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Gruening/Ulmer memorandum 
Pnge Four 

C. How to accomplish this typ~ of investigation. 

July l~, 19T/ 

Three types of work need to be done : sounding out various 
constituencies within Alaska about what they think their proper 
role in the Fund, and others ' roles, might be; laying out the 
basic relationships between Permanent Fund design and accountability 
to these c0nstitue;-~ies {including the costs and benefits of different 
a l ternatives), ancl assessing and learning from the experience of othe1: 
economic development funds. This work can be done wlth varying degrees 
of thoroughness , and therefore varying degrees of expense. The 
first task, for example , is Rlready being carried out in part through 
the Public Forum, the co mi t tee's :i.n forrnR tion package, public hearings , 
and s:l.milar efforts, and could be :111gmented hy some syr.tematic i nterviewing . 
The second involves both the review of a considerable hotly of literature 
in politicAl science an<l public ndnrlnistration, and the creative thinking 
of a few indivicluuls who have been actively cngag1~d :ln the des .i.gn and 
management of public organizat:ions. The thlrcl could either involve 
ext0nsiv~ field analysis or simply n lllcrature review and some lnrge 
phone b~lls. 

It l !J t:h e a uthor ' s hc1 lc f tho L .1 i:c l :it ivc l y t;in:111 nunihc r o( 
working days for the right p 1·0 fos::;lonllls co ~1lcl be combined with a 
modest cf f ort from well- gulcled re~enrch n::;s ls t:rn ts ln order to pr.oclucc 
n thorough, well- informed, .:md cxpcrJ.cnU ally-g ::ounded set of al t c rnative s 
to ns~ist the Special Committee in its effort to think through I.he 
nccountahili ty issue. Should the commit tee havC! an .lo t f: rC!s t i n doing 
so , the author would be happy to d:tscuss in morC! detnil who these people 
misht be m'd where they should invest thC! lnrgl:!·r pnt'ts of tl·c'ir e ffort. 



The Accountabili tv Issue for the APF' 

Thinking about this aspect of the APF and i ts investments 
can be broken down into two parts : overall conceptions of what 
it mea';§ fo:r. the public sector to be "accountable11 (to whom? for 
what decisions? t hrough what channels?) and what specific models 
have been advanced for accountability of economic development funds, 
particularly those funds which have been held up as models. 

A. The overall issues. 

We know that government burea'd\lracies t e nd to c.evelop 
certain constituencies which can help them smooth thl"~. ir flow 
of inputs and outputs in different wu.ys (some are c l ients, sc•me 
are legislative purse-string holders, etc .) This produces a 
situation where bureaucracies become vulnerable to criticisms 
of unrespons:iveness, lack of accountability , and resj s tance 
t o change or guidance . Indeed , mechanjsms designed initially 
for "input" may become vehicles for furthering these types of 
insu.l atio:! from public de nnnds. rncussing s tr. jct) y on cl~ f ferent 
mechanisms without considering the broader structure of interests 
which surround a 9 i ven bureaucracy ca11 1.lm~ lead the ob.:;erver. 

Df ~$ somewhat astray. J , r ) )JI ~ I ;( • f'•' 1 

/\ ~ I 
Iii~\ J}, ... '/ In this particula r instanc€! , th0 key aclorn in vol vecl ~ ~ 1:. "6a. 

I~~ the following: the Fund itself~ which must act as trustee• for 
Alaska 1 s future; thelegislature , which wi.shes to guarantee cl 
certain de~ =ee of responsiveness to indjv· lua l constituencies ; 
the executive, wh ich scc:cs to impJ emciil mi overall economic 

./_C!_evelopment str ategy (which itself will be formulated at l east 
V'f1 part with political concerns in mh1d) ; t he pote.n1·i a l consumers 

of loan~, who are pr.imarily inter.i::s te~ in publ ~.c assj stc-.nce in 
their pursuit of profi t and expansion; the impacted c ommunities 
where P.und-stimulated activities might take place; and the ~ . 
c~tizens a.s-a-w~, who wish to enjoy sound economic growth at. ~ 
)Au ~"Jfte lnP.tc a~the Alaskan U.fesLylo ,. b-~rotrci:.erl:=ft·nrl==-en-h:anccC... 
,~,~-l'G.Y.J..M°'\' ~~t-u..J 

The problem of accou11 lc1bi .Ii ty f<.>r l:hc 7\PF thu t~lY.&±·Y<}&~- ) 

.lo tt-n-0-p~eflH~ inc] uc.ld..~ and halanc!t.1'! ~if. c·cH.:h of Lher:e ~~-~.\ 
.~~rr""r:t.'1·Like the founding of the United States , i.l: is a problem of con­

s t itutional design . Nhat "c:ppropriute" tnr.ns out-. to mean .t:· ~~ 
e1 a depends on which goals the people of Alaska set for the 
APF'. But reqarclless of wh ich srccific croals are chose n, it is 
probaL ' y safe to say t hat cuch o( the llC Lor~ me n tioned abovo 
ought to have some influence o n tho APf'. Put a nc)1.her w<1y, the 
7\PF will rig l1tly ha v e some o~ligatjon to be responsive to each 
of the co1 1stitucncie~ dcsct'ibecl . •ro !HlV t.hnl. the l\Pf' ough t to 
be "autonomous" or "indepe nde nt" in thjs context be9s the question, 
for u sLt.:illy independence f.t·om , f o r oxJmplc , the loqisJntu.rc , .-°" , 
ac tuul ly means depend e nce on, for cx!lmplc , t he lo t.m beneficiaries . l J/J~ 
('l'hc li tcra tu re on how rc<JL' I.a t ees hove come to donti na te s upposed l y I.·, . .. : 
indcrcndc n t f cd c ru l rcgulG\ ·. ory hoar el s prov;i des n n cxan.pl (::! of this ' 
rhcnori·cno n.) 



The key problems in designing accountability into the 
APF may be thus summarized under three headings: 

1. 

2. 

1 
3. 

What are the key constituencies to which the APF 
rightly owes some (doubtless varying) degree of 
responsiveness? 

Where, in the APF decision-making process, can 
attention to the concerns of these constituencies 
best be fit in? How can they be balanced without 

excessively hindering positive action? 
What specific mechanism, ranging from advisory boards , 
to social or economic impact reports to legislated 
investment criteria to direct policy- making oversight, 
is the appropriate vehicle for representing each of 
these interests in the overall balance? 

A considerable literature on different accountabil ity mechanisms 
and how they work in different circumslances could easily be 
summarized as a background to the nPF!s organizatjonal design. 

B. Closer examination of specific organizational models. 

With such general concerns in rnin<l, it will be possible 
to "test" available models against the Alaskan setting to see 
what forms of accountatility each might afford. The key examples 
which consultants h.1vc mentioned include: 'l'he nri tish Columbia 
Credit Union,* the Canadian Devclopmen t C·:>qioration, the Massachusett s 
Community Developme:1t Finance Corporation (not yet operational), 
and the soft-money s ide of the World Bank. It would ~also be possible 
to =ontra3t their experience with leBs succeE~f~tl model~ lik~ 
t he Smal l Business Administration , which are both less responsive 
and not as successful in promoting new economic activities. 
*Connecticut Product Development Corporation 

The types of quesU on one would want Lo ask about these 
examples include the following: to whom ara these organizations 
accou tabl e? whose goal s , as a rcs\.11 t, do they tend to maximize':' 
Are i mportant constitue ncies, and therefore important goals , lef t 
out? If so , how has the organizat ion , and t hose who authorized it , 
responded to cl~ims of unresponsiveness? What about when such 
claims exist, but have not heen pressed in the political arena~ 
T\y answering such questions, it should be possible to rank organ­
izationa l mode l s accordjng to how well they would represent the 
constituencies which are important in th e l\laskan case. Information 
would also be gotten on dif fcr cnt wCl y s l: o nolve the tradeoff 
problem which pits the need for re~ponRivcness a nd accountability 
to di '!crsc cons ti tu en\.: i cs with the need t:o huve suf E icicn t agreement 
to act on sound investme nt opportunities. 



Some possible models are described below; they could 
be designed into the APP's framework either singly or in 
combination . 

Mod~:!:. Exampl e 

\ Bank Board r "":..-----,~Advisory Board J various foundations 

none 

\ Bank Board ~~~~Legislative Gruening memo 
Oversight Committee 

l Bank Board}----::j Executive l 

l Bank Board}- - - - -; Legislature 
'-~~~~~~ via investment 

f~nk · Board ~ L:::f sustain~ 

guide lines 

Some vehicles for r epresentation 

No tic ~ 
PuJ.,l ic; hear i ngs 
Legis l ated i nvestme nt gui de lines 
Advisory boa rd 

SIJ\ ... C . p r oposa 1; Ma n i toba 
Mines Ministry 

Massachusetts CDFC ; 
Colorado linked deposit 
system 

Typical conunercial bank 

Elected APP board membership 
Appo i nted "public members " 
Environme ntal/social/economic impact reports on i nvestments 
Annual l egislative au thorjzation 
Loca l veto over fund - supported projects 
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Memo ran<lum to:· 
The Honorable Ten·y Gardiner 

State Representative 

rn our last rhceting at the Baranof, WC agreed to wri te clown Oll r thoughts 
on how we might work together. That is the purpose of this ir.emorandum. 

After reviewing our understanding of the situation facing the government, it 

lcm. Finally, it outlines timing and arrangements for our participation. 

We hope it answers n-1ost of your ques tions, Terry, and will senre as a 
lrnsis for moving forward. As we have said, the critical thing is to find the 
right. fil between \c.:hat you see as Ala.ska' s need s and what we think we do well. 

If we do find that match of nced f. and skills, which is what we arc trying lo 
describe in this propo::>al, and i : you, the other l egis lators , and the Governor's 
office feel we can help, we would be delighted to \~O• k with you. (In fact, sev­

eral of our consultants have already expressed strong interest in the problem 
and in working in Alaska.) 

We a re oplin1islic, of course. The moneys involved in the Permanent Fund 

and the R~ncwable Resources Fund are pote nti a lly so large Lhat good planning 
now i s espec ia lly important to reduc e lhe risk of lat·er waste - or los s . 

Tl!E PHOBLEM 

Last Novernber, Ala ska \'Oters aulhoriz.ed a con s tiluti onal change est:tblish­

ing the Alaska Permanent Fund. This l egi s lation places a 25 percent levy on 

oil nnd ot:hcr rni.nerals removed from Alaska; current estimates are that the 
Fund will appro:tch $2 billion by J 985, t·aking in ' '"> account only existing l eases . 
In ;-iclcliti o n, a Renewable Re sources Fund has been proposed. This foncl will 

levy an additional 5 pe rcent on oil and minerals a nd thu s could gcnerale 
$·100 ir.illion more by 1985 . 

Your s ubcom rni I lee of Lhe Legi s la lu r c muf; t cl r afl irnplcmen ting leg is 1 a t iun 
for both tho Pennanenl Fund and the Renewable Resources Fund b y Deccrnbcr 
n( thi s year and th e midd l e of n e xt year, r espectively . A good job could hav e 
<l !:\\br.tanli n l posili\•c in"'lp.:lcl on lh c S lale 1 

!j fulun! clev c l opmenl, mc...asurecl eco­

n omic-al ly or in term s of lifestyle . A poo1· j o b ri sks r e pen ting the cli:rnppoinl­
rn c nl felt when th e s ta te's initial oil money 1·;1n oul. 

Obviously, lh c s uccess of Lh c new lawn (and the Funds thcn1s clvcs ) hing e s 
on the :rnhcuminill cc ' s inl i.! rp1·ctnlion of the cu n:; tiluli c1na l chancc 1 th e w<ty i11 
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which this interpretation is translated into objectives for both Funds, an.cl the 

choice of day.-to-day guidelines for managing and inve s ting the funds. Hard 

questions abound: 

1. What constilutes "investment"? Is an investmenl something lhat i s 
111anaged in a strictly fiduciary way fot· relatively fi:.:cd income at 
low risk (and if so, how does this hcl.p the Alaskan citizenj? Could 
investrnerits provide a W<'-}' t·o lowi:ir g~ncral tax h1ndi:-ns - or incre;\SC 

the long-term tax base? Or should invcstmenl include expenditures 
that will improve the quality of life in Alaska long term, or et'huncc 
renewable resource development? And, with regard to both F und s , 

what constilutes 11 renewable 1·esources"? Are people included? 

2. What kinds of objectives ought to be set for both Funds'> Should Co:'!l' ­

tain investments be mandated and others prohibiled? Or, should ::he 
choice of investments be delegated lo an ongoing public organi:rn.tion, 

' "'ith only a few broad g\.iiclelincs? ShoulCl limits be placed on the 
long-range coriunitmcnts that curre nt or future govcrnn:cnts could 
make, in ord~r to preserve some flexibility for subsequenl govern­

me:its? Should the new laws tq1 to define what im:est1T1f•nts ought l o 

accon-.plish, as well as their specific nature? 

3. Once an indu s try or other activity is picked for investment-, what is 

the best app1·oach? For example, if commercial fishing has a hirh 
priority, sh?uld the State invest 'lir ec tly in hatcheries? If n ot, 
should it develop incentives for privale invcslmcnt? Or, if a high 

i)riority were assigned to the elimination of alcnholisrn, whal parts 
of lhc cnain from prevention to cure ought lo be atta.ckc·d and how 
s h ould the cfforl be structured to n1ake best use of AL ~a n :·c ~ ou rces 

vis-a-vis Lhose of the lowc1·-~18? 

'1. What struclure(s) s houlcl be cslablishcd to rnanagc the Permanent 
Fund and t·he Renewable He sou re cs Fund? Whal a gene i i.:s or com -

rnilte cs should oversee: them? How many people will b e need ed lo 
manage the Fund? Whal skills will Lhcy need and whal should Lhci r 
organiz.alion look lik e? Mow should they plan, set goalr., and rnca­

nure performance? 

Perhaps we car~ fl\\m up Lhe probl c n-. l'his way: You wnnt lo ensu1·c lhal Lhc 
Fundr. do nol b e come en<ls in lhcrnsclvcs buL r;ilhcr help facilitate whal sce1ns 
besl fo r Ala s ka ovorL\ll. In other wol'<ls, :dlhough il i s difficult, you wnnl lo 

tr)' lo ma nag\~ lhc.: Funds in synch roni 1.al ion wi lh SU1 Le µr i cwil ic::; . The 



I 
l 
l 
l 
t 

t 
4 

I 

difficulties in acco:r .plishing this arise from a vari ety of sour c.es. They arc 
wor th noting because they affect the approach you take and the likelih ood it will 

be successful. 

One is foat Fund objectives, le t alone clear Stale priorities, rn ay prove 

e:-:cccclingly l!a'!'d to pin clown. Gro1.1ps rnoch ~mallr.1· than the Alaskan por;ula­
tion have trouble reachi,ng - or exp1·cssing - a cons ensue about goals. Even 
acc..clemics disagree about the usc!'uln ess o f efforts to -a:rticul~tc grou p values 

c:·:p ' icitly. It o ften proves easier to get $pecific proposals acccplcd than lo 
sc~k agreerr.cnt on the underlying .-casons for lhe proposal. For cxarnplc, il 
migh ~ be consid erably easie r to gain support for a specific i nv e stmen t in fish­
c?·ies than for a sing.le set of objectives that dictates invcslmcnt in fisheries 0 1· 

othc r a rcas. People can fallow a common course o f action without a comr:~on 

reason for it. 

Further, as you k now well, political con s nllations oflcn bog down when 
forced to deal with issues this b1·oa<l. Jim March al St·anford Univc1·sity would 

call a prog r an: with the scope of the ones you are cons iderin g an aulc.1m11.tic 
"garbage can. 11 That is, any - and possibly eve ry - special interest group in 
the State will be temptC'<l to us e the process aclopLc<l for developing objectives 

r.s nn occa s ion to press their particula r conc ern s. Few could he screened ou l 
automn~icri.lly. Your subcommittee will have lo sorl lhrough a pleth o ra of ir­

r d c v a n ci es , a g g r cs s i v cl y (and l i m c - cons u 111 i n g l y) p r cs c n l e cl . 

You als o will find Lhal the facts you would like to use to guide your clclib ­

crn lions arc elusive. Even if you can cLdcqualcly d esc ribe lh 1: problem , ?..c li ons 
for coping wilh it niay not seem obvious. Many s u perficially a ttractive opli o':1s 
mi gh t prove sclf -dcfcaling in the long term. For example , some kh1ds of sh::> rl­
lcrrn prog res s in improving life styles might· lcacl Lo a longer term clcr, r l\<l:ttion 
by atlrncting too m a ny new people tu Ala5 ka . O r, Fund inv cr. trn cnls rni ghl 

s im pl y r cpl<icc pri.val c inve5lment s that w ould have l;tkcn place anyway. 

P ROJECT OBJECTIVES 
AND :\l 1 PRO.'\.Cll 

Th e ovcr:lll objective of ou1· project woulcl b e lo h elp you make !iUt'C th e 

i ng p.:lr li cular allc nli o n both lo lhc qu cs lions lisl'r!cl :1bovc 0 nd to lh c clifficulli -c s 
in a nswering them. While w0 cc1·tainly would n ot c~pcc l lo answcl' n il of lh c ::11 
completely, we would hope that thr ough concc n lr:\lcd ;inaly ti c work an<l a gl'C:<il 

cl<;al of att,~nlion t o group di scussio n and cornn1uni c:a ti o n, ,\·c could rnake ~ u h .. 

s l n nli al p rogl'cs s and h e lp avoid cos t l}' rni :;la k C's . 

:'lkh'.111 .,oy & ('u111p111\y, I 11 
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The appi:oach we cu rrcntly envisage would have us conccntrale our re­

sources hcnvily in two related areas: 

9' Helping you dctenr1ine lhc best objectives, policic?:;, organizalion, 
reporting r elationships, managen":.cnt p r ocesses, and the like for 
lhc managcm ent of Lhe Permancn l Fund and the R cncwablc: ~csou re cs 
Fuc1d. in orde r tu hcip you ui·afl the most <qii_;rup ria tc irr:plcmenting 

legislation. 

~ Helping you understand how moneys migl: t be invesl(;cl by lak in g a 
sp•7cific o.rca of public concern - pcrhc-;,ps a social gr.a l or a speci['ic 
renewable re source industry - a nd factually examining lhc allerna ­
tives for investment to c.lctcrnii.nc what might be cxpcctcrl al vari ous 

levels of funding. 

Our rca :;on for proposing help in the first a.re·a is that it responds 11 1osl 
ct!1·e ..: tly Lo your immediate needs and we a s r. Firm have sub s tantial e:-:pcril."·ncl°' 

in how Lhings arc bcsl planned, organized , and rnanagccl . Our reason for :·rn g­

gcsling th " latter arcJ is that it s hould prove u seful lo be concrete ab out a ~;pe­

el.fie invcstn .cnt altcrn \tive in delcrminin g how invcslments s hould be s tudi ed 
and ap!n-o::tc.:hc.cl. IL sl~ .:a11'1 help you anticipate Sj)Ccific j)l'Oblc1 11!> and op po rtuni . 
tic s in your irnmcclia lt.: tns k of clr;:lfting irnplcmc nling leg islati on and will help 
iill of u s t1ndcr s la ncl how speci fi c invcst1n ent que s tions should IJI.! ~Lcldl'c s~:c· cl. 

In a mo1nt: nt, w e 'wi ll Lalk about so1nc of the tech nique s we would employ 

in t ackling ::t specific a1·ea. We would, inciclcntall}, expect re s ults of thi s 
work to be useful per~ - not sin1ply as a 1noclcl o( how to analyze inv es tn1 en t s . 

While the Alaska Forum docs not iclcnlify ;i single "most critical" i !ls ue wi th 
l'C!qwc:-1 lo Lhc Slate's future, il doc ., identify a number of i s•:ul.!S Llrnt arc vi c wccl 
hr ~111 as irnpor lant . P 1·e sumably , a project dcrtlin~ \\'ilh any of thes e cou ld 

111 ;1k c a valu ab le cont:'l'ibution lo the State. 

The specific step!l \VC would follow in th e first ~0.vc1·al months of th e pro­

j ec t include:: 

1. lnl e r vicwinr, a sclcclive g;1rnplc of people fn>:H lhc . Lcgi:i1;1tur c , th e 
Ciovcl'l'\01' 1 !1 office, nnd oth e r g(lvt: 1·1m·1e nl cl c parlm c nl s to soli c il tlll~i r 

idc<\s :-iml ~rngr,cr.lions about lht~ oq~a11iz11Lion [the projl;c l 1 it!; goal!i , 

ancl the nnturc of il n e ncl p1·utlu c l r.. 



2. Oq~anizing our own task force efforls as well as those o f supporl 

g rou ps. This would include such aclivilics as: 

a . Developing a dclttilecl plan fo1· our own study efforts 
(which we would !' cvi cw wi Lh you clu ring l he fir s l 

several \vccks of lhc project). 

b. Form ir~g a steering cor.wnittce for our p roj ect alllt 
(",. '' """'~~: "'"' i·n c:" 1 ~ ... • ~hi c: ' ' 1· nn 1"'I ,-,,·nh::i hi v •:vn11 lcl --- · - t""''-' ... ... ... . o·- · 1 -·~...,, ~ · ····"' c:> - --rr·- - · / · 

include your own committee mcrnbcrs plt;~ otl;c r s 
from the Sena.le and th e Govcrno:·' s office in order 

to ensure lh e broadest possible support for the 

project and it s rccomrnendalicms. 

c. Identifying lean1 membe r s to acld Lo our Lask force 
from Ala ska public sector employees (for c~arnp l c, 

your own r esea r ch !:it~ff) and cl c!l'crr~·. ining how Ll1 c::: t.• 

people can bl:: bcsl us~d oullining lhc 11'\0.in alterna ­
tives for gonls, policy, organiz;:rtion, and manage­

ment of lh c: Pe rm a n ent Fund and Rcncwalbe Resou:·cc :-; 
Fund. Our scinrccs (or idenlif.ying Lhc sc altc l' nati\·cs 

would inc 1 ud l!: 

o Inlc1·views with thou ght· le::i.cl crs in Alaskan 
gov c r n rn c n l a n cl th c p r i v a l l: s cc lo r , b o l h 

individually <tncl in g roup :-;css ions fi ll C h ns 

Lite one we hacl al lh c· Gruehning c11b i11 

• ·ncsulls o( pub li c o pinio n su rv ey~; , Publ ic 

Forum discussions, and o t.h c r w o r k on 

dct·crmin\ ng go:l l s for tdnska 

• Discuss ion r. with our own people who h::i.vc 
h ncl e:xp<~ ri cncc on s iini l0 r '.vo1·k (:rnch as 

l h n l w Iii ch we d i cl i 11 T a 1w. n n i o. , L tt bra cl o 1·, 

nncl Saud i A rabi n, a ncl a l' C now cloi ng t'o r 
S u ri. n n rn :-i ncl L h e SI :1 t c o f M i ch i g :i n ::c ), n n d 

with acr1cl~mic and public sec to r c :xpcrl s 

throu g h out th e Unill~cl St::i.lcs 

o O thc 1· s tucli c:: lhal h::i.vc been or ~re now 

bei n g conch1c- lcd that conce rn rccu11 111 un cl '1-

lion ~ fo 1· th 1.: rna11~gc1n cnt and u se of both 
Fund :; (c . n. I B r ook in g~; , Price Watorh ml!)l~, 

Whil e ' ' 'l•ld ) . 

1:· " 'l'h C' .'\llach11n·1ll giv 1• :; ;\ 11101·c ckt:lil t..!d dc ~:c rip t illn nf LIH::-; ~· .ind :1i11 , il :1r 

:: l I.Id i l' :i • 
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3. Analyze in depth (and h ere is where much of the work c on1e:::. in) Lhc 

irnplicalions of (a) each 1najor Fund's policy allernalivc and (b) each 

Fund's management and organization alle rnative. 

