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that i,hc_>ir (often) latent com.'ilunity has int.<>1'c!,l,s (If its own, ns a c:omrnunii . .y, 

W"!d that those i ntei·e:·:.c o :f".!.'r:1· a bt:cis for C:C•loc:ertc:cl nc:tion . 

f.iuc:h clevel::>j'!TIC:ni.. j s not t :::npoTary , b11t 1,.._ rm•1nent; 11c.t one- shot b irt con­

t)m·ing : 111)t. !'rc:p:icn;:.2.ry but. i ntc.:gral:1..·tl . Pu·sons who!">.:! sldlls increase will 

b~ mo1 c likE:ly to stl-!y thr>n to lt?uvc.; cnterrri~-cs that clevclop \1ill promote: 

c.;0111rniud'.y-1·c•lut.ed llene('it.s rs.t!1r-r t .. w.n -nc1t~l:, narrow •rnd :privat.e oues ; ~1nJ 

r csou1·c-c:G <ln:.11.-:1 jnto tlic o.reu aYc J .. kt:Jy i.c• :.:l..t:y , cj r culat.c , a..,a multip1:1 

i·o.thcr Lhon 1r.c:1·e:J y a<·c:rue to t.h<:' 1;c·..,cf1 l. u.f' oul.s i tk agL·ncics uncl pc1·s4..ms . 
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Social Multiplier Effects in 

Community Economic Development 

Over the last few decades, much effort has been directed 

toward the economic development of depressed areas of the 

United States . In some ways , this was merely a recognition 

of the fact that the high leve l of development of the nation 

as a · whole was not uniformly distributed among all regions 

of the country . It is clear , howev~r, that the depressed 

areas differ enormously f rom one another , and that they have 

litt l e in common save their poverty. In fact , what are for­

m~lly labelled depressed , o~ poor, areas are merely those 

which fail to meet standards that change from time to time, 

and which are themselves relatively arbitrary . Moreover , 

since the measures on which these judgments arc based tend 

to be gathc~ed in connection with preexisting political units 

such as counties , they often have little rclation:-;hip to any 

n~aningful social unit . Such arcac arc l arge and small, 

urbnn und rural , dc.nsely and spar!.>ely popul a tctl , corr.posed of 

Black , v;hitc 1 Ind i an , Chicano, other ethnic groups , :ind mix­

tures of al l and spread across the country . '!'he assnmpticm 

that "depressed" or "bnc:kward 11 areas c.:in all be "<levclopcd 11 

by universally applicable decisions and s tr.:itcgi ~s is there­

fore extremely doubt f ul . Thi6 is s upported by the wcnlth 

of uxparicncc indicating Lha t it is still very <liff icult-­

pcrlrnp::; impo:.;~ iblc--to predict the cffcctivenc~s of development 
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programs . Some cases seem to reBpond better than others to 

our present understanding, but in both theory and practice 

our understanding visibly lags our r esults. (Owens and Shaw , 

1972) 

We propose tha,t success of :=ievelopment programs is ·a 

function of the extent to whi ch organizational decisions are 

congruent with, or build on preexi sting local structure a nd 

culture. In particular , we propose that certa~n decisions 

broaden the impact of development prog r ams more than others , 

and that these essentially help devel op a parti c i patory 
.. 

structure and commit ted citizenry. I.n short , !:he effective 

decisions 3re those which cre ate and support a s ense of com-

munity and of shared goa ls among r es idents of the a r ea . The 

mode l that arises from thi s point o f v iew a rg ues tha t wid e r 
.. 

i mpact of invested r esources .requires a process o f " socia l 

mul tip~ . .ira ti on 11 by which irnmediutc ef fc;·c t s arc led by local 

i ns ti 1_ u tions a 11d structuxcs to produce :i.m p.:i.ct ~ c.: lse\dlC;rc. 

