending 
the $900 million f rom 
Prudhoe Bay. Study 
the Salmon/Bottom Fishery 
(like Delta Barley). 

Fiscal Planning and Coordination With the Rest of State 
Government -- ---- --- ---- --

Who 

Staff, D&M 

Subject 

*Combine short-and long­
term revenue projections 
(Revenue) and expenditur e 



B&M, CED, 
DPDP 

Tussiug 

projections (B&M), estimate 
the size of the surplus, 
and analyze thH 
implications for State spending 
and the Permamemt Fund. 

and 

* tudy State loan programs 
and tie-in to Permanent Fund, 
and compare with SBA and. EDA 
programs in Alaska. (AT p . 35) 

*Develop appropriate contribution 
formula to PerDtanent Fund to 
smooth the grmYth of the General 
Fund. (AT p. 32) '~ ~ ~~'67: 

Criteria and Constraints <..-:~ v1~ 
-?'..,.. --r ._ \ <.. 

Who 

Staff 

Daniels 

Accountability 

Who 

CRA 

DPDP Contract 

Structure 

Who 

Danie ls 3 

' <o /'~ l 
Subject ~,; ~ 

*Develop loan crit eria which~ G~ 
embody the goals chosen ~-f-
f or the fund by the Legislature. 

\ 

~'<. WI~' I *Study dual accounting and 

1 ~ a1PJJ(jJ socioecouomic annual 
~'1Jli.S ,i.-:- >re}.)i ~ report-i. e. , per·formance 

~ 1 • evaluation criteria based on 
criteria and goals. 
(BD p. 6:n 

l. Refine proposal to create: 

Technology De velopment Corporation 

Intermediate and Long-term 
Financing Arrency 



Community Development Finance 
Corporation 

Central Development Bank 

2. Decentralization Question for · 
above. 

r __ 3. General Diseussion of 
Accountability in organizations 
around the world. 

3. We un1erstand Beldon is doing these -three tasLs . 



TO: F'ran Ulmer, Dona Lehr , . Tom Singer of DPDP 

FROM: J'ohn Moll enkopf 

CONCERNING: 
.. .. 

Reactions to Tussing, Daniels Presentations to 
Special Committee on the Permanent Fund . 

' " . . ........ ~ 

·:--- .... --
·'Tht. two consul tant s to t he Special Committee on the 

Permanent Fund concentrated their testimony on the difficulties 
whi ch face any State attempt to guide the economy's development, 
particularly when the attempt is made through capital sub~;idies. 
They stressed that the APF's most effective role will be to 
conserve the State's nest egg . They therefore argued that the 
APF shoul d be organized in a conservative manner which would aim 
it at wealth management/conservation rather than such goals as 
economic diversification or enhanced Alaskan ownership (both 
.of which are contained in the l anguage of the APP constitutional 
amendment . ) 

It :;.s my belief, however, that tlwse two consultants 
were lead by their concerns to commit 1·.he APF to an excessive­
ly conservative stance . I would therefore like to summarize 
the ~rgurnent as posed by Tussing and Daniels, state their 
conclusions, articulate the underlying asst~ptions on whict 
these conclusions are based, and criticize them. In this 
process some alternative ways of thinki ng about the l\PF 
will become evident. 

1. Summary of Tussing' s and Daniel 1 s a rgument. 

The two economjsts made essentially similar points . They 
basically say : 

public ca~ital cannot make economic expansion happen 
which was not already fairly 1ilely. It facilitates, 
rather than initia tes . 

the factors which do determine which types of economic 
expansion takes place , such as l a bor, raw 111a ter j als 
availability, transportation i nfras tructure , and world 
market prices, are largely beyond t he control of the 
State and the APP . 

- ''Likely" economic cxpa nsinn will typically involve 
production organi"lecl by large multinatio nn l firms (e . g . 
J\RCO) exporting to a world mu.rket. Such firms ca n tap 
worldwide capital sources (nn<l l~ herefore do no t require 
funds from the APF) . 