4. Pick one area for potential inve5lm c nl - perhaps a renewable re. 
s ourc e in<luslry - fro1n anwn g the ol>viuus µossibililic:s ie::. g ., (i~:d1-

ing, agriculture , foreslry) and analyze the alternatives fo1· investing 

in this in<lu s try . 

Since ?roject success d 1Jpends prirnarily on the last lwo slcps, \\'C: would 
like lo de :5:r ibe lhem in mo re detail. We call one approach we W(Julcl use 

"i ;uc n !)ping. 11 An exan:ple is prescn tc<l in E:xhihi l I. Slalccl sirnply, what 

we '":oulo lo is to show the irn plications of Lhe ,-ar ious alter natives fo1· ir:anag­
inn the Funds w ilh 1·egarcl to the nrnst ir.ioorlanl criteria for choos in!:! bct'.VL"Cn 

~ ~ . ~ 

thcrn. For example, one such c l'il c rion m i ght be how well ·:ariou:; sclh•n1L'S 

for managing the Funds v,101.1lcl r espond to St·ate goals, cspcci0ll.y as pri orit·ics 

(or you1· undcrslanding c (Stale priodtics) ch,ll1gc'ove r tirne. Exhibit lL list s 
a vnl'iely o f criLcl"ia lhal rnighl b e applied to is su es of Fund objcclivcs a nd 
ma.nagcrncnl in gene r al, as well as crilic1·a for evaluating spec ific investment 

altcrn <l. tivcs. 

Af. an olhc. r aid to unclcrsta nc1ing the traclc-nffs that nrn s l be made tt11"\ong 

v <1riou s criteria , w e would d eve lop a variety o f ''choicl' p.1·i <ls." S0vcr;)l 

cxa1 1plc:; arc p r cscnlccl in .SxhibiL Til. While: a si.nglc grid ca n addres s only 
two c riteria a l o nct- (suc h a;; "expected ccnno1ni c gai n" versus "risk"), lhc 
cxhibiL shows how grids ma y be related Lo on<' :tnothc l' to aclc11·ens •t scric!.l o f 

cornpl cx i t; s t1 cs . 

After completing lhe steps we have oull in c:cl <lbovc , w e would pull our analy­

s es , findin gs , aml conclus ion::; logc lh c r in lh c f unn of a s lide prescnt.11ion 

whi ch we would 1·c.:vic:w with the ~l"cel'ing C()mmillcc and olltcr g roups . l\ s modi ­
fic:d by the o utcrnnc: (,r th ese :1 cr.!; i o 11 ~ , lhi s v'i !n1al 1·cport could be lur ncll inlo :\ 
wrill c n clocun1c:nt fo 1· <lincussi m and circlll ~ lio11 arnong Lho Al::\sk:tn publil: . 

Whi\t w e woultl clo ncxl won ld cl e pcnc.l h e avily o n th e o u lcornc and u~: cfnln cn s 

nf mlr inilinl acrompli ::hm cnt s . In· ;my cvcnl, we prob~bly w o uld p:tll:{C i\t this 

pCJinl tn ~llow plcnly o ( lime fCJ1 commun ication ancl fe e dback 0 11 wh :iL w e h:tcl 
dun<' :)O far, In i\ pl'ojocl' o( thi 1 type , which involvc5 s<> l'1i\ 11Y C"n 1H;lit111·nt 

i;1·oups nn <l, ullirni\Lc ly, Lh c c: nt 1rc Alasl· an p11bli c , Lhcl'l u;" c rili C":\ l ncccl fol' 
plt!nly l 1f <.:ornrnunic:\ ti o n, cli!icu ~s ion, nml fl· t·clback . 

In fa<.:l, ou1· inili :d work pl:u w o\dcl :i lt'\'S:i :.i pcocl and brn~ul cov cr:H:C' , \'\'l'l1 

.1l :h\~ C(l:~ t nf th c 11·n\1 gh1w :)~: . in ni clt•1· llJ ll W\IL' to u~;c ful di :1c u ;-;: ;i o 11 ~1 :1~• qui t.: l. Jy 



as possible . . In general., we have (ou· ~d that it is best: to tackle -problems of this 
coJT1plcxily iteratively r ather than strictly seque nti ally. Thal is, we p r cfr.:r lo 

cover a lo t of ground, discuss il, and then cover the; same g round in rnor c de­
tail only as needed ralher than lry to s olve th :: problem cornpl etely throu gh a 

one-shot a na ly t ic effort withou t i.nter111ccliate feedback. (l n Lhcory, ,,.e coulcl 
- .... ~ ;",., .. ,.,,"',_,1: ~ 1-n fr. P.dh-. .... L- .,,,,.'h ,..1· \""'" \Vt: have distovP._. 1· ed , ho'.'.'c1.rer .. th;it b ""'"' .. . - ... - - ... ....... '-·" ... u. \..- - . • ....... ""',.... - ..... - - ... . • - } ' 

people respond rno r e usefully to a fuzzy but compJ.e lc pic ture than to crystal­

clear details - i.e., detailed individual problcn-: steps - taken out of conL,~xt.) 

In any case, before w e undertook fu rth er active analysis we woulc! want to 
slow ou r involvement and change our r ole: fr or.1 that of anal~rsl to co1nmunicator 

and f~cilitator . If whal we have done seen1s UReful to you and thl.! rest of lhc 
steering comm i tlec, we could Lh en clecl<lC what further steps we should Lake 
together. This would include analyses of other invcsln1enl nltc1·nalivc:; o r th C' 

2·efin cmcnl of plans and syslr..:ms fr -. r n~anaging the lwo Funds. In aclclilion, \\'C 

wuulcl h old our sel ves a vailable (?.s would a l so be t11c case in th e C''Jlll'SC of our 
initi J.1 work) to provide what h l'i.p we can in rel a led problcrn a r ea s - c . g., acl'­
ing as facil i la t·ors in discussion groups on Al;iska:1 goals , adi,.·i sing on Slate 
planning processes , a nd helping dra ft impleme n ting legi slnlion. 

END PRODUCTS 

The question is whal will you and oth er J\t1sl~a lc.:idcr~; get from lhi!;'> \Ve 

cannol decide for you how Lhe Funds should be man0gcd or \\' h J.l a spC'c i fic ap .. 
prua ch Lo rcncwabln r esources oughl to be. However , w~ can help you rind 

others understand lhc irnplicaliuns of va :·ious n.lte rnaliv•::s o n a rnorc fadual 
basis Hrnn yon might olh cnvi~c h~1vc. Understanding l:hc.rnc allcrnativcr. and 

lhei r im pH ca lion s oughl lo h clp cno r mously in chaos ing among them and draft­
ing !he appropl"ii'.llc legis lation. All of our wo1·k will r csull in rcporls ancl prc­
scnlut·ion..; which .. hould he l p lhe communication and d i!;scmination of the 

alJcrn:l livcs and/or t·hc apprOi'.lchcs judged lo be bcsl. 

A s we s n.icl befo1·c, the major payoff fr orn study now is th e a voicln.rn:u of 
w .ls t c or disa p poinl rnc nl blcr. Ou1· experience nc ross a broad range o( i nclu r. -
trial and government fi1"!ld.~ i n<lkates tha L once n capilal cl ccis i un is maclc:: ils 
basic CO\ll' !'i •~ i s t:harl rcl. T h e uc~ l •'•good nianag crnenl'" l :1lcr o n can do it: Lu 

mak e rnoclo~: t mid .. cour sc co 1·rcc liom; . Inv es tm e nt in ~ Ludy and dclibcr<tlion 

n ow cm ghl lo yidd 1·~a l ut·ncfit:; lalC!I'. 

TEvl Ii-JG AND 
ARRJ\N i..1l·;l'-. t E:1 1 TS 

\\'v wrnllcl hi.! a,·;d \a bk In ~l:H l th 1! :: lucl y whcrwvi::·1· y ou lilu .. ·, with ahnu t 

n n1 onth ' ~: !1 d v .111l·1.· noti ce.: . If i t :1cl:n 1:; c..:t •11 \' ~ 1)it:·nt, we w nu ld :1 \l r.i:, · ~; 1 :; l ;1r ti n1: 

sonwlin1c in ~;1rly J u1w. 



Barry Roach and Bob Waterman would direct lh" study. 'Together we 

would spc.ncl lh~ equivalent of about half time on Lhc prnjcct. In addition, we 

would be assisle<l by two associates and one researcher working full Lime on 

the project. 

We estimate the foes for the project will aver age about ~~40, 000 p.:: i· n-:o nth. 

In addltiof1, we art: reimbursed for t:.".1t· -nf -pnc.k cl tra vel and report production 
expenses. On a study of this kind these expenses should run about 20 pcrccnl 

of fees. 

We would hope that you and/ or the Governor's office could supply sonrn 
full-lirne staff support for our project work. Wnilc this support wottlcl no t 
materially reduce the cost of the project, it can imporve its O\tcrall dfecti\·e­

ncss it1 two ways. First, it extends our own abilily to collect data and infor­

n1ation. Second, it leaves behind peo!Jle with full knowledg.:: of what we h.1vc 
done who can assist with implementation and porcntiall y lead olhe l' proj cc ts. 

You and others raised the question on conflict of inte r est. As. we have 
said, we are self-owned an<l not engaged in any other business c:-:ccpt consult­

ing . l\lo membc 1·s of our staH serve on corporal<.; boards of clirector s . As a 
rnatlcr of policy \"e clo not give out lisls of pr ivate clients we ha1,·c served , 
since rnany want to keep lhei.r relationships with u s confidential. However, \\"C 

can an swer your questions aboul whclher our Firn1 has any rclalionship of rnor.:: 

than $250, 000 with ARCO, RP, Sohio, Ex:rnn, or Mobil; 'vi th El Paso, Tenneco. 
or Soulhci n 0lalural Gas; wilh Louisian::t-Pacific: o r Alnska Lumucr and Pulp; 
01· wilh any of the Nalivc regional corporations. 'Ne do n ot· '''C se r ved one of 
the oil companies out of our New York office, but that relationship tel'minalecl 
5 years ago. Our most r ecent client in Al aska was a bank which we have nol 
served for over 6 years. \'le will, of course, advise yon shoul.cl we enlcr seri­

ous discussions or cslahli::;h a relalions hip with a client whnse specific inl er-

e s ts i rn pi n g e di i· cc t1 y on tho s c o f th c St ate o ( Al ask a . 

We arc very cnthusiaslic aboul the project if you believe we can he hdpful. 
We hi\V C sornc people on our sla ff who arc particular]y inl c rcslccl and w e think 
will do ~n c~cellcnl job for y o\\. Our pi·imc conc er n is our ability lo sc l've you 

well. 

April 25, 1 )77 
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POSSIBLE ISSUE ANALYSIS CRITERIA 

Fund Management 

Size and scope of investment task 

- Number, size, and complexity of decisions 

- Impact on development 

- Impact on tax base or tax policies 

- Required investment analysis and management skills 

Opportunity for proactive development of new investment 
guidelines or investment proposals 