'l'hufl our. nnsw<:! r to the quc.:sl i on of why invcstrnc:nt , t~ .::- invt?st-

ment per capita , docs not ccrrcla tc with pr.OCJ:t .·m cf fe ..; ·U .VI.':! -

ness is , in brief , that cc~tuin charactcristicr of the 

local culture , environmen t , arid i nstitution;, i 1 terven~ to 

determine whether the invcs tc~ resources r esul t in s ubstan-

tial cha ng e . w~ a rgue , i n particula r , thnt cc 1 l:n in e xisting 

f eatures and characteris tics o[ t he locnli ~ y represent latent 

soci.:\l. rnult.i.pliers , l:.ut t hat thnsc do not nutor 1tical ly come 

5. nto play duri ng a development progr um . On th t contrary , 
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·although any program w.Lll have ~ e .ffect , if only because 

it is in itse~.f a source of income , whe ther the resulting 

change will be more or less permanent and self-sustaining 

depends on specific institutional and organizati onal deci­

s~ons. Economic ~e~elopmeni of locally depr e ssed a reas is 

not automatic , even given highly favorable preexi~ting con­

ditions, nor does it necessarily f ol low only o ne path . I t 

re~;ults from and depends on s pecif i c decisions made in 

r elationship to particul ar char ac teri stics of an a r ea . 

We ~~lustrate these e f fects by a comparative ana l ysis 

o f ~~ U. S. cominuni t i es . 'I'hese a l l participate in the Special 

I mpclC t Progra111 of OEO, which· h as f unded some forty communi t y 

ccon9mic deve l opment groups s i nce nbout 196 7. Since this 

progrq~ has attempted to ma intain u cons istent philosophy 

t hroughout , antl s inc.:e the fu nded 9roups are us diverse as 

t he depressed areas t hemse lves , it offers un unusua l ly 

appro,?riatc opportunity fo r comparative analysis . 

'rhc ~;rccj ;11 rrnpac t Proqrmn 

I n general, nmcricnn ideo l ogy hQa l ent itaclf more 

naturnlly to deve lopment bused en in<livid u· l cl fort and 

r ewur d . 'l'hut is , /uneric.:rn d c v e l opmc n t policicr. have 

almost. without exception bec:n riirecteu toward ga i n i nu for 

eac h jncl) vjd1.rnl the bunc Cit!> seen to be .:i.ttuclt( •l to the 

mo r. L- f .:1vorr•d i.ntlivi.tl llitl r; . Prournm opt.ions have Lypjcnlly 

i ncluu cc.1 u he a vy uo:;c of c<.1ucution .:md t1ain ing-- lnvest111cnl: 



in human capital , as i t is formally known-- a l ong with r e l ated 

structures to help those newly learned persons gain access 

to ~ppropriate opportunities . A good example is the con­

cern for equal employment . practices , and reverse discrimi­

nation .strategies to compen~ate retroactively . More funda­

mental efforts tehd to s upport traditional social and eco­

nomic infrastructure needs-- transport , power , financ i al 

institutions , and physical development . But the rationale 

remains provision of the base on which individual efforts 

by firms and persons alike can build . 

The· ·s:Jecial Impact Program of OEO emerged during the 

mid -1960 ~ , in part as a result of perceived failures of 

t he inJividualistic fallacy, and in part because of the 

conviction of some persons on Capjtol llill that more col­

l ective ef f:ort was needed . ~vh .:tt emerged fi nally was an 

innovative nttempt to offer a dif fcrent option as an 

e>:pcrime ntal program . (Perry , 1971) 