- The only exception to this rul0 will be sma ll ~laskan 
firms which produce for local cons umption rather than 
e xport ; such firms do not luwe access to ndcquatc lo ng 
term debt . 
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On the basis of these four observations, the - two economists 
conclude: l} that the APF cannot, and should not, complement or 
displace existing financial intermediaries to any. great extent, 
since they are doing their job, but to the extent it does so 
should commit itself primarily to the strong activities of the 
multinationals and secondarily to the weak activities of small 
Alaskan businesses, and 2) that most APF funds should be invested 
on Wall Street more or less as a trust fund operation. 

2. Comment on the assumptions which are critical to this 
line of argument. 

While in and of itself this line of argument ha s its 
merits, it depends upon and entails some unstated assumptions 
which deserve close, and I believe critical, scrutiny. Let 
me describe them in turn. 

First, this argument supposes that a multinational corporation-
based, export-orie nted economy is preferable to a more diverse, 
Alaskan-based economy which mixes import substitution, added down­
stream product processing , and local entrepreneurship with the 
more basic export activities . Or if the forme r is not preferable, 
it is inevitable. 

Second, it evidently assumes that qu~stions of accountability, 
whether of the APF or of t he fi rms wh:i.ch it assists, :i.s not crucio l 
(since the APF is r estricted to a passive financing function rather 
than an active entrepreneurial funct ion.) 

Third, to reach this type of conclusion the authors evidently 
feel that no significant economic alternatives are available to the 
State other than multinational exports 0£ timber, oil, fish, or other 
r aw materials. 

Fourth, both authors asswnc in t heir. t.c::stimony that the APF 
s hol1ld i nvest its money only in tlJr~clly productive ac tj vities , 
as opposed t o indir ectly productive investments in ~ he preconditions 
for constructing an alternative economic fut~re . 

Each of these assumptions curi be c hal l e ng ed on the f ncls. 
I\ , l ttl e t houg ht experiment might suggest why they s hould be 
c hallenged . Imag inc that /\laska clcvelops along the assumed tra ·· 
jcc t ory : it deepens its dapendencc on ma:i 01: oil nnd .gus cxtrac l:ion 
proj ects, addi ng minerals as well. It als o develops major additiona l 
export activities in lumbe r. and fis h. 'l'hc ·APP ii; large ly invest<~d 
:i.n high grade stocks , but a l so makes s ubs tantial loans to help 
fina nce t hese developme nts. What then? 
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Alaska has become what might be called a resource colony. 
Its future will be tied to world market prices in the various 
commodity areas, and its fate will in part be determined by the 
entry of new, perhaps lower cost exporters. The chance of such 
exporters banding into some form of "OPEC" will be nill. Thcugh 
these sectors will probably involve high-wage, unionized jobs for 
Alaskans, these jobs will be insecure. To the extent that the 
State engages in down-stream processing, these activities will 
be highly capital intense, utilizing capital goods produced else­
where and technicians trained and migrating from elsewhere (and 
ready to migrate again to new technical work should Alaska falter.:) · 
The State's economy would even more than now depend on decisions 
made at corporate headquarters far removed from, and not terribly 
sensitive to, Alaska. In short, the State wpuld have set its~lf 
up for the type of boom-and-bust cycle which characterized the 
gold mining era, with no more long-lasting benefit, and not much 
more economic diversification. Not only is this potentially an 
unwise course for the State 's policy makers to plot , it controverts 
the constitutional language which established the APF . If I recall 
correctly, the amendment str-essed goals like economic diver~ifica­
tion and independence. 