Responsiveness to governmental direction 

- Executive 

- Legislative 

Ability to matcl' revenue receipts with investment expenditures 

Ability to guide delegated investment decisions in terms of 

- Return versus risk 

- Magni tude 

- Time commitment 

- Management 

Availability of lund performance .ind control information 

Required sta-f f size, organization, experience, and expertise 

Administrative costs 

Political feasibility 

Managerial feasibility 

__ _...,..._. 

Investment Approval 
~~~~~~~~-

Conformity with ex.isting goals and legislation 

Investment size 

- Minimi..im target 

- Maximum target 

- Range of uncertainty 

Percent investncnt spent within Stole 

Direct and indirect investment returns and timing 

- Quantifiable economic return 
·Public 
·Private 

- Oucintifiable noneconomic return 

- Qualitative factors 

Likelihood, impact, and dimensions of failure 

Requiri:>d associatPcl expenditures 

- Federal 

- ~l<lte 

- Local 

- Private 

Impact on alternative investments (curren t or subscciucnt) 

- Pulilic 

- Privilll.! 

Political irnpt1ct ;rnd leasih ility 

Environmcnt<il 11npac t 

UniquerW!.S o f ! u1:cl con tr il>ut ion -· ~· 



·~ --'." 

EXAMPLE USE OF CHOICE GRIDS 

m High D Medium It] Low 

Strategic Value----

~~o~ 
.~ .. ~(!) /~!!1~ !~: :. .::<;~>:. ...~~v <' ... ............. .... ............ .'l> 0 q, ~. ::::·: ·:·:: .::::;~.c:::::.:::::: : :· c,"0 ~c., 

& '/) ·:: ;;;;::::::::;::::::i::::::::::· ....... \' 
1,. 1,... ·: : :::::; ·:::~.::: ::: :1 ,·::.:· . ,.,.- riq; , .... 

/ .. .. ·············· "' ' •)1. ~ 1,; · 11 ..... . .. ....... 1 "'" ("\"'' , ... 
(l v J.::::;:;:::::::::· • '" v ,c-.;' 
\Y/ ;;· •. ::::;::::::::· " ~-C' 0 . ......... .. 0 , ,._. ., 

r. "I ' ":::::: "\: ,..., S1 
\J. I. '\:::" ~ ~ ~· 
q)~ 0 .. .~ .. ~ ·~" 

Qv ~"-~~ 
cP 

----- Economic Value 

:11 
;,: -... 
-· .... 



i. 
1. 
I · 
I 
f 
I 

I 
i 

J 

~ 

I 
I 

l 
l 
I· 

I 
I 
l 

J 

Mcl<INSEY & COMPA0!Y 

THE FLH M A'.'!D ITS WORK 

Mcl<inscy i.s an i.ntcrn(\tlonal professional firn1 that spec iali zes in to p 

managc1ne11t problc111 - solv1ng a11d 1>rog ram i111pic1ne11tuti uu . Our fL1nc: tion is 
to serve cli ents ar o•.tnd the world as an instrument of constn cl ive cha..ng1.:, 
improvement, a nd adaptation. Founded in th e United S tates mo!·e lh:in Judi a 
century a go , our Firm h as be en shaped into what w e belie ve is a distinctive 

organi;~ation ''ith no close paralle l s in pr act:ic: ~! , s taff, o r clicntdc. 

Qur 2.2 offices located i:i I 2 cou·1tr i cs serve businesses, go,·c:·nme:1ls, 
and other o r ganizat io r. s in rnosl 0 1 the ma_i o 1· industrial nali o:1s and in some 
d e v e l o ping cou:itrics . Although each office is o ricn~ed toward local c ultur e 
and management pl'ac t·ices , a il sha re a common phi losophy, dr aw on a com­

mo n base of expe ri ence and expe rti se . a nd obse rve thl.! same exacti n g st:\ n­
d ards in qua lity o f work, ca li ber o f staff, an d profcss i ot:a l npproach . 

IL i s our po licy lo u 1Hlcrtrt kl.! o nly lhosc s tudies Lhat invo lve s i gnificant 

problems or pr ticy i ssue s in areas wh e r e w e have rc::i l compclC'ncc and whid1 
can b n so l vC'cl \ : ilh in th e scope of the a s signrnc·nt. J\nd w e arc cornm i t l cd lo 
p r oclucin1 ll!:icfu l r e-s uit !> for th e c li ' nl r. \IC sc1·vc on lit~H! and \Vi~hin Imel ~ l. 

In thi s at tach men t,. we: briefly des c r ibe: o u1· Finn in term s o f ou 1· s t rue-­
lu r e a nd r esour ces , ou r :i p p 1·oach t o so i.\i.ng c 1i cnl probh.rns, Lhc c harac t c r­
i s l i cs of our publ ic scc L01· pra c ti c:c , ;rnd s ome !':pecific example s of r ecent 

work in 'co nom ic clc:vclopnicnt. 

ST RUCTU n E: /\ND 
nF.SOIJRCl·~S OF TllE Flfl:vl 

Wh o lly owned b y :111 intc rn:d g1·n1.1p o t s nmc 120 d i r e cl o r s ancl princ,; ip:l l s 

o ( div e r nc n;lli o na liti i:s , lhc Fi rtn 1.! mpl oy:: fflLH C than 5 0 0 full - liml.! prof ·r. -

s iona l ·om:ult anl 1: , l 1~i ck..;d by a ::imil:\r 1rnndwr (.) f rcsen r chcn;, :111:\ ly HLD, acl­
mini1; Lr:1 l u r ~ , :incl o lh..; r ~: upporl p1.·1-,~;on11d. Through !'lcli - ownc n ihip , lvtcKin Gcy 
l' Cll\ :\ in n r l ~o 1·ot1 !d y ind ')>1.!IHlc nl, :i n :;wcr:\b lc- fen pc.:rfo n n an cC' o n ly lo ou r c..:) i •. 

cn t ~ ;1 11cl m11·!11~ l vo :1 . 

All rn · m b ,~ r r. o f m 1 1· p I' o ( · :~ :1 ion ~1 1 c n n r. u l l i I\ g i; la ff :\ t' c 11 n i v 1 • r :; i t y t: r :i chi :1 t ... t: , 

and th r 1t1;tjn r i ty a l!io lwl<l adv.\llCl' d dc· t!l'l'l"' :.; i11 1n:lll:'lf:''nh.·11 l c11· n l'l• la t cd di s i­
pl in" 1 !:1 11y a r e· < h u:;l-'ll fl'llll :1n1onr. lh\• :1 hl1•:. t nw11 :incl won11.'n L' omph-l ing 
work ;\l k :lding 1~ r :idua l l' :11: h oo l:i in th c- U n i tt·cl St :1tcs a nd l·:\11·oi11·: o th c- r:; ha·,tv 



joined us after outstanding early «chievcmcnl in business, govcrnrncnt, or pro­

fessional life. In keeping with our profcssion~l cleclication lo construe.in! 
change, our staff selection cr iteria su·css qualities o f character ~nd inlcrpcr ­

sonal skills as well as super ior Lcchnic'1.l qu'1.lifl<.:ations. 

All of our consultants receive extensive formal training , beginning with a 
(ull-tirr.c introduc tory course ior new consultants <rnd <..:untinui11g ,·.;ith rcgubr 
training meetings th r oughot:.t the year . All Mel\ ins cy consultants, mo 1· cover, 

are subject to a continuous process of performance rcvi~w Lo ttssurc that none 
but the best-qualified candicl<itcs arc employed as p1·ofcssional s and tha t only 
the mo?l promising among tho se arc rclaincd for position s oi incrc~s ir~f! re ­
sponsibility. Seniority in McKinscy thus correlates directl y with achicvc1ncnl 

and ca rccr commitrnent. 

The fun ctiona l disc i pl i nes con-1m?.ndccl by our s t~f f arc Loo c :..: tcnsivc to be 
clcscrihcd in dclttil here. However , Lhcy inc lude facilit ies pla1\nin g; :H ralc gic 

planning ; m<1 nagcmcnt info r:-nali on ancl planning and conl r ol sys tcm s : o r ganiz a -
lion design an<l evoluti on: m'1.n~ g erncnl of t ec hnolo gy: mnrkcti11g and di s tribu­
tion; cornpulcr s ystems; n-: a.npowc : rnan~gcmcnt; hcha \"io !·al sc ien c e; o pcrn ' ions 
r cs ea rch and com pule r ~ im ulal ion lcchniqurs, including s y ~: tc1r.s a nn ly s i s and 
risk a nalysis ; rrocluction co ntr o l; logistic s; cost rccluclion; and lhc.: improve -

ment of econo:n i c r cs\tlts. 

Mcl{in s cy s 1.;n·cs nr h ;\s scrvNl a. n .ajn rily of the wo1 .cl' :; 100 b. .. gt·~l in ­

d u sl ri :ll companie~:, mnny o f the l;u·gcsl bank s a11cl in~ura::c c companh' :i, and 

gov c nunent clcpartmc1)t~i :incl ag0ncies in th e Amer icas, Europe, A5ill , ."lncl 
Africa . .l\ppro.:drnat c ly h a lf of the F irn11 s prcscnl clients arc industrial corn­

panics. Finarc i<d in s lilulions an<l other pl'i,·a l c en terpriser. m<ikc up another 

qua1·t c r; :lnd the rc.~mainclcr compri ses gove; rnrn cnl ngcncics, publicly owned 

cnll~ rpdscs, and nc nprofH ins tilulionr.. 

PROBLEM .. SOL YING .I\ up1t0 1\ C I I 

AllhClugh O lll' cxpc1·Li ~; ·· C O\'Cl' D lh c f1.1ll r~ngc of rnocl c l'n man:lgL~mc.· n l lcdl ­

niqn cr. , we d o nol con:. idcr t1\al our :;Jucc· l!:•s hn s been clue pri1n\lrily lo 0111· 

lh cnrct ical and l cchnic\l l prnLdN1c y. H.alh c r, it npring1; fr om the unu!n1a lly 
cl nHc :incl fruitful rappt11·t we ha v e hcc n :\bit: to l' !1l a hli:1h wilh 0\11' c.:li ·t ll LJ - 01..ir 

abilily lo ic.l 1:nlify ou r go:-il:i wi th .lw ir:: :rnd Lo work in hannol\y with llll:ni lo 
~chic\' l! lh c· dcnirc·cl n ::i1.dt:; quickl ) a11d effec ti vely, witho1.\l cli ~1 rnptivc dfl·1.~ ls 
on the org:tni:'.alil1n. 

~l cl'in:lL~)' c: on:;\l\ t an t :: nonn:'.lly wo " < in t (' i\l'nfl , 1·1~ l yinr, lll.•avi ly nn th e c o:n ­

bincd b ·ndi1 :1 1.,f 1milliph• sk ill s :11111 ·s p ... i, ·n l: l""' :: . Th c f. · :: in\l ll tC'a m n of pro ­
lL· ~•::i\>n ab; a 1·e in turn :a1ppu1'l\'d b)' r;•1ppl ••1 v111 a 1')' 1·\• :. C'a l'l· h :\nd :i f'l' < i :di 1i t 



personn.el as required. Each office can and docs call on the r esources of the 
entire Firm to provide the best rmssiblc mi::-: of skills and suppurling s ervices 

for any particular assignrnent. 

Every e~;:;~g~n1~!1t tc:irn is l<"rl by a di1·cctor Jr principal', who takes a 

major part in defining the assignment and personally participates in every 
phase of the stu<ly: fact-finding , analysis, fornrnlalio11 <111<.l tl!sting of hypothe­

ses, dcvelopm<!nt of recomrnendations, and implemen tation. Throughout, he 
maintains constant contact with client executives to keep then~ informed of th.~ 
progress of the study (which may also be recorcl c:cl in periodic writ 1 re ports). 
Strict confidentiality is, of course, obscnrcd in every aspect of ou1· c li e nt r e­
lationships unless the client wishes to aulhori7. c disclosure for r easons o f his 

own . 

On rnany of our studies, clicnl pcrson:1el parti c i pat e as tttll-tin~c tc:am 

mcrnbers - with several in1po rta11t bcnefiLs . First, lh e cffo rl s of our own con­
sultants arc multiplied, as suring th e c lient of a hi"gh1"' r r eturn fr om hi s inve s t­
m e nt in our services . Second, spec iali zed skill s fr om \vithin the client 
organi zation can o ft en effec livcly cornplcment our own c:~perlisc . Third , th e 

per sonal commitment deve l o ped by lh e cli e nt manager s invol ved faci litntcs 
quick and effec tive implementa tion. And finally, the tra inin g r ec e ived by 
clicnl personne l can b e of fulul'e value to the org,:tni:rn li on , parti c ul a d)' when 
the projec t can la t e r lH:: clupli cal ccl in ollH'r clivi s i Ol'S by m~nagc r s w0 r k i ng on 

the ir own. It s h o1.1 ld b e cmphas i :'.cd, how c,·c r, that in s pi te of thi s clo s l"' rda­
tions hip, we take full .r espons ibility fo r our rcc ommcncl<:d nctions . 

Allh ou gh the proble ms and poli c y is s ues w e are a s ked lo aclclr css arc o fl e n 
cornplc;-: ancl theoretical, we arc d ecHcatcd to developing concre te, workable 

solution s . Thu s , we gear our 1·ccorr.mencl:\Lions l.o mc e l s pecifi c need s in a 
prac tical woy, nnd in fact m casu1·c ou r r esult :; in lh c s ig nific :-.ncc to ou r c Ji c n L., 
of lhe po nili\'C c h."\n.g.cs gcn c rnt c cl. Fo 1· th cs l! l'ea ion s , Mcl'inscy's r o l e o ft e n 
extends ln ri.s s i s ling in lhc: irnplc:11 c nl:\lion o f r ecommC'nctccl pr ug r<t ms o r d ec i­

sions. A s:\ mailer of polic y, w e follow thr ough o n o u 1· work as nppro prial c l. 0 

ensure full cli <! nl ln~ nc fil s a r c obtai11 c d nnd t o pr o pose nclaptations to m e et 

\•a l'yi n e ope ra ling con cl i lion s . 

C lJAR/\CT E:ll JSTICS OF OUR 
PU B LI C SECTOR 1 RACTlC E 

In our Was hi11g tc'n o ffi ce , whi c h provicl<: s Firmwicl c.: l c.acl<' r s hip in 0 11r p\1hli c 

scc to1· pt':\c-ti cc , w e hnv c c:-: t c n ::iv1"' b :tckg r o ltncl in th e d 'vc lo pmcnt ancl ot·ga niza y 

li on l•f J:\l'!! l!•1a ::ll n pr og r am5 fot' cli1· nl i; in public c 1H ... ·rpl'i r. c. Our Fir1n h :1:; 

:l c1·v cl v i1·tu :ll l y a ll 1n.ijo1· <I ·partm ... ~ nl ~; :rnd agcnri<':: nf th e Fl~ dL' l' ... ll Ciov<'rnnH·n t, 
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a wide ,range of govcrnrc:cnl- s po nsorcd p rivate corporations, nnd a large number 
of slate and local governments. (The altachccl c:.:hibit prodclcs a sun-.ma ry oi 

our public sector 0xpcricnc.:e.) 

ln recent years , W.3 ha ·~ gair~ed :i '.'.' C?.lth nf r.:.;:p.:! rienc c in assiRling orgaai ­

z::i.tions and acencies a t the state and local governme nt levcds to design and irn­

plcment management improvements in the ar cas of organization, j)lanning and 
control sys terns, n1a nag en1cnl iniorma ti on, financi al n~anagcir.en t, pc rs onncl 
a dministration, operations rn<l.nagement, systems a ncl procedures, E DP, and 
policy/ program cvci lu ation. Our work ha s incluclccl a ll of th e major d c!)a 1·t men ts 

a nd activities within Uw pu1·vicw of stale <tnd Local go,·ernmcn Ls , with cmpha s i;; 
in the areas of general µublic a dminist rat io n, trans po rta ti on, health aacl \V C l ­

fare, housing, finance , education, and the e:wironmcnt. 

Examples of ou1· wo rk for s late and Joc·al government agencies inc.:ludc a 

complete rcor ga ni zal ion o f the cily government in_ !1.i c h mond , \'i~·ginia; the 
slarl-llp o f a c ombined rail ancl bus r a pid tra nsit s y s lcrn for th e ~lctroµolitnn 

Atlanta Rai)id Transit Authority; n. series of studi es for Lh c Slnlc of Ca lifornia 
Division of Highways a nd Depa 1·tmcnt o f Trnnspo r tal ion involving planning and 

control systems, operat ions rnan~gcmcnt, organii~a lion, and p rogram develop­
men t; sla rl - \lp work for severn.l n~ajor h ealth ca r e organizations; and the e stab­

lishment of a Burcetu of the lluclget in Lh e State o( Illinois . 

In w o rk for lhc Fcclern l Cio\•crnmcnl. in the pns l fe w years we ha v~: (l) pro­

vided stn. rt -np as s i sl~ ncc in organi::a t ion and 1nan<lgc.•rncn l processes lo th e 
Federal Ener g y Admini s trati o n; (2) ovc1·hnnl c cl the g1-.rnt a ncl 1· csear c h manage­
ment processes u( th e Dcp;ulmcnt of Trnns porla lio n; (3 ) ca ri·iccl ou l a mass ive 
policy I program cv<l.luaLion vff u rl (or lhc V e l c ran f. J\clmi n is t 1·n lio n; (1!) pr ovide. d 

s lart-u p <lnd informati on sys lcn1 :..; a s !dslancc to lh c U .S. Pi-ice Commiss i o n; 
ancl (5) carded out n. vn.ricl'y o f Hlucli cs - c nco111 pa.>s ing ~:y s t <.:rns d cvc l c1prnonl 
ancl imph:m c nl:llion and polic y c v:dua li o n - fo r the r> c: p:U'lmcnl of ! lou s ing :incl 

Urban Deve lopment. 

McKi11::;cy's o lh c t· ofCicc~~ an; :tl!->o i1wo lv cd in :;l'n· ing lh c public !;C'clo r . 

Our Londo n o ffice, J'o1· cxa1npte, h as s<.~ n· c: cl S(:Vt! r a l mini~ tri cs o f lh c f.\rili s h 
Govcrnrncnt , a:; w e ll :lti lh n Genc r:\J Po:il Offi.c t·, tlH~ n;i. ti o n:11i :·.ed Bril i s h s k <' l 

incluslry , and lh c B n. 11k of Enl~ l o.ncl. O ur r,uvc rnrnc.~ nl p1· ;H. l i cc ha s h c.;<'n nimi ­
l:u- l y bron.tl in F1·ancc , th e F c.•d 'r:l l n ' tHthli<.; o f Ci 1~ nn a11y, :1ncl The N~ 1h crl :1ncl ~• . 

Thou ~h our p\lhli c pr:tc l icl· ·hi c fl y den\:; with go\"l' n t\;l'l\l ~• in th occ coun ­
ld c:J whc r l~ we h;tv l· offk l: ~; - No 1· Lh J\nH·ri l':t, \\'c!>l t·rn E un>p ·, Au :: ll' a li:i, ,\ 1HI 
.T :q i:i n - a n ig niii c:i n l por li 0 11 of m11· w u r k i11 Lhi:: a 1' 1' .l i :: wilh "Hg an1 :.a ti o n:; in 
(l(}w1· (' 0 \llll ri ~:>. Fl'I' t:xn. nq1l ·, i11 T.u1 ~.~ ni<l "''' h :1Vl' la t' l' i l ti ll\tl ~ 1 :.l•ri · :, cd 

:'\l1•1\ l 11 t- •'>' A ( ' u111p 1 111~ . 1111•. 
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assignmentf al the national government level and for the key government cor­
porations responsible for directing lhal counLry's rr~an1.1facluring, prnccssi~1 1~. 
and trading enterprises. In Lwo l\!orth African coun~ric s, \VC have workec.l c :·: ­
tcnsivcly with Lwo rnajor nationalized incluslri c s, as well as '':ith Lhe go1.·crn­

ment rninis tri cs res pons iblc fo 1· ave rvicwing lliei r ac ti , -i ti cs. 

We have also served many inlern(ltional organizations, i"lcluc.!ing rhc 

International 13ank for Reconstruction and Develo[Jment (lhe World Bank), the 
United ~alions Dcvelopmenl Programrnc , lhe U~ Secreta r iat, U>IESCO, ancl 

the lnlcr:1ational Labor Organizalion. 

EXPF;RIE>:CF: l!' 
ECONO~LIC DEVELOP~·tE>IT 

We believe our broad public sector practice gh·cs us the i:ic r s1h:c tiv lur 

sorli:1g out appropriate roles for government rcla~i,·c:; t0 bu :-.: incss :llHl fnr ur.<!1-::r­
standing lhc constraints within which go,·ernrncnl must operate. Thi s cor.-. bina­
tio n of fa:-niliarily with all levels of govcrr.m~nl and our in - d epth u:v!crst<'!.ndi:1['. 

of bus iness economics and profil'abi lil y gives u s par ti cul ;; r st r e ng th in the area 
of ccono:nic clc\·clopmenl. We do in fact have exlcnsivc cxp c.: l"icnc c in Lhi r; area, 

:i. ncl sum ma ri zc s C'veral of ou l' ass i gnrncn l s below. 

9 u. s._ l) c p~ rl:=1l of Co:i::.~:~· '.V~ ha\·c c-onclu c l\'d a S\.'l'iC:' t)f 

stuclic ~• lo1· th e Dcpar t rr . ..:: nl ofC01rnn " r c:1.; lo hdp th U. S . GCJvcrm~H:nt 
do a bcllc r job of s h <Hpcning il s n a tion<d and ink:·nali on.·tl ccon<imic 

policic !~ to mccl nati onal object iv es in trac.lc.: and invc ::; trnc nl. O ne 
irnportnnl s twly in lhi!3 se ri es war. lhl.! d c vcloprnc:nt of a n ew app r o :ich 

to export expansion fo1· the Bureau of lnl ci·na li onal Comnh~rcc. \\'c 
a l r.o onductc<l a s ludy to ckvclnp ancl irnpl cmcnl a pro~1·am for cv<d u ­

ali.ng the com pcltlivc posiliou of U.S. inclu :;Lric:> in \\'Ol'ld m .. r keL::; 
;rnd for modifying gcwc.: rnrncnl policies ancl progrnm~ l<i i1nprov c lh:\l 

po s ilion. In subsequent sludi ci: , we cc.11Hluclcd clelni l cd s tucli i:s of the 
cornpcliliv c 11 css of lhc U.S. lil' C inclu!J try and the ~ i1· crafl inclu s lry 
i\ncl clcv e lopccl r ccomrncntla lions to s l r c ngl h en lhc i 1· c ornpc t i Li vc 

por. i ti nn r.. 

~I ~i~:h Sll:c ) Cnrpnra ti n~_. F:1~Nl witlt th e pl'<1:qw<.:l n( 1·cdut.'inr, e n 1-

ploynwnl by nhoul 6 0, 000 j ub~ .u; n 1'l~!Htll Clf :l 1m1lli - billil)ll <1011 :11· 

capi1 al i n\'t"sl 11wnl prog ram , tlH' oq~:llli:t.:l li on :-is.krcl \I~• l<.1 :\S r. \ ~ I in 

ntn.1c lnl'ing ;1 job C'r, at ion prog 1·:1rn lu off:;r:l th· n C'gn ti\'C • ffC't.'l!l r. 11 h 
a move wnul<l ha,·c· 011 the :drca<.ly n ili11g l31·iti :.h ,.< 0 1wn1y. /\:. p:tl'l 
<d lhi s 1·ifcnl , we irll.!11lifi\.·d i11dll::t 1·h·:• which mi)!ht 1· c qui ,. ,. :1i 111i l,11· 

:~ ki ll :1 :ll\cl whkh mi11 hl IH· :rnill'd tu 1: r<1'.•: th in th,· l tH :t•. i11 11 ·• wh~·1·1· 
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the modernization was occur rin g. The overall cff ccl of the prog ran1 

was t o assisl reuions uf Lhc country in lessening Lhci :· cn"! pl o yrn cnt 

clcpendcncy on the steel industry. 

9 Government u f T~nzttnia. We have conductccl a series of irnportanl 

studit::; to hdp Lhis Airican country define and ach!e·1c it s cconon-.ic 

dcvcloprr.cnl goals . In the iirst phase, we rev·ic·:.·cd !he g o v e rnment's 

economic growf'h plans and ob.icc lh·cs and made s c,:cral in• po:-tant 

moclif\calions. s~cond, we conduclecl a funclamC'ntal rcorg.:i.dzal ion 

of th e gover:1mcnt - wi lh particular emphasi s on lhc i\1ini:;lrie:; u f 

Finance, Economic Affairs, Comme:-cc and Industry, and i\ lanpowe r -

lo ensure thal the: inira s tructurc would acl c qualcly s upport ac hi c ·.·c ­

ment (•f the objcclivl'!f.. Third , we helped en s ure tha t Lhe S t t>.. l c 
Trading C o rpo r a t io n, which cont:·ols all import op e r~l i o n5 <:. ncl \•:h1J k­

sa ling .:~ncl di s Lribution , w<t s s tructured to support natic. nal l.! c.· o n 0111ic 

policies . Fourth, we a ss isted in d c vc:loping th e pl<rn lo rnovc th e 

naliond cnrital (r om D<tr cs Sal <t<i.m Lo Dodom ;1; a n i m po rl ;:in 1 j):t rt o f 

our work here w as a n analy s i s o f lhc economic a.d v<uHagc s an rl cli sad­

vanlages of such a move. Fifth, we rcvi r wc<l th e go,·cr n rr.c n l ' s policy 
o f 11 ujaamnzat ion11 (lhc dl!vclopmcnt of s c ~Jaralc cconornically ,-i a blc 
communiti e s ) Lo dctc rrnin c any potcnli«l conf l ic l s wilh :1ati cm a l t.;l t> ­

nomi<.: d cv1.: l o prn cnt objcl'li ,·cs. 

9 Saudi Arab ia . \V e arc c urr e ntly n s5 is ting the Sn ucl i gov e r n n 1C' nl in an 

cffo rl to r c organi i'> c ;i.nd :; I r c n g lhcn th e domest ic g ovcrr.mc11 t Lo s up­

po rt eco nomi c dcvc lopnll!nl. Pa rl o f our wor k invo l vl.' s cl di ning lhL· 

relative 1·o l c s :rnd rc;Jation ~llYip s bf'twccn the na ti o na l i.;ovc n1mc:nl and 

the local g ovcrnm c nUi in light of sr cc: ifi c dcvl..llop1ncnl objectiv e:; . 

Parti c ular a llcntiu11 is bc:ing dil' ·c l u e\ tuw:1rcls t h e cl ·v d n pm1,;11l c1f llH· 

cs:H: nliaL gov c nm~l! nl:1l infrast1·uc.:tu1· . Jn .1cldilion 1 Wl: ar c cll'Vl!lt•p ­

ing ;,1 planning p1·nc c· s 1; l11 h dp c n i-; u1·c that rc!lmtr c cs :tl'c proper ly ~ 1 -
l ocn l c<l t o (adlita lc a c 1.:0111pli:; l1111 cnl of cl cvc lopmcnt o 1Jj cclivv9. 

Y Pc:nn:1)dv an ia. W C' comht c l "d a m:1jor r eview of Pcnn::i ylvania' :; tot~ ) 
t ax s t1·u lure ns p.Hl CJ f .an <.wc1· ;1ll tax t'cform c fful'l. In that ~l ucly , 

we h e lped th ' S t <ll <: <.IC'v1·lop a t .1.'\ :;ln1c tu1·c which would uc c.; ondudvc 

to economic gn'l\vlh :u?cl :t!ini:; t in lht.: alt1·actio11 o f inclu :. lry lo 

P~n noy l vani~. We 1wrfo1Tn1·d 11urncnn1:; cc o no1ni<... fon.: c:asl11 and 

hC'l pcd StlllC orric i;d ~ to p11r.ilio11 lhc t:1x s lrll l' l\l l'l' in ils pl'<•)H! J' pv r­
spcc livc within tli L' St a t e ' :; l! Ct111 t.1niy. WC' :-l l :rn s \1 gg 1.::~ l ·cl ull\\.!l' an:l .. 

whC!rt.: th e S l:il t.1 n1uld i1n111·11vl: il !i p ost ur l) for l!1,; crno1nit· gr(l\\' \h . 
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!] i\:cw York Slalc. Over th e years, w~ h;1se assislerl the Sta te o n sev­

eral sludics designed to help i mpro1,•e. lh c Slate's u1,·crall ccunumy. 

For example, we helped deve lop an improved planning and buclgding 

syslen1 whic h recognized the c~·dical effects of income and r.xpencii -

lure hasec~ on Slt\l·c economic conditions. Thl! i!1fon--:1ation s ys tt:n. we 

developed h e l?.:d State offidal" r lan f)l"Og:·an-:s <.i nd r espons es better 
suitccl to th e cur rent economic condition s . 

~ Atlanta . We conrluctr: d rw o import t\nt s tud ies fo r the i\fayo•, both re: -

late d to C'conomic d ..::v<: lopmc nt. Fir s t, foll o ,vin g a ch;nlc·r rcd s ion , 

wr: helped o r g<1n i 7.e:: Lhc D e partment or llurn a n nnd Com1nun i ty o ~"!vdc:1p ­

m en l, the de p ~· l'l rn en t which ,.,.. <t s r c s pons i b I c• f o r city - w i cl e <'con o n l i c 
d evcdopmc: nt. ln :i dd ition to r ccomn1 L· nc.li~g ho w the: cc'0norni c d c·,·c· !op -

1ncnt fun cti on cou ld 1)C' o r gan izcc\ 1 w•' su~gC' ~ t <:<l \\'ays to i:ic:·(· asc it i; 

c ffc:c ti\·cncs s by g iving i [ mo r e visibi lity in the >.!<1 y or's officl" . rn ;:1 

sc·con<l s tud y , we as !" i sk<l the' M <tyo r in orga d,,_ in~ his im1~1cdi2tc 0 :·­

fi cc . An impo rt~n l p:\rt of thi s study W:\ S Qc:a1·l·d t u i r~c rc 2s i1~g th•· 
Mayo r' s l'ffcctive:1C'ss i n d l'a li ng \\'i l h t.:C'ono:n ic a ffa i r s L\ncl bu!:i i n1:~!i 

r e l a tionships . 

~ i'vli c hi !!an. We wo r ked w ilh the Michi g:rn SL•llC :Jc·parlmenl of 

Commcrc ·Lo S(!e how novc n rn1cn l f i nancia l <lctivitics , b roa d! )' con ­

ce iv e d, rn i gh ~ be· chan r_: 1•c! t CJ !; Uppn r l the State' s cco1H1in ic s tability anrl 

g r o wth: for 1.· :·w 111pl c, u s ing S tale inc entive:; to a tt i· ac.: t g r ow tl 1-01· ic·nlc·d, 
n o n -<nlt (J i nrlu!i l ry to M i c·h it!:i n. Tlw s tud y r ,1ngccl b · 0'1.d ly inlo an· ,1s 

suc h as th e: fo llowing: id c nlifying a nd examining k ey intn1 s talc m ttni c i ­

p:il prog rn1n s nnc.1 polici <.:!'> ; c v:tlualing c11i·1·c·nt pr og r a ms in light o f 
tlwir imp:1 cl o n eco1101Y1i c d c v c l o p rnc·nl; cl c vc·lopin g n w r c effec t i v e 

S late fin Llnc i;iJ policies :incl prog r ams l o c:1H: Olll':l gc econom i c cl evdo p ­

m c nt ; c:-:p lo rin g budget s lnbilizatiCln ;met cou nte 1·cyclic:i.l fi sc;Ll po l icy ; 

:ind a:-isc~s ing th e fe;1:;ibilily Jncl d cs ir;i b il ily of s p cc ifi l: incentive:: lei 

recluc c un <.:11 1pl oytnen l. 

Y L:ib2::\dO r. W e cl e \· c l e>p l:cl a sc ri cz CJf prog r .1llhi to irnp1·nv c cconorni1:, 
ecluc ;1Lional, nntl h ea lth c-:\ r e co ncl i li t11H; aH J"l;\l'I o f a n overall d eve lop .. 

m c nl fj (ra lce y for th e Sou·th Co~Lf;I o f L;ibr:lclo1·. Thi s c ffo1·t itwo lvc:cl 

co1Hluc.:ting cxl c n :> i vt· fi t: ld 1·c:1l'a r c l1 lo dcvc:lop a coinprdw nsi ,·c \lll­

d C' r r. t:\ndin g o f th e 11 10 livnli o 11r. a ncl wi :; li c:: of th e lnc ,t) populntion; ~·•l­

CC'\ll',\l~ing govc rnm~nl invo lv cmc nl ;1 l loc;tl, dh1 lri c l, pnw in c:. ial, n11d 

frclc1·a l lcv •l !J ; :\ncl eva lu a ting cl1•v1:\ 11p11 11: 1t t ;l)l \'!·nalivc:1 and sc l cc li n1~ 

lh ~: rno:; I· c o~ l-cffcc t i ve f:n lutlnn: • ·l lHJi i1 l c 11l w ith p1·cr. • 1· v ing !:IOl.'. i ,11 

v;\lu<·:L A m<tjo1· \:ncl JH\ld\l \' I w., ::; :l :: l l' :\ l cg y frll' m o cl 1: rni ;·.i11 g :inti l' "" 

p•1nclin g llw fi ::h ing indu !: ll' y In 1 · apit.tli :~<· on IH'W dv\' l! ln p11ll•11t:1 , whili: 

p re st·rvi 11 g tlw i11cl 1.:pc· 11d1·11cc u f l l11· :1l fi !:l\l: r11h: 11. 
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~ Export Developmcnl Fund of Portugal·. Somewhat related to our 1.1.'<irk 

in Lab1·ador \•:as a study to develop a !-;trategy fo r restoring the vi:>..­
bilily of the Portug:.icsc fish-canning industr~·. fn this case. our pr i ­

oriti es were to improve c:.;porl rnarkcting pcrfo:·n-.ancc: inc rc.:i::;i...: 
µrofil:i.hilily hy in-:µroving canning opc1·ations ancl product 1;1 i;.:; a11d 

inlroduce new ~pproclches to fish supply, allocation, and pricing. 
Because of the highly fragmcnled naLurc of lhc ir.dusti·y and et str9:1g 

inhe.rc nt resistance to change, il was ilnporlant to st:·ucture roles lo 
enable i.hc gover nrncnl and regulatory agcnc if~s invo lved to take a:~ 

active, innovative part in carrying oul p rob l cn. ~o lutions. 

5 · Surin<:1m. Because of dctcrioraling ped:frr.-.ance during lhc Jasl f(•w 

y ea r s , we w c r c a s k c cl l o a s s e s 5 l h c vi ab i ·1 it y of a j u in t v c n t u r c b c t w l ; c n 

the go,·cr nrnenl of nc\\'ly in<leµcnclc:nt Surinam and a l arge.: fo1·esl p r ocl ­

ucls comp\lny. The ventu:·c was tnn1bled by ine ff ic ien t proch.;c:!on 

1 eve l s , mark .. ~ ling and man<! ~crnen t p:· ob lcm s , and Lhc ovc rall l~~ ck of 
l~ now -how a ncl lcac!<.: r f>hi p ca pa bilili cs foe ing n 1o:;L c!l'.:\·clopi ng c o u n -

lries. Accorclingl y, our task was lo dc'.·cloµ p1·ofi t -im proveinent p1·0 -

grams for the enlire company; define. st1·atcg i c di r ections for 1.h c 
mecliurn-tcrn1 futur e ; propose an org:inizatiunal sln~cturc; a:1d asses s 

the comp~ny's overall po~·il i on in lhc forcsL ry i~1clust:·y oi Surin\lm. 

V Great Britain. We «r.si s lccl the ~::tl ion :d. E:l·o 11 umic Dc:,·clopnicnl Office· 

(whi c h r epo rts al the Cabinc: l lcvc:l) i n an a naJ.~r:;is of !w t:·odo ll .:l r re ­

cycling an<l th e rnccl iurn- l cnr1 impac t of' possible changes in world 
tra<lc patl'crns on indu s lri ~ l expo1·t·s . Ver!:lio ·:1s of Lhc final r epo rt 

were alr.o p r eser1Let1 lo lh c Mini~l!Ty of Foreign Affairs in France and 
th e Minister for Economic J\ (fai.1· s in Hollnncl. 

T hi s cl csc ripli o n of :\fcKinscy & Company indicate s. i n onl)' a general w:ly 
the sc t· vicc!.i lh.:ll we o ffe r our cli e nt:.. Our hns ir~ aim is s impl e : l o prO\'idc all 

our c:licnL!; , whclhc:r public or priv:ilc, willt Lile :i10 s l sophisticated and cffcc­
li\•,• man:t1~cmcnt coun:1cl pos :;ibh! •;ind lo do H<> a t It cunr. i sll;nlly high s ln11<l <Lt'd 

n( qu:l l ity. The :lirn if; !'impll! , bul ils achievement is not. We believe: , h uw­

cvc: r, lh"t we h:-.. vc: n'adc rnuch progrcs:: toward lhi:: goal, a n tl we a r c cnntir11.1 -
:\l\y l' cc•x:lmi.ning ou r own orr.~1ni~a li o11 :incl mana r;c:11H!tlt processes lo cnsllrc 
lha t thi s p1·or,1·,•ss wi ll co ntinu e. 



-l 

I 
I 

I 

' . I 
J 

I 

HIGH!.. IGHTS 0 r= :.;c !< I ~:s::Y GG:.i :::STIC PU:! l. iC S:'.CICP. ?i1,;C7 ICE 