'rh1·cc e lement s nre common to all of 1..he CDCs . First, 

each CDC explicitly operates within n defined target area 

intentlcd explicitly to represent a potentially n~aningful 

soci.:i l unit. Second , control o( 1..he pro9ra111 anc.l of the 

grant funcls , is directly in the hwr.ds of th•.! CDC . 7\lthougll 

the y arc Lhcmsclvcs structured diff ercntl y , all believe 

thcmsulve !:.> responsive to their comniunity consti t uency and 

arc so viC!wecl by OEO . rI'h:i.rd / the program focu: ·l!S on 

economic nctiv:i.ties .-is thG pr.imnry tool by which the so 1.:::i.a l 



welfare of the community can be enhanced. Overall, the 

CDCs basic thrust is institt:.tional and economic , no~ i ndi\'i­

dual. In short , it is assumed to be possible to det1e l op ~t 

mutuality of interest among residents in the develc?ment 0~ 

the community as a ~ocial , e~0nomic, and politi ca l entity. 

(Faux , 1971) 

Nine CDCs were studied in depth by the senior author. 

They are as diverse as the program itself . Five are rural: 

Sicte del North (SDN} in northern New Mexico, Northeast 

Oklahoma CDC (NOCDC} , Job Start Corporation (JS) , and Kno~ 

County CDC (K_CCDC}, both of which are in 1\ppalachian Kentu~ky, 

and Lummi Indian Tribal Enterprises (LITE) in north~est 

Wa s hingto11 . SON include s the largest area , 25 ,0 00 squa r e 

mile~ , but a very mo~est population (32 , 000) large ly S?a11i s h-

··-surnamed , but al3o including a small Navajo tribe . ~OCDC is 

also very la~ge , covering some 10 , 000 square mile s a~d 

including about 220 , 000 people of which two-third~• a r e \otl1 i te , 

five perce nt arc lllack , flnd the r ema inder Indian. J S i s 

about the s ame si~e , but virtually all white . KCCDC i s .1lso 

entirely white , but much s mal l ; 25 , 000 pe ople and onl y n 

few hundred square miles . LI'l'E is the smalle st CDC, ·,,· i l 11 .1 

tnrqet population o f c.i.bout 1 5 00 Lummi s on c:t rcscr va t ic :·1 , ii 

roughly eight s qua re miles . ln addition Lo these S J' l' · ~ I 11·.all'' ' 

rural groups is United Durh.:lm , Inc . (UDI ) , wh ich is i ·~ ::.· 1 

rur.al an<l p.:irt urban a n d whose t orgc t population j 11,· 1-..: .: ... : 

about 50 , 000 Blacks . 



The other three CDCs studied are urban; in fact , they 

are metropoli tan inner- city Black ghettos . They are Bedford­

Stuyvesant Restoration Corp . {~SR) in Brooklyn, Harlem Common­

wealth Council {HCC) , and the Peoples' Development Corp . (PDC) 

of Washington, D. C. BSR serves roughly a half- million people , 

HCC about half of· that , and PDC half again . These nine groups 

are organized in different ways. Several are shareholder 

corporations (UDI , NOCDC), several are representative corpor­

ations (DSR, HCC, JS) with boards of directors representing 

ot her community groups. Still others , though non- s tockholde r 

corporatibns , are controlled by direc t ors e l e cted by the 

cqmmunity (KCCDC , SDN) . Two are contr olled e ntirely by ot her 

organ izations ' (PDC is owned by a community uction agency, 

and LI TE i s owned by the t riLe as a whol e t hrough its 

busin~~s council). Thus , in every r espect , the s e groups 

cove r a wide range. 

We have two kinds of dat a on CDC eff ec tiveness : the 

r esults of intensive case s tudi es of t he ni ne CDCs described 

above , and t he r eport o f a t hree- year cval ua t icn o f the 

enti r e program comp l e t ed by Abt Assoc iates , I nc ., i n 1 973. 

As a cautionary note , we point out t hu. t t here i s no uni­

versa l or compr e hens i ve aggr cg.:itc mear;urc of effectiveness , 

but some differences are c lear enough for present: purpos es . 

ov~rall , the Specia l Impact Program h~s bec11 a s ucc ess . 