In point of fact , it appears that there are sources of 
entrepreneurship in the State which, unlike the large corporations, 
do not have access to sufficient capital, which could produce 
import substitutes for the l ocal market and which could also 
further process r enewable r e source s like fis h or timber. It also 
appears that the APF might well focus on removing or reducing the 
barriers which confront Alaskans, but not the large corporations, 
a: they .:ittempt to market goods 0ver long di!:'tances. Bxamples in­
clude public or user-owned f ish marketing organizations, lumber 
mills, etc. (If it is true that factors other than capital con­
strain Alaskan economic growt~, then the State and the APF can 
locate and address these cons t raints rather than merely accepting 
them.) In other word s , each of the implicit assumptions in the 
chain of argument advanced by Tussing and Daniels can and should 
be given serious scrutiny. 'rhe failu!:'e to do no commits 7\laska 
to an ec0nomic development strategy which it may come to rue. 

To conclude: the world provides models both of countries 
which adopted a commodity export strategy and came to regret it 
(Cuba and sugar, Chile and copper ), and countries which decided 
f rom t he outse t to import substitute , stress local entrepreneurship , 
and use public capital to he lp local busine~spehple market 
ef f ecti vc ly (JapiH1 nnc1 Isr«e l stand out in this res pee t .) While 
it is possible that 7\laska ' s export commodities will enjoy an 
unlimi t ed boom which would permane nt ly postpone the due bills for 
that type of strategy , such an outcome i s far from guaranteed . 
If it docs f a lter , no matt e r how we ll l\PP f unds are invested they 
can do little to compensate . rr , howove~, t hey are used to b~ild 
up a more di verse , nd scl f- s us ta ining economy, th ey wi ll hnve lef. t: 
some thing so l i d be ll i nd a f t c·r the oil ha s been pump eel awny. 1\ t 
the very least this alternative is worth s~rious explora tion. 



July 19, 

TO: lion . Clark Gru~ning, Chairman, Special Committee on the 'Perma­
nent Fund, Alaska State Legislatur.e 

Ms. Fran Ulmer, Div:i.sion of Policy Development and Planning, 
Office of the Governor 

FROM: John Mollenkopf, Public Management Program, Stanford Graduate 
School of Business~~ 

CONCERNING: The Accountability Issue for the Alaska Permanent Fun<l 

As all of us know, one of the most important issues facing 
the lcgisla tui:c as j t seeks to defi ne the Al;wko Permanent Fund ' s 
organization and goals is the issue of accountability . The Permanent 
Fund represents one of the most importa nt steps the l egislature will 
take; l t is a unique opportunity . How the responsability fo r this 
~: tep will be shared is both a sensitive ancl i mportant prol,lem. What 
is the bes t way of thinki ng about it? 

The problem of how , and to whom, the Pcrman£>nt Fun<I :b-; to be he ld 
accountable , can be brok!:!n down lnto two parLs. l:'.irst , it is i n,port:mt 
to be as clear as possible nbout what one means by the very t erm. To 
whom is the government to nccount for lts nctions? At what level of 
decision? What specific mechanisms will make accountability possible? 
Secondly, the specific animal we nre talking nbout, basic.ally an er.an­
omic deve lopment bank, wi l l have its own distlnct characteris tics , 
some of which will help :ind s ome of which wi.11 make nccountnbil i ty mo r e 
difHcult. What are thes~ s peci fics? Whut c:m we l.C'nrn f rom ec..:inontlc 
de ve.l opmt!nt funds wh:lch have heen hci d up lHl mode l s :l.n order to i mprove 
cile Pern~ncnt Fund' s r esponsiveness? 