iY?: c;: c~ : :::.1 j 
·- ------~·~~ - ·- - ---------- '-----------·· 

STATE GOV ::H;.;;.~ ::NT 

'· - -·-··- -··-·--·- ·-·-- - -----·----···--

CJliforr.ia 
P.usin!!s; a~: Tr:, :-. !::c r :;,: : ~.-. :. :,.:.:-. : ·1 

Dcp11: .1Hrnt :> : ri:-. c..-:~ 

O~p<irtr:;~~t :;f S.:·:ia! '.'. ~ ' ' :: · e 

O:?;:iartm1: r:: of T: .- r!;i.:r:.:: ;;. :-. 
\ 

Ofiicc 'Jf ,\: ~ ., ~ ;~ ;.·. ~ .~: ~ ~:v=: ~ 

Con.1::c : i:1...t · u)::l:i' : ."":: ~nt ::f ::~ ·. : ·:-; :-:i;; -.:~ : ?: .:: : ~ :: :·· 

H.;· ... ·.:i i i · H.:·:.:1: H~t:;::· ; .:..::'-::::· · :., 

l !li.1.:1s 
ourc:J o! 1.1 : ~ :!v:~; ~: 

O~·~ :r::r.:: I'\ ~ .:.: l:: ~.::; J :::.: ~ , . 

H ;u~ : ~ ~ 0 ~ ·1-: ' c ::-r~ ~:~ \ .~\-. 1 \ · ~ · . : .. ,· 

Exccu : i·.' ~ C f f i :~ ~ = :~":'~~·1 3~: '; ;~:;~ 

Sr!cct c~n~::~ ! : :~e .:i:i ~:; .. :~~ ~c."" ::. 2 : : ::i 

~.l ichi;:!11 

Por : r\'.J t~1c :: ty 

Publ i: Scr·1 ::~ ::~r:" r~ . ~~: :: n 
Si.:ile H~t:~ : :~ ;; O~·. c !-:. :· n~:1 : .·\u::.or: :-1 
Tr :;ni;:-?r :c:·c:i Co,,·-~i!~;on 

New Jc r s·~·1 · Oc;-: .;r : r:i ~!i : o~ C:::':"ir.~~ ..-, : :y ,;~: J : :; 

ffow Yod: 
O<:pann-.cnt of ::'.c~l:C:.!i:>n 
Dcp.:irt;-:1 c:1 : o! l.~1bo r 

Di,·ision o f the ?.~<! ;i:? t 

Ernplo\'C ::!\ ~ c tir .::r.ic:-·1 : Svs:er.i 
Hit;h~r f:c!~c .1;i on J\s;zst .:?::c~ C::H;:hY:.:ion 

lr.sur;i n: c D!.!i:u:t:':1c:n 
Tcachcn ~~t rr\!:n:?n t So:!rc 

Ncrtlt CJ:olin:\ · Oci;~::·ncn: of H~1m~n :\cscu:( ·~ l 

Ohio· O:•pJrt~:l~~! nf Ur~Jn A ffai:s 

Pcr1n~·1t"a:1 i J · OU z~c o: the Go'J!:rnor 

Rhoc!c lsl.1 11d 
Council for :i 2c::cr !l ho c!c l;la:1d 
Olficc•oi t!1c Gov c: r.or 

Tc:x<i~ · O l fi :: ~ of 1:1c Go·1c:r-.or 
Vi1 9ini:i 

Divis ion of ;,()I' 

Oivision of ti:\! lhicJ.;c t 
I l c111~ i fllj n~'v clo;ir: 1·:11:' u : :1 .~: 1 : ·,· 

\l/i ~ C C\Mill • T ~ < Or p-.r:. no' ll l 

---· ·----·-,.--- -··-- --··- ------·-·---· -------·· 



-1 
I 

) 

) 

I 

r . 
I 

' ' I 

HIGHLIG HTS Or f.l::Y.l~:s ::Y oc~.~:::STIC ?USL!C !icCIOH PR/ .. CiiC:: 

(Gen tinu~c!) 

n'?E c;: cu:::r I 
~1·-------------------·---------A:l~nt:i 

Mc:ropc!1:E:-: :i: : ~:'.:.> ~::~::c I r:::-:;: : ;\~:~:>:!:-1 

OHi.:e o! :he :.1~·1cr 

J 

---------·------

EXECUTIVE OFFiC2 
Or= TH!.: r:H:S IO[NT 

Dal!~s · Ci\Y of 
Oistr ;= : o: Co=·-;-;i~i:: 

Na:ior~~i C::~ : : z:I H~;is : ,-:; F'.::::cr : ~,· 

Off'.c~ of :he ·.~::·,·cr·C~:-;-.;:·,i-;) : ~:':?: 

F.;idcx C=•J:.:v , v: :~·r : a 

Los ,\r.~·~:::s 
D::~e:::~=:lt> :;f ;,::-:::l .. :> 

:1\or.t-;::r:1·~~:' Cour.i:-1, ·.~G:·,- : ::~G 

:·l~w Yer'< 
9oai::! o: :::'..; ::~. <o:i 

cu:<:c?~ -:,! :r. :- :bc:~:'.'( 

City of 

Dci;;:t:-:i:'.'r.t cf ~~~'ai:.:;!s 
EmirJn~c?.~.:.~: ?:o;~::::on ,\,::-:1in:s,::!l'0:'. 

Fi :1;.r1cc ;. c:rn; :'is :rt:! : ~:1 

Ho~1s i n~ :ir::l D·:".t:l: :-i .~-:~t ,\.:;;:, i :~:! : r.; : : : 1 r. 

r.locel C:i:'.'s r::i:1C',· C.:i ::i :: 1: ;: ~<! 

o~·~ ,.~, u.;v, 1 avm lj; 
Hcgional P!:.::ni;~~ ,'\ss.:-:i<i ::or. 
Tr.mporar'/ St~ : a c ,_.::::-r ~.-:·.-i ~ ! c:i Ccmmit:~-? 

P~il adal~J~liJ · .'.l o~:~ t C:1ic• Acmin:s;:;; i io11 
nichmond 

.City of 
Rcgion.J! ?IJn:"'.ing l'J's:r:ct C..:>n;r.1i~sio11 
Ta>: Stud·1 Co11:mi~s1c:1 

San Fr<wcisco 
Cit't' :ind Cot111:y o ! 

Pllblic Utili:•,· C::im:nis;icn 

Cos: o f U·1i :Hj Co,m:i l 

Office .:if Ci·1il a:1c Oc!~n.i~ : .. -to~ili~J : !o.-1 

Office or ,\l:Jr.:.g~r~c:it ;ind 3 ... t:!~·~ t 

Offic.: o! 5.:i.:-:ic~ :inc.! T..-:~riol c :;·1 

Prcs:ccn: 's ,\:,11ory Cvl111c::l .:::1 .•.: :1 n~:;·~1 11cP t lr :: ; • 1 : . ·: ·::~:·t 

Prt:\idi':. :'s Cc,r:~: : "s~:on e::• P::r~ ~rn ,_• t :n:i: · -::· .. '11 1',t: 

Pr iCl' jri~I \'.'Ji:;~ ~ : :11•il · : .:. : .:''' ::.:.ir :~ 

L -------·------··-· ----------··----_u. s. '" "' C-'"= "''·" --.--·--------·-----·---



l I 
l ! 

I 

J ! 
I 

I i 
I 

I 

HIGHLIGHTS OF f.'.:.:K1 ::s::Y D'J.'.~i:SllC 111.}:;!...!C s::CICi\ ?il.'.c;··ic:: 

(Continu1Jdl 

TY?E CF CllE .';T 

--------------------· ··-----

INDEPEN D!.: :.JT 1\GE1\CY 

GOVE S:\'i.iENT·Si'CNSO i~ ED 
COHPOi\ATI ON 

·--------------

0.-?pJ:t.":I~" : o: ~:de·.:;;·.;:~ 

o~::ar~~t'-t cf ~:,.""r.rn~r:~ 

t! c: ;ion:I 1-. s:::.: ·.~; :i i..::?:: !:'1 

Cf fie~ of ~.:: .;c: : \J:'. 

De;>jrti'l;.r.; c i : ""~ 1.~ :.-?· : .;: 
C~;>~rt~~::' 'Jf L:::c: 
C~tJ ~ rt:-:-.:; .. ~ ~i ::- ~ "ir -:i :s·J:'," 

Ato::1i: r:r.er;·,· C ... i ·:io. i ~~:{ir 

----------

Ecr.1:11 f:r.i;.•lo·1m~r. : C;:.:,)or:Jni :·1 C.:.mm1s;io;i 
Fedcra! ~~~rg ,· ,\c!:n;nistr:Hion 
FctfcrJ I R~scr·1~ Sy;:!:il 

t~ltio:1J I A,; rc11au: 1c.> :!f'\d Spc~ ,!.cm ini ; ;: .; ::0.1 
National Com1r.:ssio11 o, ~:oc.'.'...:c : ioti : ·,. 

Nat ion:il L~bor R<!l;,(io:is o:J r .! 
Off ice o! E~oM:nic O;:;>:i:a1:11 :y 
Pl.!:ic·~ Corps 
U. S. Civil S~r\'ic ~ C :.rn:ni;sio11 
Vr: ~ r;in s /•C.mini s:: .; :1or. 

----------- ------·-----
Comrr11nic:itio:is S:.:dli tt C..:i·~ t:' r ~ :' o :i 

FrcJ~r;-.1 i~ J t •o~.:1~.~c::s.:s~1\;:i,c•.lt:~·r. 

NJtio:ic.I Cm:!': rot lic1~·\in-:; ~.: J,"'.: ~!'r.'C "\t 

NJt:n:i;1I :t.11110.:i; ! :'::;=~'"«,,;~: C:>r;- : ~ 1, _,n (,\:.: ·r1i/'.~l 

U.S. Pm:; I S\• 1·:ic~ 

Ur.1td S::. :cs fht!\\)'/ ; , \ ;;:iJ::on 

-------------·----· -~·----



------------
l\"1c IGnsey & Company, 555 CALIFORNIA STREET, SAN FRANCISCO, CAllF. ~4104 

~ 
March 22, 1977 

Dear Terry: 

It was good to talk with you today. As I mentioned, we will complete the 
memorandum outlining our ideas on how to proceed this week, and ge t i t in the 

mail next Monday. 

111n gl ad you found the Surinam material useful, particularly the cottage 
industry focus . Our Amsterdam Offi ce is sending over some more details , 
like the charter of the commission, some of the enabling legislation, an<l rel ated 

1naterial. 

Enclosed with this letter is the report on the future of Britain' s automobile 

industry which we <lid for the Central Policy Review Staff. Bob and I thought 

you might find an example of our work useful. 

I hope the public communication antl info1·mation app t•oach i s well in hand 

afte r th is Saturday's meeting; we look forward to rcn.cling the mate rial , along 
wi th John Williams ' !-.l ummary of the goal-setting sei-;sions. 

As you asked, we will sen d on the memorandum and touch base when I get 
back from Sudnam Ap ril 4. Pleal::le call Bob or leave word with my scct·ctary, 

R ober ta, if you want to discuss a nything sooner. 

I talked with Bob; hi s r eaction to yout· r eport on the :-i n.ow wa!'I lhe sarne as 

mine : " you really know how to hurt a guy . 11 We'll be in touch soon . 

Enclosure 

cc: Dab Waterman 

The Honorable Terry Gar diner 

State Repr os entati ve 
Alaska Sta.te Legi slaturc 

Pouch V 
Jtmeau, Ala1:1ka 99811 

Honch 
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Sweden and the World 
Sweden, with :i popul:ition of no more than 8 
million, has :ilways been an active participant in 
world affairs and receptive to new ideas and devel­
opments. At the snme time, this h:is been b:ilnnc­
ed by a rather cautious individualism that has 
kepl outside influences somewhat n t :irm 's length 
while her people work lhings oul lheir own way. 
There was one influence, however, over which the 
country hacl little or no control. This was the 
lnduslrinl Revolution which, when it came, sud­
denly tr:insformcd what hacl been for generations a 
largely rum! society into a highly inch1stri:ilized 
st:ite nlmost within lhe course of n single lifet ime. 

Within a few decades, change swept over 
Swedish society nnd where once people looked lo 
the farm for their livelihood, they tumecl increas­
ingly to their vast natural resources - quantilics 
of high gratlc iron ore, endless forests, and, above 
nil , water for power. Swedish engineers and tech­
nicinns employed these resources to nclvance the 
country's technology which, in turn, developed 
products and services that have found markets in 
every comer of the workl 1 all bearing the Swedish 
hnllmnrk of precision and quality. 
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l3ut Sweden cares for more than the protlucts 
llL'r industri:ll plants ship lo the marhcls or Che 
world. She cares also for till' people who make 
111~111. for the qualiry of lit'c ancl the cnviro11ment 
i 11 which I hey n re procl\IC{'t I. Sweden c~~ognizcs 
thal n society where hum:rn cxpectacions arc 
frustrn tecl is one that can produce little lasting 
value, either for itself or for others. 

The SwcrJish Economy 
Some call it a controlled economy. Some call it 
socialism. But a country where more than 95 per 
cent of all production remains in private hands 
can hardly be consitlcrccl to be very socialistic. It is 
true that , in Sweden, the government controls a 
number of functions and reserves for itself the 
responsibility of operating certain public utilities, 
such as the telephone system and the railways. At 
the some time, bccnusc of a combination of histor­
ical accident and economic necessity. the govern­
ment today also finds itse lf the owner of a num­
lrnr of commercial venture that compete directly 
:rnd on the open market with private cntcrprise, 
Lhrough :rn unusun l industrial nnd social cxperi-
1nc11t known as the StatsrnretngGroupofSwcdcn. 

11 • , ~ . ' . 
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The StatsfOretag Group 
The Group docs not enjoy the advantage of occu­
pying a government-protected monopoly, or even 
a near-monopoly situation in any of its businesses, 
nor cnn it look to any sp~ci:-11 privilege simply 
because of its rclntionship to the slate. In these 
~cspects, il is no different from any other enter­
prise trying to win a place for itself in world 
markets. 

In other respects , too, the Group docs not at 
first appear to be radically different from other 
large industrial, multi-product companies. In com­
mon with many of them, ii is characterized by a 
wide range of technological nchievl!mcnl, interna­
tional marketing experience, and highly selective 
management skills. 13y any standards il is sizeable, 
with nssets of more than $2 billion and, in 1974, 
tolnl revenues and profit in excess of $2 billion 
:ind 5250 million respectively. The companies 
within !he Group arc solidly established in such 
diverse activities as mining, steel makinc, shipbuild­
ing, anti forest products, all nreas in which 
Swedl!n's posi tion is internationally acknowledged. 
/\t the same time, other StatsfOretng compa-
nies h:wc developed strong capabilities in some of 
the newer technologies, such as the petrochemical 
industry, the design and construction of nuclear 
power plant components, numerically conlrollcc.J 



6 / lllE STA TSFOREJ"AG STORY 

machine tools, electronics, communications 
equipment, specialized pharmaceutical products, 
and educational systems. 

The facr that the Group is government-owned 
is not, by itself. a particularly unusual circum­
st:rnce in the world today. But once these similari­
ties with other international industrial groups arc 
noted, further comparison _ecomcs difficult, for 
StatsfOret..ig has no model. It is a totally new and 
previously untried attempt to fuse traditional 
commercial concerns with certain nntionnll}:'. pcr-

'J:eivcd socia I nccd s.r.Jz.u t not in the usual benevo­
lently vague way such undertakings are so oft£ll 
managed. It is meant to operate in these two areas 
in an accountable, measurable and effective fashion. 
As such, it is an industrial mid social experiment 
- unique unto itself nnd, nt the same time, 
uniquely Swedish - that has begun to prove itself 
after five years of trial. 

The Government's Role in Uusincss 
Before 1970, the Swedish government took a 
more or less direct hand in the administration of 
30 separate and quite different commercial 
\'Cllturcs, which were bound togelh1.:r by only a 
~ inglc ch:i racterist 1c. A II were eil her wholly or 
p:i rtinlly owned by lhc state, :rnd all competed in 
:1 free mark~t 1:rn110111y. These c.:ompanics had 
b.:conw part of t ilt• govcrnmc11t 's portfolio for a 
'"' ric t y or rc:1sons. Some were outgrowths, in 

. . . . .. ,.,., . ~ . •• 1 •• . , .. lth l.· . . ' • 
1 I f . t~ , ... J ... '1 ... ' • II ' . . ., . "' 

different fonns, of what had once been monop­
olies that the state either couldn't dispose of or 
found inconvenient to sell. Some, originally under 
private control, were experiencing difficulties and 
the state decided to come to their aid. Others, if 
allowed to collapse, would have created serious 
unemployment problems in sensitive arens of the 
country, so the government stepped in. 13ut for 
whatever the reason, in late 1969, the government 
was deeply engaged in a variety of business ven­
tures, only a few of which were satisfactory. 

The 30 companies owned hy the stnte report­
ed to eight different government departments. 
This created a situation where responsibilities 
were diffuse and priorities unclear. It was to elimi­
nate some of this confusion and lo promote more 
efficient management, both in tcn··s or clny-to­
clay oper:ttions and long-r:rnge planning. that tl:c 
Swedish Parliament took the step of bringing to­
gether this group of highly diverse businesses 
under a single adminislrativt: umbrcll:: t 1 be 
known as StatsfOrctag, which, in turn,\ 'l llld be 
responsible to one department only -the vlinistry 
of Industry. With one stroke, PnrliamcrH had 
c1·eated an organiz:1tion that was uble to act ns n 
buffer between the companies and the govern­
ment , allowing incliviclunl man:igcrs to get on with 
their admi'listrativc duties, while the parent 
company ;issurnccl fuit 1·1.. .; po11!1il>ilily for rcportini; 
lo the government. 
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Goals of StatsfOrctng 
Out formation of this instant conglomerate, 
which took effect on January I, 1970, created 
some unique problems. Although Statst'Orctag 
itself wns 11 br:rnd new entity. the oldest company 
witllin t Ile Group dated back to the 17th ccnrury, 
:ind many h::icl long histories of opcr:11ions . ~,omc 
"' o t ha forms and umlcr diffo rent own~rsnip. 
Civcn rnch ind ividual histories, there v1<1s not 
mW-~! natural in.:lination to work tog1!thc: . To 
compound matters, the comp:inics displ:lycd 
marked contrasts in product orkntat ion :rn<l 
management styles, while their financial require· 
mcnts, economic probkms, and levels of perfor­
mance were .111 quite <liffcn:nt. 

Thus far , the situation appc:11·cd to he strictly 
one of applying convcn t ion:1I 111 :rn:iµcnh.·nt tech· 
niqucs to the solut ion of not unl'a11u li.1r husincs 
problems. Out, bcc:lll c of the n:iturc of the bill 
passed l>y Pnrl1.1ment, it was evident that the 
government had .1 grc:it dea l more in mind thnn 
crcatinc a c:1drc of ma11:ig,cmcn1 that could help a 
group of fnlti.:ring comp:111ics out of trouble. The 
l:l!>k it ass igned S t ~1t sf0rl'l:l~ was for broad l!r 1h:rn 
th:tl. No t only did it th rust the usual business 
rcspon5ibilit ics on the shc1uldl' r:\ of the new co~ 
por:uc sroup, ii :i lso w :t!I 111:idc clear th:i l Stats· 
foretag was expected IC' a sist in llh!l.!l ill!; Cl!rtnin 
soci:il n.:quircmcnb :inti , 111 add it ion, that it was 
to \H ornote the l~oal of providinp, job security ;ind 
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~ork satisfaction for all emploz:e~. ! low ic was 
to achieve these interrelated arn..I~ perhaps even 
conflicting goals, was left largely to the discretion 
of Statsforctag m:inagement, although certain 
guidelines were clearly suggested. 

J ni I ia I J>roblc1.1s 
The first task, as management saw it early in 
1970, was to take a financial inventory. The 
result w:is the compilation of the first consolidn t­
ed Group financial report ,'a document that did 
little to inspire public confidence. In fact, it dis· 
closed a pict ~1rc of considerable dis:irrny. Of n 
total of 30 companies, ncnriy half - 13 to be 

.exact - showed operations at a loss , :ind of the 
rest in the blnck, only two could he considered to 
have gcncrnlly :icccptable levels of pr~ fit :ibility . 

Clearly, management's first priority w:ts to 
t:i ke steps to impro;-e the competitivenc!:s, effec­
tiveness. and profitability of the comp:inies with· 
in the Group. Uut how w:is th is to be done? There 
were no tcx t book c:iscs to provide gu1dcli ncs. To 
be sure, the private sector could provide nrnny 
cxnmplcs of how rnnn::igcmenl had improved 
profi t pcrform::incc, but Statsforctag's rcsponsi· 
bi lity was bro:i<ler th:in th:it. Tl11:rc wl!rc e:<ampl ~ 
of how state-owned en terprises in other countries 
were run. Out most of them dirl not :idhcrc to till' 

·principle of strict :iccount:ib11ity, frequently per· 
milling the line bet ween socinl nction nnd business 

-------........ -----------.,.~--·- _____ ...,_,...-..- · __ .._....... ----.. --·-· .. .. . .. er•...,..-r--r·~~ . 
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performance to w:1ver and become unclenr. Stats· 
f6n:tag, on the other hand, was expected to keep 
that distinction clear and to deliver measurable 
results in both areas. --- s~c..l'. "'1 ~ 

Decision to Decen tralize~ 'b~~ tic-ft'v~ 
At this point, recognizing that it would have to 
construct its own model, Statsforctas manage 
ment could hnve taken t1ny one of a numbe of 
directions. As it happened, however, wha finally 
bl!gan to move the Group in a posit ivc ' ay was 
the basic decision to ad:>pt a manage en• style 
that was decentralized in approach athcr than 
onc in which po ver was con cent r. ted at the top 
.ind hil!r:irchicat in strw.: turc. T s, in fact, joined 
nicely with still another s:inc~ion laid down by 
the state - that the Group ;frovidc work s:itisfnc· 
lion for :i ll employees. 1%neshcd \\'ith thnt 
~onccpt because it is cl9.1rly diffi cu lt to accom· 
plish such a goal withifi the framework of a trndi · 
tional au thoritaria n org:111ization. 

13ut it w:is a perfectly logical decision in other 
ways ns well. It would have l>cen :in extremely 
arduous exertion of administrativc; will to have 
imposed a totally unified, monolithic policy on 
such a hctereo~cnous group of business opcrn· 
tion . u'csidcs, the individual compunics were 
;1 lr~ cly in existence, each with it;; own m:rnngc· 
1 ~11 1 and Bo:1rd of Di1cctors, all of whom were 
•• I.'. ·u)10111cd lO :1 catai11 freedom of movement. 

Fin;1lly, of course, adopting a policy of £central· 
izntion W:lS enlircly in keeping with vrcs~~edish 
preference for independence and i1 <fiviclualism. 

Once this approach became licy, n number 
of clements fell more or less i o place. The deci­
sion helped, for example, t .1rrivc al a definition 
of exactly wlwt const 1i~l1J satisfactory business 
performancc for n sta~~vncd organizntion like 
St:itc:fc;ctag. It w~s l termincd that the Group 's 
measure of succes. vould be profitability express· 
eel in terms of~ urn on equity, and 011 profit 
growth over · i>criod of time. Tht.: l:H ter is ::i per· 
fcctly con_Jenlional way of monitoring progress, 
but tht.: former is interesting bec::iust! it implies a 
s~1bsi9(:}ry r~sponsibilily for rinnm:ini.; it s opl.!rn· 
11011-S, carry mg the concept of decent ralizntion 
one step further. 

M:111ngi11g by Consensus 

Deccntrnliz:Hion requires n ru11 m,Jsurc of confi­
cl •;ncc nnd coopt.:ration nt nll l~cvc :. Auel so, to 
help cngcnclcr th.it spirit , n pro ·ss of consultn· 
lion was begun that rcachcclp 11 to the mn11ngc-
111cnl of each subsidi:1ry.1)1fout;h these exchanges. 
Stat sfOrctns srndually bug:1 11 to ncquirc an untll!r­
stnnding of tin: pro bl ·1il':c;, opportunit ic~ . :ic;pira­
tions, :in<l ncccls of 1c companies. This inter· 
change, which w . dynamic, shifting, :rncl cont im1· 
ing, gradually ·suited in nH1lu:i lly cslablbhcd 
pcrfonnanr; ol>jcctivcs thal clclincalrd tile sco1w 

• • ' · h , ... , ,, ........ ~: tt ··1 •·1., ...... ~ .. .. If~ ·. . . 
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The Rolr. of SVETAD 
But even more, becnusc the company believes 
deeply that it has a special responsibility to meet 
nnl ion al social needs, 1t has clcvt!loped still another 
11m1sual meclumism""i"O assisr in this endeavor. This / 
m1:ch:rnism is SVETAB, whose function is to 
invl's t in promising new ventures with a soli£_ \ · 
1:1, llHnc:rrinl potential.attempting to locate I hem 
111 tllosc parts of Sweden where ~mploymcnt is . 
~·1.•dcd. Another new developed function of 
Svctab is to work as a corporate staff with respon· 
sibility to opcrnte in the area of regional dcvclo • 
mcnt. That means that Svetnb w1 I be one channel 
through which StntsfOretag companies con::.ult 
with the state on questions of regional rcquirc­
tllents , and it will mnke thl!sc views known to 
operational m:rnagc rs, ndvi!'litlg them how their 
b1hincsscs c:111 provide this c:<t ra dimension. By 
' l ll ing up a ~cparall! corpor:1tc strnctmc to f1111c­
; ;11n in this spllcn: , Sta t sf~ rd:t!). has given form al 
1<'..:q '.nition th:ll it fully accep ts the broad rcspon­
·.1i.1l11ies 1h:1l were spelled out in the bill that 
lln..> llglt ! it into being. At the same time, 111a11agc· 
llll!tll h:1s taken the posi tion that :1 firm, well orga· 
11 izl'd intlltSt rial base is a prerequisite if t hi: endcuv· 
nr is to benefit soch:ty. 

\ l{1•1tcwccl Purpose 

111 n ~ :1th.: mp 1s to i111prove p.·rforma11 ~e. St :lls· 
... .... 1ag ltas insisted 011 cVl' I' more l'X :1~· 1i11g 
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standards of management practice. I! has held 
individual m:in:igcrs strictly nccountnble for 
results, yet, at the same tinrc, provided them with 
the resources and support they nccdccl to deliver 
them. But nil this w:is not done for the s:ike of 
short-term efficiency or at the cxpe11sc of the 
future. 

V:ist amounts of capitnl h:ivc been spent or 
committed thrcughout the Group to modernize 
manufaclllring f':tcilitics. Funds have been spent 
or allocated for major new expansion programs, 
one of them the largcst industrial c:<p:insion pro· 
gram ever undertaken in Sweden. Product lines 
have been analyzed and rationalized, brought up 
to elate where neccssnry. 

Throu~h n cooperative agrccmc111 with the 
Swedish National Development Company, a st:i tc· 
owned organiza tion spcciadzing in tcchnulogical 
innova tion. talsf6retag is seeking out new 
products and sys tems for the markl! t ~ of the 
1980s and beyond, dcvelopinn ideas that will find 
:1pplication in such cn1ci:il areas as cnviro1u1h:ntal 
protect ion, process techn iques, data systems, :rnd 
more efficient mass transportation. Everywhere 
throughout lite Group there nrc signs of move· 
mcnt :is fresh il\fusions of capitnl, m:in:igcment, 
:ind, above all, of innovative iclc:ls make them· 
se lves fell. 
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StatsfOret:ig lnternntion:il 
One result of this vilalicy is a recent decision to 
penclr:ite nr.w markets. StatsfOretag expects to 
:1ccomp'ish this in itially by means of StatsfOretag 
lntl!rmllionnl, :i new entity that will represent 
Group products and scrviccs in selected a1·cas of 
Africa, the Middle Easl, Eastern Europe, Latin 
America, nnd the F:ir East. Its mission will be to 
present the enti re Group as a resource for a wide 
variety of needs, an<l as :i p:irtner intcrescccl not 
only in t rnclc l>ut in full industrial coopcr:ition 
111u.J the economic clcvclopme11t of areas in which 
it is :illowcd lo p:trticipate with products und 
services of proven cff::ctivcncss, reliability, and 
paf o rm:rncc. 

The Future 
Bu t behind the steel. paper products, iron ore, 
111crchant ·hips, power pl:int components, 
111:1chinc tools. the co111 11H1nic;11ions equipment, 
thi: railway cars, :incl special phnrmnccuti<.:als, 
behind the technical a~sislancc ngrcc111cnts 
cnccrccl into :rnd the inch1srrinl <lcvclopment 
prosrnms undertaken, there stands n quality th::it 
gives thc members oft hi: Group :rn added climcn· 
sion ns n tradini; partner. Beyond the goods it 
1nanuf:ictu1c' :rnd I he t~:chnology it h:is clcvc:lopcd, 
St.1hfo1cl:I!' h:h ti ·111rn1str:ited :rn l.'qll :l l co n ~crn 

flit' I he 11'dl\' td11;1l. flll' l he \'11\'11 0 1\ lllCt\I , .llHI for 
lh1.: wc ll'.m: 111' '•h' t ·1y. I hc:.l' qualilic:i .ire fkxil>k 

enough to find expression in many ways and to 
fit into many different p:itterns of clcvelopmc11t, 
operating as a force for social progress :is well as 
immediate benefit. These arc the qualities built 
into the technical capabilities described in the 
pages that follow, giving them a special relevance 
to the needs of the world of toduy :rncl tomorrow. 
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TO: M ickey Huibregtsen . 
H en.'t( Cohc!'l. 

DATE: November 7 , .1 ?75 

SUBJECT: Surinam 

FROM: . Siward de Vries. CLIENT; 

--~---~----------·-------------------------------------------·----------------------------------

. -

I he cwith submit 2. preliminary paper, made on n quest of Henk Cohen 
and containing a number of releva,nt facts about Surinam. the role of the 
D u tch development assistencc in the coming 10 - 15 ye_ar~ and some indica.tions 
of p o s !iible opportunities for McKinsey . 

· . 



INTRODUCTION 

In view of the substantial amount of development assistcnce that the Dutch 
government plans to invest in the slimulation of industrial growth of Surinam 
after its independence, Henk Cohen started preliminary ta~s with Mr ..... Verb.ocve.c.. 
of Bruynzeel. The issue was whether the Surinam interests of Lruynzeel could, 
in one \t:J.y or another, benefit from the financial injections a nd 'what possible role 
McKinsey could play. · 

The question however is whether B ruynzeel is the right entrance for McKinsey 
in Surinam, as t:here might be a much more interesting sc~la of opportunities 
in the planning processes and implementation processes of the Surinam government. 
In order to give the discussion on this subject a more factual basis , this paper 
tries to give a preliminary overview of the situation in Surinam,· outlining th~ 
following subjects: 

Y Historic- and economic developn1ent 

Y Pre~ent situation 

Y' Future development, especially in the light of the Dutch 
development assistence . 

1-IISTORICJ\L DEVELOPMENT 

. . 

To place the situation in Surinam in a historic perspective, this chapter vlill 
deal with the political- and industrial development. 

Political Develonment 

Surinam is part of the Kin.gdcm o! the N cth erll'lnds since 1816, gained 
full autonomy under the statute in 1954 (except for Foreign Affairs and Defenc e) 
and will b ecome independent on November 25, 1975. 

The recent his tor}' of poli t ics in Surinam is a functi on o! th e development o( 
the <li!forent ethnic groups. In the s ixti es two main political parties dominated 
th e political scene: the 11 Nationale Partij Suriname " o f Joop Pcngel (C reoles) 
and the " Ve re ni rrd-:? Hindoestaanse Pa r ti j 11 o( Lachmon (Hindus::ans) . In tht:: .... 
election o( 197 3, a c r e olt:: block, th e:: "Nationale Partij Komb ina ti<:" {N.PK), headed 
by Hcnck Arron won 22 o! the 39 scats in the "Staten" (Pa rliame nt), whil e the 
Hindustan "Vooruitstrevende Hc rvnrmings Partij 11 (VHP} of Lachmon got J 7 scats. 
The NPK voted, under strong opposition of Lhc VHP, for a fast indepe ndence. 

I OJI'"'~·~ ~~,i::i : 0 
~~~.}t/':: ~..,f\v-1 
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Although l asl October thr ee me~bers of the NPK in the "Staten'' left the party, 
thereby seriously weakeni::lg. the position of Arron, the indepence on November 
25 is now definitely approv~d by the Dutch Parliament. 

Economic Devel opme nt . · 

The P.Conomic develop m( r . <. f Surinam during the last twenty years was quite 
tin ba lanced. 

Y Most of the grow ·u took place i n the period 1964 ·- 1967 (Exhibit I) 
and 

5.1 was concent rated i n mining, indu strie .s (mostly sma~l s~ale} .se r v i ng 
as suppliers to min~ng and related activities 

• 
Mai n reasons: 

Heavy investments of Suralco (joint venture of , 
Alcoa and Billiton} 

Execution of Brokopondo work~; . 
1 

(])µJJ~ I . 

j · while the. share of agriculture, farming and forestry decreas ed: 
(Exhibit II) 

Stagnation of farming on a s m a ll scale 

Disappearance of "~aboen" woo<l. 

Y Gover nment expense s increased v e ry fast, mainly due to the 
to the unproportionate growth of the numbe r of civil servants 
(Exhibit 11). 
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PRESENT SITUATION .. 

To get an impression rather ,.than a complete picture, the following aspects 
will be briefly described ; area and geographic features, · demographic features, 

and the industrial structure. 

Area and Geographic 
Features 

. The total area of Surinam is 55 , 143 square miles, divided into .9 admin~stra­

tive districts: Paramaribo, Commewijne, Marowijne, Nickerie, Coronie, 
Brokopondo, Saramacca, Torarica and Para. The country is relatively :isolated 
and lies in a ' 'dead corner" of the world shipping traffic. There a ·re still big 
reserves of minerals (bauxite, iron), while the t\vo big rainrivcrs, the Corantijn 

.. = 
and the Marowi in~, have a big potential for hydraulogical energy cmd could serve 

- <:::::: 
as a source for irrigation. · 

Demographic Features 

The population, which had, according to a census helcl in 1972, a size .of 

about 385, 000, is characterized by the following: 

Y The population grew at a rate of 3, 6% a year in the period 
1953 - 1961, but then slowed down because : . 

Decreasing birthlcvel 

Migration lo the N e therlands (a t tile moment 

about 2 Oo/o of the Surinam popula tion is settled 
ln the Netherlands). 

The population consists of a 
groups: 

C1·eoles 

East Indians 

Indonesians 

Bush n cgroes 
I ;\ 

Chinese 

Europeans 

Aurenindians 

number of highly cliffcrcnt c' hnic 

. \rs J~' r r~, Jl /JA'fff'rV · 
10 

11 8, 000 "' t-) f\( - ,,....... 11· 

,rttP- l~~"6"' 142,000 '(P 

58 , 000 

( 7,. 

39, 500 

6, 400 

4,000 

~ 
About 7 0 ~~ of the 
Paramaribo 

population is concentrated in th e district 



Industrial Structure· 

The main elements of the industrial structure which will be shortly out­
lined are: the majcr industries, the banks, the infrastructure and the working 

population. 

Y Major industries. Most of the major industries in Suiinarn are 
\... ... ,..,.,.::i ""' ,....- -- 1 -. 1-,..,:i .. _ - i·m -··-- -- - -'uc'"i' o · uu.w ...... - ...., • • U.L LCJ.Q.""'-""" L.\.J pr d.J."j p.t.UU ~ ll: 

Industry based on mining , providing: 

+t. 
- { 

1/3 of GDP 

9 0% of export v alue 

40o/o of government income 

Employment for 7"/o of the working 
population . -==--

Industry based on forestry, provides 3% of -GDP, but is in trouble, mainly because: 

Decreasing construction activities 

in the world 

Di sappcaranC.:t~ of "babocn" / 
wood . 

Industry based on agri cultur e , cattle-breeding 
<ind fishe ry, 9uch as : 

Suga r factory 

Milk factor)' 

Factory for canned frui l s and 
vegetables 

Production of cocos1~il 
Production of made u p f. h rimp s 7' 

Other big industries arc : 

Softdrink factori es 

Cement - and concrete factories 

Confe ction workshops. 



Y Banks. There are, b.eside the Central Ba!'lk, three bn.n..~s in 
Surinam: 

De Surina ams che Bank N . V . 

Vervuurts Bank N . V . 

.' Algemene Bank Nederland N. V. ; 

. -· 

Y Working population. The composition and development of the 
working population are reflected by the following facts: 

Only 25 percent of the total population belongs 
to the working population, because: 

• 5 0 percent is younger than 
15 years 

Part of the population, "bos ­
creolen" and indians , does not 
participate in modern society. 

The sectorial development of the population 
shows: 

A strong r e lative dec1·ease 
of the number of people working 
in agriculture, callle-brencling 
and Iishe;ry 

A strong absolute and relative 
increase of th e number of 
government employee s 
{Exhibit III) . 



FUTURE DEVELOPMENT­
ESPECIALLY IN THE LIGHT OF 
DUTCH DEVELOPMENT ASSISTANCE 

On .June 26, 1975, the Dutch and Surinam give1·nmcnts signed a treaty in 
wh.ich the fundamentals of the Dutch development assistance to Surinam in the 

coming 10 - 15 years are settled. · The main content of the treaty, its possible 
implications ior the planning oi the economic deveiopment of Surinam, and the 
possible role of Mc-Kinsey will now briefly be discussed . 

The Treat.Y. 

' Basis for the development cooperation will be a medium-term 
development plan for which the framework was made by a Surinam­
Dutch commission of experts (see members o! this c'ommission in 
the attachment I). · 

Y Th e Dutch government will grant an amount off 3, 500 million for 

;i. periodo!l0-l5 years, of which; · ~~ 

f 2 , 700 rr1illion will be spent for co-financing of projects 
which arc part of the medium-te~ent program 
for social-educational purposes and for co-financing of 
industrial organizations, universities, and the "Finan ­
cieringsmaatschappij voor Ontwikkelingslandcn" 

f 500 million will be s pent on gua r ar.tee s for cle velopment 
loans 

f 350 million is not yet a llocated . 

Y Based on the medium- term development program Surinan1 will 
develop every yea1· " plan with proposals for financing a nd e xecutio n. 
within the framewor k of the Dutch development assislence. 

""' ~ 
The Framewol"k lf\lJf' 
Tho fr:irnt!WOt:'k can roug hly 1J e divirle d in thr~(! parts: (1) it g iv"!s .1. 11umbc r 

of spt!cific (but preliminary) recornmcn cla lion~ for support to a numb c: r of 
agricultural products and industries; (2) it describes what economic sti·ucture 
the commission envisages for the future; and (3) it gives a description o! the 
planning institutions that should be set up to assist the Surinam government in 

the making and execution o! the annual plan. 
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Y Specific recommendations: the commission recommends that support 
should be given to the f<;>llowing areas: 

Agriculture 

Rice 

Citrus 

Oilpalm 

~ 
Cocoer 

Cattle breeding 

Mining 

Bauxite 

Iron ore 

Kaolic 

,Peanuts 

Vegetables and fruit 

Ma if 
CassavA,J 

Gold 

Quartz sand 

Clay 

Water power: execution of the four-phase plan to use the · 
power potential of the Corantijn rive r. 

~""----

Y Future economic structure : although the big industr ies will continue 
to have a stimulating ' effect on the economy, the recommended policy 
is to create also broad facilities for mod e rn small-scale industri~s, 
which will 

Act as subcontractors to existing big indu s tries 

Produce products which a re being imported or ha ve 

export potential 

Extend existing small-sca le industqr and incre a s e 

profitability. 

Th i:: co mmiss io n for s ~~ s that a fte r a num be r of yc a :- s s m .. dl- scah: 
industries will dominate the economy of Surinam because it would 

- Enclos e 95 percent of all industria l settl e ments 

Employ 40 - 60 percent of the population working in the 
sector industry and within this sector 

Provide )'SO percent of •tll vnluc acl<lcd . 
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Y Plannir;g procedures: the main tasks of the ind.us trial development 
planning should be ·centralized in two new institutions: 

Industrialization Institut~ for the Big Industries; 
n1ain tasks: 

Prepare directions concerning the way and size 
·of particip~tion of the Surinam population. and . 

develop facilities (fiscal climate. financial 
arrangements, infrastructure, etc.) 

Carry out market, structural and investment 
studies 

Develop and carry out intensive campaigns to 
stimulate the foundation of new industrial 
activities in Surinam and p,romote export. 

The Institute should have affiliated offices abroad 
{E. E. C. , U.S. A.) to promote export and tourism . . 
and to handle peqnits to new investors (part of this 
wo rk is now done by the 11Stichling Bevordering van 
Inves teringen in Suriname ") 

Development Center· for Small-Scale Industries; main tasks: 

•. Advise and train the management of small-s cale 
incius tries in the field 

Carry out !esearch on product design, stand.ardi­
zatior., choice of machinery, export, market 
information, financing possibilities, c tc. 

Judge the possibilities of loans to certain small­

scale industries 

Stimulate the foundation of new industries in certain 

areas 

Increase product~vily 

Etc. 

Possible Opportunities 
_For McI<inscy 

ln first unofficial comments, the D1Jtch Secretary of Development A.ssistance, 
Mr. Pronk, expressed that he is not in favor of bic financial support to capita l 

intensive industries. In his opinion, which is widely shared by both cxp~rts workinti 



in the field of developme.nt aid and also by the joint Surinam-Dutch Commission, 
support should rather be given to small-size , but highly efficient , production / 

- ./ Cl ~which are comparatively low capital intensive but highly labor intensive, 
la:nd therefor e more promising for most development countries . 

In "view of this, we should at least doubt whether it would be a good approach 
to· enter any w .)rk in Surinam via Bruynzeel , as possible new industries in the 
wood sector, such as wood pulp or wood chips factories, are very capital 
intensive. On the other hand, it seems that ther~ are a number of opportunities 
in the sphere of the Surinam gover.nment. This includes basically two levels: 

Y The two ·industria ~ ization institutes , which will have a huge job in 
carrying out the numeruus market, structural and investment studies 
and will have to train and advise management. The.ir work will 
probably play a major role in the yearly planning decision of the 
Surinam government, which will be the basis for the yearly allocation 
of Dutch (and possible other) development assistance. It seems 
unlikely that Surinam can generate enough skilled manpower to do the 
job in a satisfactory way. 

Y The government of Surinam itself, who will be ultimately res ponsible 
for both the planning and the implementation of plans. 

The extensive experience of McKinsey in Tanzania could probably, among 
others, be u sed as a convincing proof of relevant knowledge.: (see Attachment 2). 



GROWTH OF REAL NATIONAL INCOME WAS CONCENTRATED 

IN A FEW YEARS . 

A ve r age yearly percentual growth 
of r eal national income 

Period Total P er C api ta 
.. 

1 953 - 1963 4.0 0 . 4 

I 1964 - 1967 14 . 3 11. '1 I 

1968 - 1972 2 . 2 0.2 

1953 - 1972 ~>. 0 2 . 4 

Source: Rapport van de Surinaam s -N e dc rlandse Commissie 
van Deskundi gen 



GROWTH OF GDP MAINLY DUE TO INCREASED MINING OUTPUT 
AND GOVERN1v1ENT EXPENSES 

,. 
GDP at Current Prices (SFL) 

1953 % 1968 % 1971 % 

Agriculture , farming , 13. 5 13 43.5 10 39: 7 7.2 
fishery ,, 
Forestry P,~ 

1 

5. 0 5 14. 5 3 14.9 2. 7 

Mining . 37.0 36 139. 5 31 18 ). 3 33.2 

Industry and construction 12.0 11( 
~-::i -

)t 3 1 6. (, 74. 5 -----Trade , banking , insurance 
1 '1 . 5 14 83 . 0 l 9 91. 1 16. 5 anc\ transport 

Gove rnmenl and o ther 
22 . 0 21 I 

sc rvicc s 90 . 0 20 13 l. 4 23.8 

l 0'1. 0 100 '.1'1 5.0 JOO 552 .0 1 00 

Sour ce: : Cc ntr ;d c Dank van Su ·iname 



SF.CTORIAI' n E VF. LOPM F.NT OF won T< JNG POPTI LA '"i'ION SHOWS 
STRONG INCREASE IN NUMBER OF GOIERNMENT EMPOYEES 
AND STRONG DECRE.t\SE IN AGRICULTURAL SECTOR . •. 

~ 

Working population by sector 

. 
Sector 1953 o/o 1972 % 

(x 000) (x 000) 

Agriculture, cattle- ~ ' r;: ) breeding and fi s h e ry 26 f ~ 23 

Forestry 1 2 1 3 

Mining 3 5 7 7 

Industry and 
Cons truction 8 15 16 ) 5 

Government and r(o) ~) othc .r se rvic es 1 ) 41 

~- -T otal a ctive wor king 
popula tion 49 ') ) 91 87 

Unemploy ed 4 ') l '4 l 3 

'J' o t n l w orking 
population 53 1 00 1 05 ) 00 
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The joint Surinam-Dutch Commission consisted of the following ·persons : 

For Surinam: 

Drs. H. E. Rijsdijk 

Drs. A. Brahim 

F. Caler 

Dr.Ir. F . E. Essed 

Ir. R. Shankar 

Drs. R. Somaroo 

Fo r the Nctherla nds: 

Prof. Dr. H . C . Bos 

Prof.Dr. W. Albcda 

Prof. lr . Franke 

Dr . J. l<oopman 

Ir. F. Schippers 

Drs. J . Mocrland 

Director Planningburcau, president of 
the Commission and of the Surinam section 

Director Billiton Surinam N. V. 