A. The ove rall issu~s. 

Government bureaucracius tend to develop various constl tuencies 
wh tch help them do thei.r job more cmdly nncl prov.Lele the political mu8cle 
to keep t heir fond Lng going ot budget time. Some of ther.c const:l tuencics 
n r c cl:J.cnt gro111rlngs (defense contractors, for cx.nmplc), whtlc othert; 
m:c in t e r es t ed hystandcrs , l e gfalativc purse-holde r s , or t he like. As 
tl.e relntlons h lp be tween gove rnment ngenclcs Hncl their cons t i tue·,1cies 
lnrdens ovei: time , bureaucracies become vulncrnbl c to c rJ ticisrns of 
unre~ponstvcneqs , lack of nccountobJllty, nncl resintance to c l1nnge or 
g11l<lnncc. Devices which were orlgl':lnlly crent:cc\ to help the ap.ency 
lw responAlve , s uch :1s advisory commi.ttees, inuy even hecomc n means 
for f urther i ns ulatfog a n ngency Crom ln:o:1d public input. I n nt temp ting 
to des ign ;i respon!>lvc :md nccount~1bl c public or gnnizat.t. :m, t he refore, 
on<' c nnnnt focus r.lmpl y on spccl f 'lc mcch;rnls ms, but munt: nl so 1::i kC' into 
nccoun t t h· hro:i dcr structure of in tcrC!~ts wh lc\i surrounds n give n 
oncncy . 
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To ge.t accountability, one must think through not only what happens 
at the top, but how decisions are made all the \vay through the organization. 
It not only matters who gets en thE1 Permanent Fund Board , or to whom that 
Beard is obliged to report, but how the inside of the Fund is organized . 
The Fund of necessity w:lll have to make important tradeoffs among alterna­
t'lve objectives. How these decisions get made (and therefore how the Fund 
determines who it will be responsive toward) will depend on who makes 
these tradeoffs, whether advocates for both sides are present, and the 
like. If this aspect is left out of the organizational design, such 
decisions will be made by default. The Fund might, for example, spend 
most of its money on large capital projects simply because their pro­
ponents ask for l arger sums of money and know where to make their pitch. 
But would •·his really be the " right" allocation? In order to ass~re 
that the Fund is both accountable and responsive, such pt'oblems have 
to be taken into account in the Fund's design. mlil.:. it may be a 
relatively small agency, and perhaps in some sense more efficient than 
othe r types of grant-making agencies, it will inevitably hnve some 
bureauci:atic chanicteris tici:; which will raise the ques tj on: to whom 
is nccounta~ility owed? 

In the Permanent Vund' s case~ a number of key accors are invo1"7ed. 
Fund 111·1n:tg~111c t!_!:_ it~m i.f wi.lJ follow pro fP.ssionn·1 norms :l.n i tr> attempt to 
invest its fund s . '!'he J e gi.slatu-re .ill wif:' h to flUarantec that the Fund 
pays sufficient attention to the 1.lverse constituencies which it repre­
sents. The executive wants to use the Fund a s part of an overall 
economic development and public rcvenue-maintalning s tn1tegy. The 
banking corrununity w;rnts to ass ure ti1nt: the 'Fund acts as Cl complement, 
rathet' than as a competitor to, its activities. In- and out-of-state 
potential loan rcc:lpients are pr:tmnrily interested in public assistance 
in thei.r pursuit of priva te r e turn, while labor, the fishing industry, 
the mining industry, and other cconontlc intcrc>-:t grou~ w.UJ. each want 
to sec that their lntcrests, if not advanced, are a t l east not jcopArdized. 
Impacted ..:onununiti.es atfccted by Fund liecisions may want to have Gl1r:~ 
influence, as will indivi.dual cit:i.zens, who wish to enjoy the benefits 
of cconom"lc growth while protecting ond enhancing the Alaukan lifostyle. 

The. proble m of the Fun<l' s ac co11n tabil:l.ty thmi r<!volve s :tround ho•" 
to include, c.1nd b.'.l lance, cnch of t hese c ons t i tuc nclcs inos t npprop r :la tcly. 
What "appropriate" turns out to me nn n.:iturnlly de pends on wha t &oals t h e 
people of Alas ka, t hrough the-tr legis l<itors, choose for the Fune!. lt is 
probahly sa [c to say that the Fund will have :rn ob1ig.:itlon , however s tt·one 
or weak, to 1:cspond to cnch of t hese cons tituc ncies . The cos to and 
benefits of alternntc organlzationnl dcstcn~ for t hiu pattern of account-