Lanclmetcr and government adviser 

Advbor of Secretary Cambridge 

Director rice facto ry "Wageningen'' 

Sta!! mcmb~r Planningburea u , Secretary 

President Dulch Section, profes s or in 

Roltcrda m 

Profosso r in Rollcr d<im and Delft 

Profcsso 1· in Wagcnin ge n 

Dcvcloprncnt economi s t in Tel Avjv 

Scientific A sais l c nl in Rotterdam 

Univer s ity of Foreign Affair s (Development 
Ass islencc), Sec r etary 



.~E~Y 
' S TATE llEP lt£91!.,...TATIVlt 

POUCll V 
JUNl::AU 

0!10 II 

HEt·:O 

DOX 1092 
KETCHIKAN 

00001 

TO: 1 !ugh Malone 
-..elark Gruening 

FRO:l: Terry Gardiner..-(,~ 
RE: McK.insey and Company 

Mio Is McKinsey and Con'Dany , , 

February 28 , 1977 

EcKinsey ;mcl Conpany is thf. l<tq~est nulti-it:ttion.:il 1rn11.:igerr.ent con­
!>Ulting firm in the \·:or:ld wi.th 22 offices \.."Orlc.lwid••. P..ob Watcrm:1n 
is the f cll Of...,r \·:e talked to and i s t.:he Director of the San Francisco 
of( i.cc . HcKi.nsey i!-: also one of t he oldest m:m.:igerre nt consultant 
£inns in t he \•X> rl<l. J\ppro:d.m."ltcly 50% of the Le billings arc in the 
area o f µlnnning . 2(J'fo of the ix \,'Ork is done for. b:mks ;md financial 
jnr. tLtut i.ons . 92% of their \-.'Ork is for the.: prLvnt:c sector. 'fnE:! rc­
m.1i n i ng 8'"!.. i.s with t llc eovern~nt sect or. 

/\c.:c:urding to W<1tct.11i·in, llteL""c <ire 600 !':Cnio r 1x•rtncrs in t-~cKin::;ey of 
t-1hi.d1 110 arc dircctnrs . Lfone o f the ~c:nior partner!> at·c allo·.,•ed to 
!:crve on :my bonr<lr. o[ directors except public scl:vicc type . 111cir 
company !>011..etimc~ \,urk::; wlth cl i.<:'.nts with conf lic ting jntcrcs ts but if 
t:hi. ;. clocs occur:, they arc run out o[ scpcr.:itc offices aml cl Lents ~re 
r\llly Wonned of Lite con Clict. 

Jw;t 1·0 r,ct [ l feel o[ \vh.1t WaLcrm10 ;mcl McKi.m;cy nr c nll about , this 
i ~1 a l lst o f \./41tcr.rr.1n' s l:cc;t:nt j obs . W:1tc n1nn r ecent ly rctlll:ncd to 
tht.: U11 ltcd St.:~1 Lcs j n Scplcmbe::-. Since the I H~ h.1s bcl'n i,..orl<Lnc t o !:c t 
up r·hi.!i c Tokyo of Hee. For eight 1mnth~ prcv ious t o ~iwi.t:ze:r L.1n<l, H;rter ­
m·in u1ught :1t Lhc.: Lu:-::mn l\L•S i.n ·~s School i n Swi t~cdtmd. Prcviou:: L .. ) 
Lhal' Ile \-.\">rkcd for t.r·ve r :_1l ironth~ j, Austr:1lia for t h<.: J\u:>t:t".tlfon Public 
Liro:1tlc:1sLing Comtti~:.~lon. Jn 19/0, \·~·1 tcrnu11 \,od c\!d for 01.x>ut !_;\.x m::mth;. 
in J\b~ka , prc~urr.:1l>ly foe Lhi:! Nat ic>n:1l R1nk o( /\ l<JCk:1. We ~r tryj np, 
1 o dll!Ck out ~;ome o( thl!SC :·:pt"! ri c·nccs . ~r:1l:t:lc Flri;t NaLion:.l B:mk 
Ji:1::; hcr--n n:1C! o f h L!.i m1jor cl i.<.'n t:: ove r I he I ast 15 ye.tr!~ th .. 1t he hns 
b~cn wLl:h l".cKins y. Jn l h:l t t i.Jr.c 1 ~jc~lt:tl c Fit~t hn!; gone fro:n 150rh 
to the top 10 i.J.:inl<!: Jn Lhc Unic:ccl Stntes . 

tfrn., J Jcg McKlns y ' "'ork't 

J\c.;~ord Lng ro Wotcrrm.111 , HcKin sr>y i :i n i; blg nr. they w:mt: to be 11ntl m1l<('>~ 
~1 •; llUCh ITOOl?Y 08 they W<tnt. 'Jhc i r l'l'<ll 1~0111 beyond th.1t j !: ( 0 hcl p 
oq•,:m i x:ic;j ons ch:mgc , thb hi d~ ( i ned .1:; 1· ·~ l c:huns~c not :1 uunl!h o C 
1\.•1><1r r :; ::L.1ckcd on n ~: lwlf . 1'ypjc:1lly , McKi n!H'Y ~•l'ncl : : :in :i L :un Lu 
\•\>•·k h'l l h ,;in oq~.:mbwtion t o r.o lvt>! t.he i r probl l.'ln!L 
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~lcKinsey sighted several reasons 1vhy he felt their organization gave 
top perfom.ance. 1) Mcl<insey send~ top level people in1 that devote 
ful l t .iJ1l:"'! to a parcicular probl~ ·whlch generally an organization cannot 
do. In fact, he said m:Lny times they find that t:hey know rrore :i.bout the 
organization and its problems th..m the organization itself after ·working 
for ~everal rronths. 2) McKinsey has alot of \·X>rldwide e.xperience in problem 
solving , rrore than any particular organization has. 3) l3y being so large 
nncl \•:orldwLde, McK:insey can draw on experience of many different types in 
th~ \•X>rld . L .. ) Mcl<insey has alot of experience in planning, nppro:x.irnately 
50"~ of their total billings. 5) McKinsey utilizes teams. Genera:ly the 
si.2e of the team they send in depends on the client's ability to assimilate 
infonnation and change. 'The teams are generally rrulti-disciplinary. 
They select the individuals for their teams, based of whether they ar· 
e.'<cited about the particular project and problem; their specific past 
experience such as, public sector verses private sector, or planning and· 
org.:ini::ntion experience. 

Additionally, Waterman sir,hted one other npproach that they use that is 
f~tixly successful. For i nstance i f McKinsey ~,·ere to \•X>r.k on the Pem.anent 
Fund ;incl Renewable Hesource Developrrent in Al.:i::;k..'1 , t hey \·.uuld wcmt several 
A ldsk.:ms involved as full-tirr.e 11cqu3ls11 on their team. 'T'his 11.ls the 
mlwmt;ige o f c.!cluc.:iting McK.insey people r.at:her rnpidly. It ~:peecls up the 
~ntLn~ pt:oce:;s o[ knowing indivi.clu<tls .:ind receiving dnt.:i. f r om Alaska. Late r, 
n!; McKim;ey bows out of: the implcir.entation s tage of l1 particular pr Jject, 
1\Jn ~k;ms \,·ho h'Crc involvC::!cl in t he t eam effor t , rcm:rin jn the St.:1te to help 
<.:~1 1.r.y out t lte l."<!St of the proj ~<.:t . 

!Jti'.·1 )),.)es McK.:insey A~tu[l ll\' \-.'ork on Probkm Solving? 

McK tnsey in result!> od.e.nte<l a~ supposed to im .. ng a r. tudy group. 'l'yp icul ly, 
in ri pt"ohlc:m solving proj CL:t. the f it'!; l: 25'1.. o[ t:hc :i r tirre is devoted t0 

:1dv 1ca ting the pos i.tion chosen by the dee is ion tr\.iker~. 'Jhis ~•ms a lot 
of cornnmicat Luu:; <ind 11tr1king sure l!Ve1:yone i.n the orr,.:m:i z.:ition und!:!rstands 
t:l1L! prnc.ess :mcl obj0cti.ves. 'Li1e lm:t h.'.llf of r-hc cffo:c h : devoted to Lhi! 
d<.'L:t i Lr. oE foiplc.irkntin~ the plan. 'lhi~ involvt:!s pi.lot proj ect:: nncl tc~tin~ 
t<> 11~1kc !iurc Lh.:tt t he process is ;1cL1Jally r,oi ng to \ .. ork. 

/\:: itn ex~unplc, in t·hc /\us tr::ili;in pt"oj cct wi.Lh the Au!> trnt'i ;1n l'ubl.ic Hro<t<l ­
c.·:1 :H: i n;~ Ccr.1n1b;3i cm , ?-!cKi.nscy t·:~nt h.1ck :111cl di.cl :t proj ect O'Jec .:tt t he cost 
o ( LIO Lhous~1rnl clo ll~ t L"!; bee:tu~e n(•j Llw r McK inslo!y nor t he c.:licntr; wP.rc: snc: is­
fi eel with t hC! l°L!:;ulrs. 

\,':1Lcn1t·111 :;aid Lh.:1 t rypi.cnlly ·in n public ::c~ctor M.1rk, n~1ch 11\.>rc tinx:! w;i~ c!c­
VC"ll ·d to co111A.1nication t l l<1n t:o ac.:tu~l prohksn sol vinr, . 

l·\111c: r. i.c.11):1lly, Mr Kinr.<:y , ... orlcs wlLh clicckpoi111:; .1ppro:<im1t1.?ly every Lt,o rront:hs. 
'J1 I~:; :1 I I 0'..JS hol h Lill! c I i <'nt \Incl th~\ con~ul l :int l 0 clccj de ,,her e LO r.o f i:om th . 
check pofo t: nml t,..o\ie1:hcr c~1ch w;mt~ Lo cont.:inlt • to bl' involved 111 t he c(fot"t . 
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'lhc l1cKinsey Planning Process 

McKinsey' s f:i.rst jnvolvement with a client in organization is the 
process of goal s1;tti.11g (objectives.) They utilize various rr.:inagerrit:n t 
t echniques to he lp the client set theii:- objectives. They approach it 
from the point of view of whatever technique \•,orks. 

The actual planning process first consists of a short term annual plan 
that t akes :into consider::ition budget nn::ilysis, goals, and control process . 

111e second element of the planning process is the longer term, such as a 
five year plan version. 1his is a general version of the overall pltm and 
is brought up to elate annually. 

1he third ele~t of the planning process js the decisions on TIBjor resource 
3ll ocations. Tiri.s M)ulc.l ITean s01r.e rS1ugh determinations of what percentage 
of c;ipital .:md other r esources \\uuld go towards cer~ain developrrents. 
Justifications arc also necessary for these alloc:itions. K1j or resource 
al l ocation are also updated annually. 

The first t hree clerrents of the planning process ~ire actually done by the 
m:1n:1ging l:,'1'.'0up of ;::m org.:mlzation. '111e fourth clcir.t:nt of the planning 
process is done l>y M outside force. TI1c fourth cl C:'JT.ent is n m:-ijor 
rc-0:;11ninJ' Lon of t.:he entire organi.zati.on <mcl objectives . Tt1is is t!one 
cv0L-y £ow oi:- f Lve ye.tr!; . /\t thi.!'.: poj nt , <1 l l ~1~stmtptions Clre questioned .:ind 
n.!st.:1t:cd; .:11 l rcsonrces .:ire a ::>st:!sst-cl, allocations revi C!we<l, ;md n thoroueh 
n•:m.'.llysito er structur e cmd r. tr.:.ttc~ of th.! 01:goni.z:ttion. 

W:1tetw.:in t~.:.ive us a very 1:ouch flf~1 1re of JO t.:o 1,0 thousand dollar!; 11o nt hly 
1 o to l"ml a full t C'am i n to Alnska . '111e ter1m \.,1;1uld rrove into A l a ska, the?ir 
f.1mi.lics etc. , to \·.urk full Llir.e on the projnct. '11u.:!y ,,nul<l olso h:we , 
o f CClltL·~;e , the backup of their t•,\n- l cbri.cle m·ganization . Bn:.w d on t llc!;e fiturc:~. 
I.cw .:1 t: i.x or seven 11unth projcc.:r: he C'Stin¥1tcd r:omewherc uuLi\·een 180 ,000 :111d 
280 ,000 dollars. 'J1lLs fi.gurc ,,uuld Le effoetc<l by how rmch fi.1ll time ~:tntc 
!:upport W:l!; given Lo Lhe overn ll project, !;l1d1 :is [ull ti.11'1:! Al~1~k.:m mcmb~r:~ 
on l'hc "tc:un" . 

Furtht.:r rnfot1mtion From Hatc rni:tn 

w.1t:c:rnnn ~ ; tut ·d dii t he wi.ll S(..·ncl us report~ •tr \.1 inforn~·t tion on !>evcr:al 
T"C 1 c·v.1nt proj ect:J r rom Mc Kinsey. Spr::c.if.ic Ollc.!!l thc'l t he 1 i~; tccl i 11 uur 
converm1tlun were the .1grkL1lLur:1l tluve lop11~1 ·nr jn 1'.:.H1:;:1n L~ , c:oopcrnt Lve 
:w.rkulturol clcvPloptrRnt i n Portut;d., :mcl n m.w pcoj ccr: rhey m:e jnvolvt:"tl 
j n wi l h t·hc S:1udi Arabian Gove n111'.Cnt on cxp!:ntliLUre:..:; of c•xce~s c~rp i.tll l . 
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Watcrmm also said he \·:Oul<l send us some ideas on what \·:c ~.hould do 
with our effort on the Permanent Fund and Renewable Resources Corrmittee. 
A~n{'T tl"cso t.nulcl b:::> c~ suggoC't;onu on nFFect-i\ro ··~clr fo""'C'"' """'~.., ... ; • .,<>t-;"n lUlU 5 ' - ··- - - "-''-'''.;;;;;;.. '-"ltJ • • • ...., .... -·· - __ ..,"-' ..,_ ..... - ...... .,. - ~ v.a..5t;.u1.~- ... -...., .... . 

Wnte1m:m will also send us some background 1mtcrinl on individuals t hat 
mLr,ht be chosen on a task force to \•:ork with us . 

I li =:i. vc a urochure from r1c 1<tn:;ey available in my or fice. 

Ho orn ]211, l16 r; 3'(18 . , 
; 
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lv!cKINSE Y &: COMPANY: 

THE FIRM AND ITS PRACTICE 

McKln:;cy & Comp~n;• i~ an internatio~~t professional firm whose origins 
date back more than half a century. Our mission is to help organizations aroun.:l 
the world - businesses, governments, and others ~ to achieve their objectives 
and to respond effectively to changing circumstances. We help the top manage­
ments of these organizations recognize and deal promptly and positively with 
their significant problems and opportunities. In this way we seek to serve as 
a major instrument for constructive change and adaption. 

Among consulting firms McKinsey holds a unique position. It is well es­
tablishetl, with more than 50 years of consulting experience and offices on five 
continents. It ha s served numerous well-known clients in both the private and 
the public sector on a variety of high-level problems. And, it is independent, 
being wholly owned and rnanaged by it~ directors and principals. 

This memor.:indtun. explains the history of McKinscy &: Company, its or­
ganization and staff, its method of carrying out studies, and its clientele and 
practice. 

HISTORY 

McKtnsey & Company owes its name to James 0. :NkKintJey, a well-known 
financial control expert, author, and professor of management who founded the 
Firm's practice in Chlcago ta the late 1920s. ln 1939 the Flrm moved tts hea.d­
quarters to New York and during the next 3 decades opened offices across the 
con ti ncntal United States. Most recently, McKinsey ope ned an office in Dallas, 
with a part of the staff resident in Houston. 

In the mld-1950s, as the F irm became aware of growing international op­
portunities, McK inscy became one of the first U, S. consulting firms to develop 
an inte rnational practtcc. T he Firm opened a London office in l 955, lts first 
office outs ldo the Unltcd States. That office was followed by save ral othe r!l on 
the European continent. In the 1960s and 1 970s, the Fi.rm ' s geog raphical pres­
ence was further broadened as offices were opened in Australia, Canada, Japan , 
Mex ico, and Bra:d l. Although Mc l<inscy began llA ovo:acas expans ion by re­
locat ing U.S. con su lta1\ts , lhcrn o of fi e es a re now s laffod primal'ily by nationals. 
AH a result, Mcl<insey is now lh o li\rgc ~ t mullin:ttionat management consulting 
orgnniz:ttion in the world. 

McKJn:ioy & Compa.ny, Inc. 



McKinsey now has 22 offices 1.ocated in Amsterdam; Caracas; Chicago; 
Cleveland; Copenhagen; Dallas; Dusseldorf; Los Angeles ; London; Melbourne; 
Milano; Munich; Mexico, D. F.; New York; Paris; San Francisco; Sao Paulo; 
Sydney; Tokyo; Toronto; Washington, D.C.; and Zurich. 

ORGANIZATION 
Ai'ID STAFF 

While most other major management consulting firms have become either 
public or subsidiaries of public companies, we have preserved the private 
nature of our Firm. Although the Firm is incorporated, it is operated in the 
mode of a partnership. The Firm is wholly owned by active directors (equi­
vale:it to senior partners} and principals (equivalent to junior p<>.rtners), who 
exercise managerial responsibility for the Firm. Because we are managed as 
a private partnership, we are able to maintain intellectual independence in our 
work and high personal and professional standards in our staff. We believe this 
form of management is in the best interest of our clients, who look to us for in­
dependent counsel and professional values in keeping with the confidential nature 
of our work. 

The Fir1n operates under the general direction of a managing director · and 
Executive Committe e chosen from among the Firm's directors. Each of the 
Finn's offices has its own manc:igi;ig director and e njoys a considerable degree 
of autonomy, but all are subject to the same standards with respect to quality 
of work and staff. All s h are a common philosophy, employ similar working 
methods, and draw on a corrunon reservoir of experience and expertise. Each 
office, moreover, can and does call on the resources of the e ntire Firm to bring 
the best specialized skills to bear on the problem of particular clienl:s. There 
is a constant interchange of information, expe rience, and per sonn.e l among our 
offices. 

McKinsey's Etaff consi.sts of over 600 consultants, who in turn a r e backed 
by re searchers, editors, computer s pecinlists , administrators, and. other staff 
specialists. Mcl<insoy firmly believes that, in order to ensure lts c.licnts the 
best possible consulting services, it must employ only the most highly qualified 
men and women for its professional staff. Accordingly, the Firm S•!eka out the 
combination o! cducationa l exec llcnce, profess ional achievement, and high per­
sonal standards. Nearly all McKinsey 1s consultants hold advanced degrees, 
prin1arily in management atu<lies. Of these degrees , about 20 percnnt are doc­
torates. In recent years, McKinsey has often been the larges t single employer 
of new graduates fr om. Lhe leading A1nerican gradua.tc schools of bu~1iness, those 
at Harvard Univer sity in Ma::is::Lchusctts and Stanlord University in California, as 
well as fro m the l eading European institution in this field, INSE.A D, located at 

Mc l<l1111cy A... Comr>ony, Inc. 



Fontainebleau, France. And, the Firm regularly hires a large number of the 
top graduates from other leading management education institutions in North 
America and Europe. Moreover, a large ntJmber of consultants joi.n the Firm _ 
after gaining soliq experience in the types of industries and organizations the 
Firm often serves. Finally, all McKinsey consultants are subject to a con­
tinuous procesfJ of performance review as they work toward possible election 
to the Firm's partnership. These long-established policies for recruiting and 
developing associates are meant to ensure that none but the best talent is hired, 
and none but the best of this select group remain to attain positions of high 
responsibility within McKinaey. 

METHOD OF 
CONDUCTING STUDIES 

Usually McKinsey carries out assignments with teams of two to seven con­
sultants. Each team i.s headed by a principal or director who is responsible for 
ensuring the quality of the work, maintaining relationships with client manage­
ment, and leading the team in carrying out every phase of the study. However, 
clay-to-day management of the study is the responsibility of a senior associate, 
who is usually located on the scene in order to directly guide study activities. 

McKinsey places a priority on client involvem.ent in the study effort. The 
Firm has found that clients are truly satisfied only if implementation is success­
ful. Accordingly, McKinsey requires tht every assignment undertaken begin 
with top management's genuine, expressed desire to improve performance or 
make a fundamental change. '!' op management is kept well informed of work 
progress throughout the study, and lvlcKinsey continues to work with its clients 
through the implementation phases. 

Another McKinscy practice to ensure client involvement is the use, when­
ever possible, of joint client-consultant study teams. This practice ensures 
that client personnel understand the stud y :>bjecttves, findings, and recommen­
dations, and that they have whatever expertise or training is neces~ary to carry 
on after the implementation phase . 

CLIENTELE 
AND PRACTICE 

A primary guideline in McKinscy's practice is to seek out work on sub­
stanti vc problems that have impact on bottomline results. This means that we 
place a high value on assignments such as strategic planning, organization, 
profit improvement, product management and development, and the de:Jlgn and 
use o! management information systems. 

McKin1H;y &. Compony, Inc. 



Much of McKinsey's work is carried out for large organizations. Over 
the past decade, the Firm has served more than one-third of Fortune's list of 
the top 500 industrial companies as well as one-third of the 300 largest non­
industrial corporations. The Firm has also served major departments of the 
Federal Government, state and local goverrunents, and the governments of 
countries arow1d the world. The largest share of McKinsey's work - about 
92 percent - is for private -sector clients. However, the Firm also has a sub­
stantial and active practice in the public sector. 

The remainder of this section describes more fully McKinsey 1s activities 
in both the private and the public sectors. 

Private-Sector Work 

McKinsey has undertaken significant study effurts for a long and impressive 
list of private-sector clients. The examples below illustrate the range of our 
work in the private sector during the past year: 

Y For a large business machines manufacturer, a profit-improvement 
study to help management identify and implement overhead reduction 
opportunities with high dollar potential 

9 For a shipping, mining, and forest products company, a capital invest­
ment/divestment analysis to determine whether the company has the 
proper mix of ass e ts and how their portfolio might be strengthened 

Y For a n 1ajor international airline, a strategic planning effort to analyze 
the economics and strategy of the airline's charter and freight businesses 

f For a U.S. food an<l beverage company, a product/market strategy study 
to he lp the client build its wine and liquor and its fast-foods franchising 
busines ses in J a pan 

Y For a newly merged German regional bank, a management information 
e ffort to develop a profitability reporting system by regions and by 
major product line s 

'} For one of the United Kingdom' s largest book publishers , a n orgam­
zational study to help tho board cha nge their management approach in 
order to develop its potential ln the international market 

'1 For a petroleum com pany, a physical distribution and ope r ations 
scheduling !Jtudy of the c ompany's di.::Jtribution fun c tion in il!J refining 
and marketing divis ion 
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f For a Venezuelan brewery, an organization and personnel management 
sttidy including a companywide review of hwnan resources management 

,- For a major photocopy equipment company, an executive compensation 
study to develop a long-term incentive program for top executives. 

Public-Sector \'{ork 

Although public-sedor work makes up only about 8 percent of the Firm's 
total practice, our clientele includes a wide variety of pubic enterprises: na­
tional, state, and local governn1ents in developed and developing nations; inter ­
national organizations; education.al institt•tions; and government-sponsored 
corporations, agencies, and ins.titutions. For example, in the United States, 
McKinsey has worked for Amtrack and was instrumental in the creation of Con­
ra il. Vfe h ave worked, for exa1nple, for the transportation deparbnents in the 
st.ates of Michigan and California, the Bureau of the Budget in Illinois, and the 
Depa i· tment of Human Resources in North Carolina. At the city level, our clients 
ha v·e included the Atlanta Metropolitan Rapid Transit Authority, the Department 
of Water and Power in Los Angeles, and the Philadelphia Model Cities Administra­
tion. McKinsey has also served such Federal a.gencies as the Federal Energy 
Administration, the Office of Management and Budget, the Co st of Living Council, 
the National Aeronautics and Spa•.~e Administration, and the U.S. Departrn.ent of 
Transportation. 

Internationally, NfcKinsey has served the British General Pest Office in 
its r eorganization and has been consultant to the nationalized British steel 
industry and the Bank of England. It has served the French Ministry of Public 
Works, the Paris Airport Autho r ity, and the Italian Electric Autho rity, the 
governme.nt of Saudi Arabia, Victoria Railways in Australia and the Kowloon 
Motor Bus Company in Hong Kong. We have worked extensively for such inter­
national agencies as the Unlted N< Li.Ons, the .International Labour Office, and 
the World Bank. Among the developing nations·, the United Republic of Tanzania 
has made particularly intensive use of our services . 

* * * 
This brief d es criptio n of Mc:I<lnsey & Company has indicated in a general 

way the scope of Lhc se1·vice s Mel< lnscy providtis for it;s cli.cnts. It has defined 
our basic mi1rnlon: to apply hi ghly deve loped general analysis and problem­
solving skills, extenstve experience , and a knowledge of the most up -to-date 
management tcchniq-:.1es and processes to the task of h Cl lping our cl l c nts achieve 
their objectives. 
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~OREIGN BORROWINGS WEAKEN 
In the first hnlf of 1977, foreign borrowin~s in the U.S. 

slackened appreci<1bly. In pan, this reflects a lower vol­
ume of bond finilnclng, which is traced, in turn, to a 
sharr cutback in Ci'lni'ldilln issues that traditionally have 
accounted fnr the bulk of foreign bond activity, as well 
ilS a growing emphasis 011 the EuroboncJ rnnrkct. The 
numbers arc revealing : fo reigners issued $2.1 billion nf't 
in thf' bond market during the first h;ilf of 1977, ahn111 
h:ilf the $3.7 billion that \Vil~ raised in the same period 
last year. Unless there is a sharp step-up in the second 
h.:ilf of this yc.1r, something that is not f?XJll'Ctcd in the 
face of sluggish econo mic :1ctivity .1hroacl , ''Yankl't"' 
bond issues lllilY not amount In mo1e th.111 $·1 -'1 .5 billion 
this ycM, or .1hout h,11( the rec .• rel Sll..1 billion r.1i~ecl in 
197<>. 

Fnrl'ip,n .. lmrl - INm horruwings 111" ' !>IO\Vl'd .1ppn·c. i.1bly 
in tlw fi,.,t h.11f of 11177, l.1rgcly in rc~pow.1• lo w<:.1kcr 
grnwtl. in i11INn.11in11.1I tr.Hll'. I lmvrov<>r, .1 0: in till' l\bl' 

of bond fin.111dng. thl 'I'<' h.1 .. :il -;o IH•1•11 a !> 1g111 fir.111t p ick­
up in shw t .incl inll'I m1•tli.1t1• hon mving<> in till' I 1111 l ­
doll.11 n1.11~t'I, whl'l't' hon1l\V<'1:·, .1rc .1ff11rdcd 1111111' f.wor­
ahlc· tNlllS th.111 in lht• U.S. lo111111t'1dal b.1nk ln.111 .. tci 

fo rc•ig1wr .. slwwc•d 1w ir111t'.1'•t' d11rini: tltl• fir o, 1 h.df. lk 
spitr• ~trc111g wmvth ill tlrt· ~ l'l'lllld qu.1rt«r, Il ic• irn ll'1IW 
WJ~ IHI! l'fl(1llgh Ill 11((0,pt tlw •.h.trp l lln·off in lh1• pll• 
vi<Jll'• qu.111c•r. tv\on•nv1·1, little• !t lrc·ngth !thmrld h1· 11\ 

pcctt·d in tlw .. <.1tt·i!u1y n ( fn1 t•ig11 borrowing' ,, ., l1111 L: ,.., 

' ~· y . ' 
the Eurodollar market continues competitive both in 
terms of avai labil ity and the price of credit. 

STRONG MONEY FLOWS FROM ABROAD 
The most startling development on the supply side 

thus far in 1977 has been the huge takedown of Govern­
ment ::.ecurities. Foreign holdings ofTreasuries rose nearly 
$10 billion in the first half, more than three time:; the 
increase in the same period a year ago, and almost match­
ing the grnw th fnr 197fl ac; " whole. ThP. bulk o f thi~ in­
crease represents acquisitions by OPEC-nations, which 
;ire likely to continue to invest a substantial portiun of 
their oil-surplus revenues in lht!se instruments. Among 
other things, the U.S. economy is expected to outper­
form the other major industrial nations in terms of eco­
nomic growth for the remainder of this year and during 
1978. Other iHeas nf strengthened foreign support on the 
!iupply of funds sic.le include purchases of U.S. corpo rate 
bonds and open-market paper. 

The strong inflow of funds from tibroad has importnnl 
implications for the U.S. In the first place. it will tend In 
rnitig.1t c upward interest rnte pressures tha t arc building 
up i11 tlH' money 111Jrkets. Even though this is "01 rc­
fl c..•c t<•d in the wL•ckly loan figures for money center 
h.111k.;, husi1wss short-term bo rrowings have inne.ised 
!> trungly thus fM in '1977, and there will he a further rise 
i11 the month and quMtcrs ilhcad. Also fo reign .1cqui~i -

1io 11 ~ '" u.~. govc111mc11t !.CCUritics .UC ht'lpinr; the Tre.1-
Slll y rcduc e ih dc•ppndcnce on 1hc domestic fin.rnciJI 
m.lr~C' lpl.1n· 11ver.1ll, .rnd the mo1wy m 11rk<'t mun' 
p.rrt i rnla rly. 

ll lJSIN(SS INVENTORI ES 

furlhc•r c•vidt'IH'l ' th,1t hu , illl'!>S j.; Mlupling ,, t;lUlllHI O: 

.1ppl'n.tt h tow.11d 1111' u111't•11l 1'\(Mll~i11n r .ul lw t\t ' t 'll f ro111 

.1 pt•111 .... 1l 11f 1lw l.111• ... 1 .; t.1ll !t lin 011 inwnlom•s. l111-.11wss-
1111•11 .irt• k1•c•pi11g ,, d m P w.11d1 rnr rlrr li•vcl o( rlwi r in 
vc·11t111iP•. in 111d1•1 1h.11 tlwy nnl !\f'I 0111 o( linP w ith ... 1lt•" 

A l thou gh A11 g110.,t .., int1 1'.1~t· 111 i.11 t111 y i11v<.•ntrn1 t•<, w .l't 
the • 1•11!hll1 1111111thly fl \ (' 111 .1 ICIW, ii w .. ... . 1bo !Ill' <; 111 ,1 11<•">1 

(co11t111 11u(/ 0 11 tmck ongo) 



SELECTED FEDERAL RESERVE DATA 
(Weekly Average~ of Daily Figures-Millions of Odllars) . . , 

Week Change Since 
End in~ Week Ago Year Ago 10/ 5/77 

Reserve Bank Credit 
U.S. Gov'ts and Agencies 

Owned Outright & RPs 411,525 +l,111 + 9,352 
Member Bank Borrowings 883 + 164 + 782 
!=!oot 3,323 -l 238 + 556 

Total Reserve Bank Credit 118,845 +1,555 + 9,409 
Treasury Deposits with 

Federal Reserve Banks 12;622 + 533 + 989 
Currency Outside Banks 89,126 + 521 + 7,646 
Member Bank Reserves 

Required 35,817 + 436 + 1,718 
Excess (Deficiency) 396 43 + 62 

Total Reserves Held 36,213 + 393 + 1,780 
Net Borrowed Reserves 487 + 207r + nor 

Gov'ts held for Foreign Acct. by 
F. R. Banks (End·Of·Week) 64,546 +1,739 + 14,509 

r-Revised 

9/28/77 

Money Supply($ Bil., SA) M 1 329.4 1.2 

Money Supply($ Bil., SA) M2 792.6 0.6 

.. BANK LOANS · .·~ -) 
· ' · (Millions of Dalla~) · .. · · . : · 

• • ' •' 'I•.\• • 

Weekly Ro11ortlnR 
LHltl! Co111111crci:11 Onnks 

Nationwide (9/ 28/ 77) 
NewYork City (10/ 5/77) 

Niltio11widc (CJ/ 28/77) 
NowYork City (10( 5(77) 

Commurc 1a l anti Industrial luam. 
L:itcst Chnngu SJnc:u 
Weck Wc11k Ago Year /\110 

120,213 
34,232 

108 
+ 283 

I 7,056 
·I 521 

Tot;il Lo.111 r. GrO '>'• f11lj11&tud 
I ;11U':I Ch.lllftU Slm: o 
WOOi< \'look lino Yc 11r /\RO 

308,275 
70,777 

- l,398 
1-1,317 

127,11'15 
I· 1,890 

Member bank borrowings increased slightly on 
average during the latest statement period but re­
mained well below the year's high le\"'';; established 
late in August. Generally, conditions tigntened some­
what during the week, with net borrowed reserves 
increasing from the significantly revised level re­
corded for the preceding period. 

The Federal Funds market was generally tight 
th rcug!im: l mos t of the week. li1 the first fr.:.::- trading 
sessions the effective rate ranged between a low o( 
6.43% and a high o! 6.60%, with Funds changing 
hands in a range of 61/.i % to a high of 8%. On settle­
ment day the effective rate declined to its low for 
the period, dropping to 6.03% as rates moved in a 
band from G1h% Lo 1%. The ave.rage rate for the 
week, rose from 6.35% to 6.41%. The current period 
began with an effective rate of 6.4'1 % and a trad:ng 
range of 6K6% lo 6 1/ i lo. 

The rise in money market rates that has occurred 
throughout most of the year and has been particu­
larly marked over the last several weeks ha:. now 
carried the weekly averages of all of the principal 
r.11 es reported by the Fede' al Reserve Lo levels sig­
nificantly above the year's earlier lows as well as 
those rates prevai ling 01il~1 .1 few weeks ago. Cur­
rently, all rates are at their 197i highs. The Federal 
runcls r.11e, wh ich was nt its ·1 977 low of 4.47% on 
lhe first hanking week of the ye.1r, now stnnds 194 
hn~is points above that level and % basis points 
higher th.in tlw figure reported in the fina l week of 
Julv, while three-month Treasury bil l yi~lds, which 
were ,1ls11 al the ynar's low avernge in early January, 
IH)W clll' al the 5.110% level, SOnlC 157 basis points 
.1l>0Vl' llw low nncl 79 basis points higher th;-in in I.lie 
July. In the c.1se of <Jo-·119 day dea ler pl.iced cum­
lllNCi.11 p.1pcr, <lnd thrcc-monlh secondary milrkct 
CDs, r.ltcs in the current ly rcpmtccl week .1vcrngcd 
(1.'I I% .111cl (1.·1:!%, rcspcclrvely, comp" red 10 1977 
Orsi Wt't•k lowi; nf 11J13% ;rnd ·l.(ifl% "nd late July 
11•\fC'IS of 'U11% .md 5.43%. Three-month Eurodollar 
r:iles, whilh :.e1 ,\ '1977 low o( 5.0 1% in mid-February 
.111d wcrL• .11 .111 .wc1 .1gc of 5.711% in l,11c h1ly, now 
.. 1.111d .11 (1.~fl%. 



SECURITY MARKETS 

U.S. Governments, Closing Bid Prices: 
90-Day Bills (Discount Basis) 
180-Day Bills (Discount Basis) 
Longest Bills (Discount Basis) 
65Ais 9/30/79 
71/es 11/15/82 (W.1.) 
71/4S 8/15/84 
71/o1s 8/ 15/92 
7¥as 2/ 15/07-02 

Municipals: 
Bond Buyer-20 Bond Index (10/6/ 77) 
Blue List Total ($Million) 
30-Day Visible Supply ($ Million) 

Total 
Corporatts: 

Moody's Aa Composlle (10/6/77) 
Money Mgr.-30-Day Supply($ Mil lion) 

Stocks: 
l':-w-Jones Averages 
Industrials 
Transportation 
Uti lities 
65 Stocks 
Standard and Poor's 500 Stocks 
N.V.S.E. Composite Index 
N.V.S.E. Avg. Daily Vol. for Weck COOO's) 

'48% Texnblo Equlvnlcnt l0.77% 

Friday 
10/ 7/77 

6.11% 
6.39 
6.45 

99.11 
99.13 
99.9 
97.16 
98.25 

5.60%* 
$1,186 
$2,022 
$3,208 

8.22% 
$1,807 

840.35 
216.89 
114.04 
290.20 

95.97 
52.59 

18,670 

·, sti.oRT. TERM· PAPER ·aorsrAN"o-.. 
(Mllflons of Dollars)- · ·.. . ·• ~. -. · _ '.:;. ~ ; .. 

. . . . .. . \ . . ' . :. . .~. 

Negotiable Time CDs Latest 
Weekly Reporling Banks Wu ck 

Nationwide (9/ 28/ 77) 67, 155 
New York City (10/5/77) 21, 157 

r.11 11 ot-Montli 
Tut;it 

Commercia l P.1pcr Aug. '77 59,397 
Dnnkcrs' Acceptances Aug. '77 23,091 

Change Since 

Week Year 
Ago Ago 

+ .22 + 1.19 
+ .20 + 1.35 
+ .19 + 1.27 
-10/32 

-15/32 
-15/32 
-25/32 

+ .09 .73 
-$ 49 +$ 181 
-$'493 +$ 471 
-$'542 +$ 652 

+ .04 .07 
+$ 6 -$ 560 

- 6.76 -111.93 
:- 1.4 1 + 7.~3 

+ .IS + 15.88 
.41 10.84 
.56 6.59 
.22 2.26 

850 + 816 

I 
Chani:;o Sincu 

Wl'llk Aqo YIJ.H J\r,o 

+1,910 +l ,1 5'1 
.. (i{jf) - 51G 

Ch<11 11~0 3 trtl 'U 
Mo11tll l\1to Ynr llr.o 

.. 637 9,297 
- '107 3,708 

Yields on the Government three· 
month and six-month bills increased 
again in the regular Monday auction, 
anrl in subsequent trading rates in th e 
· · market rose moderately on the 

. Prices of coupon issue5 moved 
nward during most sessions, and 

le ... list as a whole closed off week-to­
week. 

New issues in the corporate market 
tended to meet a mixed reception dur­
ing the week. A generously-priced, A· 
rated Carolina Power & Light Company 
issue, offered to yield 6.47% in thirty 
years, sold out the first dily, while two 
other miljor offerings, priced somewhat 
closer to the market, moved rather 
slowly in the face o( a sizable supply o( 
unsold issues. Activity in the secondary 
m;irkel tended to be mixed on a day­
to-clay bilsis, with prices gener'111y orr 
somewhat on the week. 

Filced with a he;ivy slate of new is­
sues .ind a sizable forward calenc1'1r, lhe 
t;ix-cxcmpl market put in an ;ictive 
week. Two major stale n.-.rnes, Oregon 
ilnd Tennessee, carrying re.-.listic yield 
~c;1les .igainst the current casing m.irkel, 
moved well initially but met some re­
sic;tance later. Price!. of representative 
ou tsl,1nding issues trended downward in 
moc;t !.essions, and the Bond Buyer 
twenty-bond ~iield index rcgistert•d its 
l .1rgcst one week incre.-.se in sever;il 
n10nths. 

Prices on the New York Stock Ex­
ch;ingc showed li lllt: in the way of a 
nll'ilni11gful trend lhis week, .1l1hough 
11111st le.1ding industria l isc;ues wcrP on 
the downside. News on llw infl,1tion 
.111<1 in ttircst ra t e~ fron ts cont inued to bc­
tlw 111.1jor ncg;llivc fartors in m.irkct 
:-1•nti111e111. 



SELECTED BUSINES INDICATORS . 
(All Dollar. figures in Bil!io11~> " , . · : ·. , '.: 

, • : 1 ' • • , , , I• t • • •' • .,·" , , t- i '' d' ~. , • • 

Gross National Product (Current Dollars)* 
New Plant and Equipment Expenditures* 
U.S. r~erchandise Trade Balance [Surpl. (s) or Def. (d)Jt 

l eading Indicators Composite Index (1!:167 = lOO)t 

Industrial Production Index (1967 = lOO)t 

Total Business Salest 
Total Business lnventoriest 

Civilian Employment (Thousands of Persons)t 
Unemployment as% of Civilian labor Forcet 

New Construction Expenditures• 
Private Housing Starts (Thousands of Units)* 

Personal Income* 
Net Change in Consumer Instalment Creditt 

Wholesale Price Index (1967 = 100) 
Consumer Price Index (1967 = 100) 
'Seasonally adjusted annual rate !Seasonally adjusted, 

Offering Rates 10/7 /77 

t U.S. Treasury Bills 

•Federal Agencies 
·Project Notes 
(48% Taxable Equivalent) 

:J Month:. G Month~ 

6.07% 

6.10 

5.38 

6.33% 

6.40 

5.87 

I Yc:H 

6.37% 

6.80 

6.44 

Negotiable Time CDs 
Manufacturers Hanover Rates Oy Am1ngernent 

•Secondary Market- Prime 6.55 6.85 

trrni.lncc Compnny Paper - Prime t • R:'lllkt!rs' AccC!planccs 
5- 14 days 6.00% Oct. G.10% 

15· 29 days 6.125 
30- 89 days 6.25 
90 239 days 6.375 

240 270 days 6.50 

Nov. 6.15 
Dec. 6.25 
Jnn. G.30 
Feb, 6.35 
Mar. 6.40 

i lmJustm1I Paper - Prime 
Apr. 6.45 

30· 89 days 6.25% 
90· l I 9 d<lys G.375 

1 Federal Funds 
Elfcctlvo Ri\lc 

JOiscount Duis. •subjec t to Avollnhlllty, tEsti m.tlod . 

Latest Period 
or Previous Year Ago 

End of Period Period Period 

2nd Q'77 $ 1,870 $ 1,811 $ 1,692 
4th Q'77 $142.02(a) $138.4~(a) $ 125.22 
Aug. '77 $ 2.67(d) $ 2.::'.,3(d) $ 0.74(d) 

Aug. '77 131.3 130.3 125.6 

Aug. '77 138.2 1~8.9 131.3 

July '77 $ 213.4 $ 214.3 $ 1~3.3 
July '77 $ 317:4 $ 315.5 $ 290.9 

Sept. '77n 91,095 90,771 87,794 
Sept. '77n 6.9% 7.1% 7.8% 

Aug. '77n $ 170.9 $ 172.5 $ 141.8 
Aug. '77 2,022 2,076 1,530 

Aug. '77 $ 1,547 $ 1,539 $ 1,394 
Aug. '77n $ 2.51 $ 2.32 $ 1.53 

Sept. '77n 195.3 194.6 184.8 
Aug. '77 183.3 182.6 171.9 

n·Newly reported flaure. a·An\lcipated. 

Continued 

increase during thal eigh t-month period. The rise, 0.2 

per cent, was the sm.1llest since last December, when 
producers' inventories shrank 0.1 per cent. August's in­
crease also compares with gains of 9.4 per cent in July 
and 0.7 per cent in June. 

This Cl'l tJlion on stock builc.Jing is ov·urring even though 

new orders nrc c:limhing swiftly. In Augusl, factory orders 
climbed 2.3 1wr cent. This i<; the largest monthly increase 
in new orders sinn• M.1rc.:h, l<J77, when new orders in­
Ut!.t ~<!d ·l.1J JH'r C('r1t. It fnllows four months of vi r111;illy 

110 d1;111gP nr d1•clin111i: new orders. And while shipmen ls 

of 111,111uf,1c111red pmducts .tlso rose i11 August, they did 

not m.11d1 inw 111i11g orders. As J rC'sult, tltc lrncklog of 
unfilled order<; incrc;iscd slightly. 



DIMITRI N. BAL.ATSOS 
Vice President 

Dimitri N. Balatsos, vice president and financial --
economist of Manufacturers Hanover Trust Company, joined the 

bank in 197~ as an associate economist responsible for 

financiill matters. 

He was elected an assistant vice president in the 

Economics Department in 1972 and vice president and economist 

in 1973. Prior to joining Manufacturers Hanover Trust, he 

was an associate economist with the Life Insurance Association, 

the trade association, and F. I . duPont & Co. in WJll Street. 

He also work ed as an independent ~conom i c consu l tant special­

izing in government affairs. 

Among his various ~esponsibilities at the bank, he 

is the author of th e quarterly publication, Financial Report and 

co-author of the weekly rinancial Dig es t. In addition, he has 

contributed numerous arti cles to leading busi ness publications, 

and maintains membership in several well-known academic and 

business organizations. 

I "' 11J,t11 1.1nal 111t.i1111.1110 11 h1h I hnr 1 fl i.>b•• rl J M• •.nnt :i" J~O <1.t:i .l 
I :uwt.1c.l111!•I " ' '' " ~~" 11u111, l ~O flnik A '" IU, N w York, Ny 100?? 



· MHT-Balatsos---"2 I 

A native of Athens, Greece, Mr. Ba latsos came to 

the United States as a student in 1960. Ha did his under­

graduate work i'n economics at Knox College in Galesburg, 

Illinois, graduating at the top of his class. His graduate 

training was at the University of California in Berkley, 

where he also s erved as d Research Fellow and a teaching 

assistant . 

.r e i!:> marri ed, ha s four children, and resides in 

New York City. 

.: THE END : • 

6/77 



HA.RALD S. de ROPP, VICE PRESIDENT 

Birth Date: 

Education: 

Business Experience: 

Organizations: 

MHT Co. Committees: 

January, 1936 

MBA, Wharton Graduate School o i Bus~ness 
BS, University of Delaware 

Manufacturers Hanover Trust Company 

1962 to date: Portfolio Manager, 
Employee Benefit Trust Investment 
Department 

1961-1962: Security Analyst, Investment 
Research Department 

Bond Portfolio Managers Association 

Portfolio Management Committee 
Trust I nvestment Com,~ittee 



J. L. McC«ndless, VICE PRESIDENT 

Birth Date: 

Education: 

Business Experience: 

Org ani:rn tions : 

December 1929 

AB Princeton University 1951 
Princeton Graduate School of Psychology 1952 
New ~ork Trust School 

1973 to date: Manufacturers Hanover Trust 
Company - Trust Division 

1958-72: Football Coach, Princeton University 

1955-58 : Teache r - Coach, The Kent School, 
Ken t , Connec t icut 

1952-55 : Teacher - Coach, St. t1ark' s School, 
Sout hbo ro, Ma s s achusetts 

Interna tional }oundation of Employee Be ne fit 
Plans 

Education:\l Con ference o f Hea lth, \·/e l f a rc 
an<l Pe nsion Plans , I nc . 

Assoc i a t i on o f Privo tc Pens ion & {·/e l f are Plnn s , 
Rcgionul ChuiLrnan 

Nationa l J\ ssoc jation of State Retirement Admin­
i :::; t r a t ors 

Na tiona l Counci l on Teache r Re ti reme n t 
Na t iona l Confere nce on Public Employee l~e t ire­

m1rn t Systems 
Arner i car. P _n5lon Con f cr~nce 
Noti onal Fo1 .. t ba l l Founda ti on a nd Hall o f Fame 
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§ 44.62.310 STATE GovERs:o.1r..-.T § 44.62.310 

Article 6. Agency Meetings Public. 