flb :l lity cnn be s ubst:rnt tul. If the Fune\ is dosed off: to nll but n few 
conAtlt:uencies , it may ne t !=!pcedlly , but ~It the cost of pl:rn ti.nr, Lhe 
seeds hc·t h of futm:c conflicts ~11\cl n i::kcwed i nvestment pnttcrn. If , on 
the other honcl, the intc-rcRtccl pn rt·lcH :.i r e nl.l :inc 1L1lle d nncl hnl:111ced 
off Jn t h e.: procc!:Hi or m:1ki.11g dec"lo i.o nr: , COllHlcle n ablc grC' I ( f\lu)' h l! i\Voi.dl!d. 
'!'lie> cost mny come I f cl I nngn·c·ml'n t· ~ p1·ccluc!C' t tmcly 111Hl ugrt!nf-1 i vc cl cc.i HI 011-

mnkinu. The legl s l :1 L11rc w11 I w:mt· I«> '"'..:!lgh tilt~ lrn l :rncc 1:arcfolly . 
T.tkc the foun<.lcn:; or t hl! U11lLc cl St11i-c.,, ll wnt he r.ol vJnn :t p rob lem or 
consLl t utlona l design . 
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The key problems in designing acc:ountability into the Alaska 
Permanent Fund may thus be summarized under three headings : 

L What are the key constituencies to which the Fund rightly 
owes some degree of responsiveness? 

2. Where, in the Permanent Fund decision-making process, can 
attention to the concer.ns of these constituencies best be 
fit in'i How can they be balanced without excessively 'hinder:lng 
positive action. 

3. What specific mechanisms, rangl.ng from advisory boards to 
social/economic impact reports t o legislated investment 
criteria, to direct policy-making legislative oversight, 
can mos t appropriately be used to a~sure accountobil:i.ty 
to these constituencies? 

n. The Permanent Fund ' s s pecific orga:1'lzational context. 

Banks are well known for their myst:i quc. Finance :ls u realm 
not partict;larly accessible to the common man. While public occess 
to inf:ormrtti on, nnd participntion in decis ion-making processes , are 
importan t in any case, they will be particularly important for the 
Fund. With the accountabill.ty pr.oblem as described above in mind, 
it will be important to try to lenr.n from other models which have 
been held up as Sl:ccessful development funds. How well would they 
work ln the Alaskan set t ·tng? Arc they really accountable? Con we 
learn from thetr shortcomi.ngs? Consultants have mentioned 
the British Columbfo CredJ.t Union, the CnnaJ:lon Dev1:~J opment Corporation, 
the ConttPcticut Prcduct nevelor.ment Corpo-rntion, the N~~sachuse>ttH 
Community Development Finance Corporation (not yet operational) and 
the soft-money side of the World Banks ns such examples. Other less 
successful experiences , s uch .-:is the Small Business /\dmlnistration, 
nlso comP to mln<l. 

We need to ask of these model s the following types of questions : 
to whom have these org:rnizntions been nccounto.blc? whose goals, as a 
rosult, hnve they t ended to maxjmize? is this experience one to be 
rcplJcatcd in Alaskn, or mocllftecl? have disputes a-risen ove r t hctr 
responsiveness , nnd what hos been Lhcir result? By answering such 
questions, it: should be pos 1;1 .lble to rank theEte model organizations 
nccordinc to how WI!] 1 t hey nrl gh t represent Alnt-1kn ' !'l constltuenc:i.c:.-1 , 
nncl what mocll(i.::.ilt1ons mlghl. be indlcoted. By i nvesti.gntlng the m, 
it \Wulcl be lcornccl how other j urisdictions linvc chosen to solv1:. t ha 
l'r.:1tlc-of f hctwee11 r cspons:l.v eness to d.lver.Hc comit lt11C'nc'lc:.; nn<l t he 
need fu r sufficiC'nt 11gt'c t' m,!nl to :1ct on r.ou11 1l 'lnvcs tment opportunltJ.es. 