Section 
::io. Agr nc)' rnt'Pting" public 
312. St."lte policy regarding met?tings 

:.:;ec. ~ -t.62 .:3 10 . Agency mee tings public. (a) All meetings of a 
legislative body, of a board of regents, or of an administrative body, 
board, commission, committee, subcommittee, authority, council, 
agency, or other organization, including subordinnte units of tht? above 
groups, of the stale or any of its political subdivisions, including but not 
limited to municipalities, boroughs, school boards, and all other boards, 
agencies, assemblie::., councils. departments, divisions, bureaus , 
commissions or organi1.ations. a1h'iso ry or otherwise, oi the stale or local 
go\'ernme1, t supported in whole 01· in part by public money or authori1.ed 
to spend publie money, are opt!n to the publie except as otherwise 
provided by this section. Except when voice votes art! authorized, thP 
vole shall be conduct •d in !'uch n manner that the publk mny kMw the 
vote of each person cntitletl tfl vote. This section does not apply to any 
votes rl!quired to be t:iken to organize the a fore·m1:ntionetl bodies. 

(b) If exccptt•d suhjecl:-. are to he discussed nt u n'.•!eting, the meeting 
must fir ·t be c1m\'Cncrl :i:: :\ pu\.lk mt? 'ling nnd the •iuestion of hol<ling 
an C>.•!CHtivc st:s:.ion l•l tl i;;cu~,; 111,\ t•' rs lhal comt.! w1tl:in the CXC"[>t ions 
conlai nt>d in (c) o f th ii;; scctil)n !;h:tl\ be detcn nincd r,y a majority vol•! of 
th11 ho<ly. No s11bjcl'ls may 11 .. r1111"!rll' rc1l at the cxccuti\'e session except 
those mcnti1)111 cl in the rnotitm l'allin~ for the cxel·11tivc session unlc:-.;:; 
au xiliary to tlw 11l:li11 q111•stio 11. i\o ncli1rn 111:\y h•1 takP11 at thl' c:-..1•t·11t iv1' 

session. 
(c) The fo lio ' ' i11r, l.'\1'1•pt1•el s11hjc•ds may he tlisi.:u-;scrl i11 a11 '-'X ·cu ti' c 

s1'sr.ion: 
(1) n1atl1•r:-, lllf' i1111111•cl ial•' knowlcclgt> of whid1 \\Ollltl cl •:1r\y ha, ,• :111 

ncln •rii1' cffoct upn11 th•' fi11am·11s of thl' ~o,·crrrn1• 1 1 1 l unit; 
(2) subject ... lhn l t1•11rl to pr1•j111lir1• lh•• r1•pt1ta lin11 and charat'l•' I' of any 

pcr:>1)11, p1·0,·i1lecl th l.' pr r:.;011 may request a publi<' d is ~ 11 s:; i1rn; 
(3) 11l:\tlN i. wh ich by lnw, n11111icipal chnrtm·, 01· orcl inancc an.! rcttuirct! 

to lw con fi(il'11tin I. · 
(J) Thi:; ::wctio11 dnl'5 not npply lo 
(1) ju·fo•i :\l or quasi jwliril\l b1lrii1• :-. when hohli11r• a meeting !rnl1•ly to 

111akt! n J \! 1: i-.io11 in n11 nclj ndirat111·y \J rOCl't!din~:. 
(2) jurir ~ ; 
(3) paml • or pan\1111 lt•>.wl.;; 
(•\) t 11t!11 li11~, of :\ h•bpital nw1lir:tl Sl:l ff ; or 
(f1) m <'l' lin

1
• , of th1 fl.I}' e r 11it1j.! h,)dy or :iny co111mill11

• ' of a lv>' pital 
wh••u linldi11g n 11w1 1ting so\1'ly to iwl. u1w11 111:1ttt•r :; uf prof•':\"h'nal 
qur1 li(1 ~·· tioni, 1 1rivih1 ~: 1' \ 0 1· Jbcipli1w. 

(c) H1:n:\011ahl1• puhlk notk1• ~hall ht" givl.!11 for all mccting., rl•qui rl.!d 

lo lw op11n u111h1 r this ~1· cli 1l 11. 

1 :1 
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§ 44.62.312 
At.>SXA. STA.TIITES 

§ 44.62.320 

{f) Action taken contrary to this seclion is void. {§ l art VI {ch 1) ch 
143 SLA 19:i9; am§ 1 ch 48 SLA 1966; am§ 1 ch 78 SLA 1968; am§ 1 
ch 7 SLA 1969; am§§ l, 2 ch 98 SLA 1972; am § 2th 100 SLA 1972; am 

§ ~ ch 189 SLA 1976) 

Effl>ct or amendments. - The first 19i2 
aml?ndmcnl inser ted "a legislali,·e body or" 
in the first st!nl.ente or subsection (a) and 
subsli~uted "clearly have an ac\'ersc effect 
uvun" for "adversely affect" in subsection 

(c)(l). The second 1912 amt:ndmcrl inserted "a 
board of regents or of ' uear the hci;inning 

or sub~ection (a). 
The 1976 amendment :idded the ~t:cond 

Lci;islath t commi1tee reports. - for 
legislali,·e commiuee r1:porl on ch. 78, SLA 
1968 tSB 395), ~ee Hou~e Journal \1968), p. 
707. For report on ch 7, SL\ 19o9 lH B 32), 
sl'e 1969 House Joumnl, p. 142. For report 
on ch 98, SL\ 1972 lSB 253), see 1972 
House Journal, p. 158. For report on ch. 
100, SLA 19i2 lCSHB 605 am), s1:e 1972 
House Journal, p. 643. 

;\m. J ur. rcrcrcnce. - 42 Arn. Jur., 
Pu\.ilic ,\dministrali\'e Law,§ 94. 

and third sen~nccs of sub~ection (a). 

Sec . .t.t.62.312. State policy rcgnrding meetings. {a) lt is the policy of 

the state that (1) the governmental units mcntionC'd in§ 31 O(a) of this chapter exist 

tu aid in the conduct of lhe peo11lP's business; 
(2) it is the inte:ut of the \aw 1~1:\l hCtions of tho~<: unit~ be tala•n openly 

and thal their d<>liberatio115 I.Jc conducted opc:nly; 
(3) the pcuplc of this slate do not ~ icld thL ;r ~o,·crl'ignly to the 

agencies which sc r\'1.! them; (·\) the people, in tlch.•i;ati11g authority, do 11ol gi\'c llwir public 
51.:n·:ints the rigl' t to ,lccidc what is good for the peL1plc lo ~.now and what 

i!' not good for 'hLm to know; 
l5) l he people's right to remain inforr:1l•d sha\l be protected ~o that 

they may retain control o,·cr the ii~~lrumcnu; they ha,·c created. 
{l>) Section 310(c}(l ) of this chapter ~hall be c<•n$lrucd narrowly in 

order to effcctu<tte the po\it:y swted in (a) of this section and avoid 
unr11:c~si:.ary c>.L·cuti\'C St!S$ioni:.. (§ 3 ch 9 .. SLA l~i2) 

Ht ' hor'• ncllr 1 1 ~~2 ). - AS.: :.62 31 ~(a) 
ii. \ ,n~ ··d on Cal. Go,·' t C.A .. H'C. ;, 1 ~1;,0 

l.q;hh1t\' t n1m111llttt rer ort. - For 
r p<irt nn ch. ~I , $ 1.A Hl'l2 (:B '.!:l3). !'CC 

l\t oJ lloui-e J<1urn:il, p. 158. 

,\rtklc 7. Lc~hll\tiH llc"icw of Hules. 

5rrtlon 
3:!0. Lei;l,luti\'c 11n1 ul1ri1·n\ 11£ 111:11

1
.111ons 

~cc. l \.G2.320. l.Li;i \11th c ann\11111•':'\ l of rcgt'lnlion. nntl rc\'icw. 
{a) The lc:gislat ure, l.iy a co11c1..rrt"nl rc~olution adup'cd uy a \'O\C of uoth 
houses, mny annul a regulation of :rn :11;cncy or d.;partincnt. 

(b) Within ·\ 5 tlnys :1 f\cr n rc.·~ubtion is filed uy the lieutenant 
J;O\' rnor, l h<' li1:u trn:rnt 1;0"1.•rnor .. \1a \I ~ u \.,mil the 1 L'~ u lat ion to the 

1rnd re,·icw 

\ .. l 

... ( .. 
=- .. 
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State Affairs (programs and activities of the Office of the 
Governor and the Departments of Administration, Military 
Affairs, Public Safety, and Transportation and Public 
Facilities) . 

(b) The committee chairmen are authorized to form such 
subconuni ttces as they determine Lo be necessary. 

Special Conmd.ttees 

RULE 21. The presiding officer of each house appoints all 
special cormnittees and designates their choirmen unless otherwise 
ordered by the house. The chairmen of like committees of each 
house may arrange for the conunittees to meet jointly to receive 
testimony and deal with other matters which may be expedited by 
joint con~ittee action . 

Open.and Executive Sessions 

RULE 22 . (a) All meetings of a legislative body arc open 
to all l egis latn es , whe ther or not they are members of the par­
ticular legislative body that i.s meeting, and to t he 3enera l 
public except as provided in (b) of t his rule . 

(b) A legislative body may call an executive session at 
which members of the gcn~ral public mny be cxcluJ C!d for t he 
following reasons: 

(l) discussion o f 111?.tters , rhe i.mrnedi..1tc knowledge of 
which would .:l<lversely affect t h e finances of a 
government unit ; 

(2) discuss jon of subj ec ts that tend Lo prcjudi.c:e the 
rc:pu t a Li.on ;ind chnrac ter of a per s on ; 

( 3) di.scussion of a m<Jttc r Lhat may, by L:iw , b~ rc­
q11i.re d to be confi d<mt i al. 

(c) \~1~n n l cgi.sla t ivc boJy Jesircs to cA ll an executive 
~:ct:siLm i n nccordancc with (b) of this rule, Lhc body nh:ill [~1-st 
convc•n•: a::; n pub 1 ic mn~ ting nnd the quc!:i ti on of holding ~m cxccu­
t j vc sc· :;sion s h :1ll be clL! tcrrr.i.ned by .1 ma j ority vote. 

(cl) The pl·o vis i..on~ of l his rule s hall Hot be i.nt(!1' 1H«.! L~d :-1s 
p c! rmi tt in s~ Lh c c·x.clus i.on of a ] cgi!;lntor from 0n executive !>cs-
~ ion. \·1he l her or not lie i ~ R memb er of thP. hotly t h:i t i.s mce ting. 
A l cg i s lal.1.H· not .1 member of the body h olcH11g :111 r>:r:cu ti.ve ::;cs­
!-;ion s hall, liowcvl•r , he [;Hbj cc t Lo t he s:1mc ru'l c~s of conrid nL i ­
:tl it;y :ind d.·.'corrnn as pl.!rr-:ii n to L-L·gulilr rnc·mbl i:s of L he ho tly. 

( c• ) Mi 1H1 tcn :>h n ll he kc'pt of cnch mc:ct i ng of n s Lnncling or 
~; pcci ;:1l cnmmi.t· t~ c. Muc t i.ne r. may be cJ ctt"Ollic:1lly cccordNl :n: 
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1 ., option of the committee. 
I~ls of research value shall 
t·cference l ibrary at the end 
position. 

Committee minutes and other mater­
be delivered to the legislature ' s 
of each session for appropriate dis-

(f) To the maximum extent feasible, the t ime, place and 
subject matter of meetings of standing or special committees 
sha 11 be amiounced by the commit tee chairman in advance. The 
announcement shou lG be, if po~~:j b le, made on the floor of the 
House or Senate during sessions. Posting of notices and other 
forms of announcement are encouraged . The presiding officec of 
each house shall e n force compliance with this subsection. 

Commi..ttee Referral and Action 

fWLE 23. ( a) A commi..ttec acts on all bills r eferred to it 
and reports its actions and recornme.ndat ions to the house as soon 
as practicable. Committee reports mus t be in writing and the 
report must be signe d by a majority of the members of the cormni t­
tee. The report will note the recommenclntion of each member 
signing the repoLt. 

(b) Whe n a bill is r cpoi:tcd back by a committee without at 
least on e " Do P;i.ss " , unl~s s the bill h as a subseque nt referral or 
r e ferrals of r c .:orcl , t h e pres iding offiCl.!l" shall put the question 
" Shall the bj 1 1 b l'. referred to Lhc Rules ConunittC'C: for placement 
on the c.:i l 0nrlax for scco11C 1 r e.1ding notwj l lu; tancline the r epor t of 
the co111111ittce(s)? 11 It th·· bi.U ha~ n subscq uc nl. rcfern1l or 
rcrt:rr;i]s of record , th~ qu(.!~:Lion shall noL he put unti.1 t ltc la s t 
commi u ·.cc ha s reported and unl e;, s n] 1 r e pQrL:.; '-lT<! wj thout at 
lcasL on e "Do PC1::s 11

• Thc question is dct,,1tnblc .:111cl if c:1 m<ljority 
0 r: the nll !lllUCrsh i p 0 r the ho u!; c VO I L' S in LhC' l1 C't.n t i V L' I t lt c b i 11 i. R 

l ost. 

(c) Ir :I C(1nt111 i tLC'e han lllOJ"C.! Llt.111 one bi ll 011 the sall\C 
s ubject or j r it f.incl :. it ncccr:snry to rcvl~ c a bill substauti­
a l ly. it ma y r c po d . out a suhs t:i Lu te bj l l an'cl recommend r:ha t the 
suli f; L i Lu tc be ac.:ccp t.ecl for !> cc..:ond rC'n c]j. 11 p, j n the: p l;i cc 0 f t he 
orir,in<1 l bill. Sub~ Li. Lute bilb; nr.c rlupl ic;1t. c d mid distribuLud 
whe n Llwy an. re pot: l.c<l out by th e CC>mi1ti. ll <.'C. Co rn111 t ttce subs ti -
Lu te bill~ c <.1cry n n otat i. 011 or th1. source or spo n :~ or of the 
odr,i n<1l bill jn Lh c manr1C'i- prt! r.c rUJ1'c1 hy Lh(· clra [l ine m.:inu:tl 
un l cr.~; Lhc npon s:o1· objects Lo hi~ or Lh ·Lr 11 :tntl~ !>O :tppc:u: jnt;. 

(cl ) A l 1 b j I l ~ in v () 1 v i ll g .1 p fJ r l) p r i (\ l i (111 ~: I r c v t• nl l c f, 0 r b c.m d ; ll e 
lllllSl be rc.:rcrrcd Lo the Fi11 :1 11 cc• C: otnmi Ll<.'t' ut'ron' Lhcy c:tn b 
ndv,111cccl to second l"l.C\ CU n ~· .. 

f 0111~~ t L !_;££__o r The Who 1 c 

RULE /.l1. Wh 0n Lhc h ot1 S1.• [ or.ms iU:cl.C into n Comin:iLLcc o r 
the Who l e the prc~ i d:inr; o [f:i.ccr vo c;1tL'!': Lh c c h ai.r and c:alln upl•n 
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MANUFACTURERS HANOVER TRUST COMPANY 

e.oo ~-IF"TH AVENUE, NEW YORK , N. Y. 10020 

The Ho11orable Clark Gruening, Chairman 
Special Committee on the Alaska 
Permanent Fund 
528 West Fifth - Suite 270 
Anchorage, Alaska 99501 

Dear Clark: 

October 26 , 1977 

I send this letter to your attention as Chairman of the Special 
Committee, but have indicated a copy to Mike Doogan since all 
arrangements for our pending presentation to your Com.~ittee have 
been made through him . 

I promised an outline of our pre sentation highlighting the major 
topics. Attached I offer that outline and indicate , in each case, 
who the speaker will be. For your and Mike's i~formation , I also 
enclose biographies on each of the Manufacturers Hanover people 
who will be involved on November 18th. 

Durins our last telephone conversation, Mike indicated that the 
meeting might be moved up to 9 am from 1:30 pm. Ne are prepared 
to make our presentation earlier. if necessary and look forward 
to hearing from Mike if that change is made . 

Our group will be staying at the Captain Cook Hotel the night 
of the 17th. \ve look forwa:rd to seeing you soon . 

Sincerely yours, 

Enclosures 
cc : Mike Doogan 



I. 

II. 

III. 

IV . 

v. 

MANUFACTURERS HANOVER TRUS'l' COMPANY 

PRESENTATION - ALASKA PER!"lANEN'I' FUND COMMITTEE 

Introduction 
Speaker - J. L. McCandless - Vice President 

History and Development of Funds Exempt from Taxation 
Speaker - Willard L . Whee!ler , Jr . - Senior Vice 

President 

Impact o ". ERISJ\ on Corpor .ite Pension Funds 
Speaker - Willard L . tvhceler , Jr. - Senior Vice 

President 

Other Services Needed by a Public Fund 
Speaker - Willard L. Whealer , Jr. - Senior Vice 

President 

Investment Strategy 
Speaker - Victor J. Melone - Senior Vice President 

A. Development of Economic Scenarios 
Speai:er - Dimitri N. Dalatsos - Vice President 

B. Debt Ma nagement 
Speake r - llaralu de Ropp - Vice Pres ident 

C. Equity Ma nagemen t 
Spcnker - Victoc J . Me lone - Senior Vice 

President 

I V. Conc lusion 



WILLARD L. WHEELER , JR., SENIOR VICE PRESIDENT 

Birth Date: 

Educ a tio·1: 

Business Experience: 

Organizations: 

MHT Co. Committees: 

October, 1932 

MBA, University of Chicago 
BA , Cornell Unive:csi ~ · 
National Trust Schoo_ 
Investment Management Program -

Stanford University 

Manufacturers Hanover Trust Company 

197 3 to date: Officer in Charge , 
Employee Benefit Trust Department 

19~1-1973: Senior Officer , Employee 
Be~efit Trust Investment Department 

1968-1970: Investment Officer , Personal 
Trust 

1957-1968 : Portfolio Officer , Northern Trust 
Co ., Chicago 

Investment Analysts Society of Chicago 
Nat ional Foundation of Health , Welfare and 

Pension Plans , Inc . 
American Pension Conference 
Cornell Al umni Society 
Advisory Ccmmittee- Stanford University 

Graduate School of Business 
~ast Membe r New York State Bankers Association 

Employee Benefit Committee 

Senior In vestment Committee 
Port folio Ma •. agement Commit tee (Ad Hoc Member) 
'J'rust Inve stment Committee 



VICTOR J. MELONE, SEl~IOR VICE PRESIDENT 

Birth Date: 

Education: 

Business Experience: 

Organizations: 

MHT co. noards and 
Committees: 

November 1933 

MBA, New York University Graduate 
School of Business 
BA St. Peter's College 

Manufacturers Hanover Trust Company 

1 977: Senior Vice President 
Trust Division,Senior 
Investment Officer 

1974-77: Prudential Insura nce 
Company of America , 

1972-74: 

1960-72: 

Vice President, Director 
of Research 

Dean Witter & Company , 
Incorporated, 
Senior Vice President and 
Director, Director 01 
National Research 

Blyth & Co. , Vice Pre! ii dent 
and Director, DirectOJ: of 
Research 

New York Society of Security 1\naly~: ts 

Chartered Financial 1\nalys t 

Chairman , Senior Investment Committee 

Crilirman, Inves tment Office:.:s Committee 



.. ~ . " 
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Mr. J .,. L ~ _ Mc0an~l'e$s ~· .. 
·yice President_,. • 
Manuf ac~ureTs Hanover Trust 
600 ' Pifth'· Avenue·~ 
New York, NY 10020 

Dear Jake: 

writing at ~he direction of the Chairman ~ Clark Gruening, 
to firm up arrangements for ~ presentation by your firm at 

· . the Committee's November meeting in Anchorage. !he enclosed ' 
~chedule gives details of that meeting . 

It is my understanding that your firm, wi11 be prepared to 
make proseptation on how it handles trust/pension· accounts 
and other type~s oiJ financ,ial man an Ament. In this regard, we 
think that any information.~ you could give the .commit..te'e on 
the managemel,l~ of private trust acpount?s an1 the way that 
m~nagement contrasts with ~anagement of public trust accounts 
would be most useful 

At th~.s point, it looks as if such a presentation should be 
made on November 18 not long Aftor the Committee meeting 
commences. This, of course, may charlgo; but 1 mn confident 
in scheduling the presentation for plannin1~ purposes at that 
time. 

Also enclosed for your information are some recent fact 
sheets on current investment of Alaska p~nsion and other 
funds from the State Department of novenue. 

In closing; I would like to reiterntc that it appoars un­
likely that tho Committee will make, specific assignments of 
funds for management, sinco its charge is to present sug­
gestions to the full hQuse on enabling legislation. In 
short, we view our position as being in ~he initiRl stnges 
of a pl'OCOSS. 

Sincerely, 

~tike Dooaan 
·Aclmin is t ra ti.ve 



m MANUFACTURERS H \NOVER TRUST COMPANY 

e:.aa F"IF"TH AVENUE, NEW YORK . N . Y . 10020 

September 2 , 1977 

Mr . Michael Doogan 
528 5th AVE'1' Ue 
Anchorage , Alaska 99501 

Dear Mike: 

It was a pleasure to meet you during my Anchorage 
visit last Tuesday . Thank you for your time and 
~ounsel as I endeavor to introduce Manufacturers 
Hanover to all of you who hold responsibility to 
the Permanent Fund . 

It would be a privilege to arrange an investment 
presentation by our people to the Permanent Fund 
Committee at some point in the future. We are 
willing to come to Alaska for that purpose whenever 
it might be timely. In my letter to Clark I have 
indica ted this desire, and if the Committee 
meetings sclH:?duled for November 11 and 12 would be 
a good time , we certainly will plan to be there. 

Best wishes Mike for continuing success i n your 
efforts on behalf of Alaska. All of you face a 
chal l enging future with endless opportunities . 
1 look forward to see ing you again i n the future. 

Sincerely yours , 

UM~~ 
L . McCandle s s 
e ?resident 



m MANUFACTUll.ERS HANOVER TRUST COMPANY 

e.aa FIFTH AVENUE, NEW YORK , N. Y. 10020 

Representative Cl ark Gruening 
Chairman 
House Permanent Fund Committee 
528 West Fifth Avenue 
Anchorage, Alaska 99501 

Dear Clark: 

November 25, 1977 
Telephone Number 
(212) 957-1893 

On behalf of Manufacturers Hanover Trust Company , I would 
like t ~ express deep appreciation and gratitude for the 
oppor~unity we had to appear before your Committee last 
Friday . Our effort was designed to show those m~nbers 
present the investment process with all its input . Per­
haps it was not exactly what the Committee had expected, 
but it wati an honest effort to educate all of you as you 
approach the construction of the Bill which will go before 
the Legislature. 

We are prepared to assist your Group at any time in the 
future , and I will be staying in touch with you on a reg ­
ular basis. 

The associations I have made during my two visits are valued 
ones , and I look forward to further contact with you and 
your Committee. 

I send along very best wishes to you and your family for 
a very pleasant Holiday Season . 

Sincerely yours, 

J. L. McCandless 
Vice President 



m MANUFACTURERS HANOVER TRUST COMPANY 

Mr. Mike Doogan 

GOO Fl FTH AVENUE , NEW YORK, N . Y. 10020 

October 11, 1977 
Telephone Number 
(212) 957- 0760 

Administrative Assistant 
Special Committee on the Alaska 

Permanent Fund 
528 West Fifth , Suite 270 
Anchorage , Alaska 95501 

Dear Mike : 

In the absence of Jake McCandless who i s vacationing this 
week , I am responding to your l etter of October 4 , 1977 . 

Our Bank is very appreciative oE this opportunity to come 
before your Commi t tee on November 18 in Anchorage . Jake 
or I will be getting back to you s hortly with an outline 
of the s ubj ects we will cover i n the Presentation, and we 
would welcome your comme nts to insure that our 111t=e ting 
will be informa t i ve. 

Again, I wish to express our appreciation for this oppor­
tunity to meet with your Committee . 

Very truly you~r..: , 

~ 11 4 
lffll! 7 J, l1 .LJ 

C James S. Ward 
Vice President 