(Stein, 197 3b) In its s ummary o f the ev~luntion s tudy , Ab t 

Assocj a t cs concluded: 
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.: . the experience of the Special Impact Program validates 
the key concepts of the approach. Particularl7 the criti­
cal element of conununity control and participation has 
been found to be effective in increasing the development 
impact of the CDC. (1973 , p. 26) 

This can be interpreted in the present view as an indication 

that the basic institutional framework inherent in the con-

cept of the SIP itse l f activates and increases social multi-

plier effects . It does this essentially by enhancing the 

sense of community cohesion through the very act of empowering 

(funding) an indigenous organization (thus promoting indi-

vidual commitment to the community , and to the notion of 

shared goals, by estab_ishing a mechanism through which 

they may be r e-:ilized) and st·ructura lly by the establishment 

of an entity whose defined boundaries create a social 

reali.ty--an emergent community--out of what was probably a 

me r e geographical unit. 

In short , it creates a mechani sm which iiot only j nvites 

citizens to purticipate , but enobles them to do so . rrhis is 

confirmed by other indicators of effective ness . Physical 

development (hous ing and loca l conunerce) activities are on 

the average more profitable f aste r lhan other economic 

efforts (Abt, 1973) . Also, economct~ic studies show that 

production for local consumption is highly correlilted with 

venture success, as is the degree of community 11 reprcscntc:t-

tivcncss 11 of the CDC . (Cromwell and Merril , 1973) These 

finding s are most directly explained by recognition that 

community s upport itself i s meaningful even in economic 
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·terms; . that is, that social multiplier effects are clearly 

visible . Residents can participate by patronizing CDC ven-

tures, and by acting to maintain/support :lts activities. 

What has become kno\om as "turf power" counts . 

Beyond this general level of accomplishment, however, 

are still great differences in effectiveness, especially as 

indicated by institutio·1al and behavio·ral changes that offer 

some sign of permanencE ~nd continuity. In the remainder of 

this };>aper, we wish to focus on these differences , to illum-

inate the ways in which social multiplier effects are influ-

enced by specific existing features and by decisions of the 
.. 

CDCs . The following brief vigne ttes i llustrate .. in our view, 

unusually effective development programs . The question i s : 

why did these .reas respond so positively? 

Effective Community Economic Devel ooment 

Knox County , Ken tuck~, , is in the heart of l\ppalachia . 

Defore the arrival of the community economic deve lopme nt 

program (KCCDC ) i n 1967 , there were few jobs of any ki nd for 

the majority of residents . Indeed , mos t hacl ne ver even hud 

a job in 2ny formal sense . There are now not only several 

new small businesses--c -aft works hops and r etail (and 

mail-order ) outlets , a 1:estc:turan t, nncl n plnnnc<l motel--

but mo r.c i1:.por tuntly, there exists the Lawson Fur.ni ture 

Cornpnny grossi ng some million- and- a- half dollars annually, 

and employing f ull time ,.,ell over 100 persons . l\11 tl1cGc 
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.. are owned by the CDC. A sign has been erected outside the 

county seat; it says , "'l'he Biggest Little Conglomerate in 

the World." What is even more i mpressive , the firm ' s faci l-

ities, and the office of the CDC itself, were built by the 

organization using ·1ocal materials and with no previous 

experience of this kind. 

Knox County is now a lso probably -the only political unit 

in the United States where decisions as to the e xpenditure 

of road- building funds--ordinarily a first- rate opportunity 

for pa tronage arrangements-- are made by vote of such commun­

ity groups as the KCCDC councils . One result of this has 

been a great opening-up of i;he "hollows " in the area , rnuny 

of whic h have been so i naccessibl e as to r equire school chil-

dren to walk two rnil·es to the nearest point c apable of being 

r eached by the schoo l bus . Since the CDC a l so contributes 

l abor a nd equipment to t he County for the road woi:k, ten 

time;s as much is done annually u.s befor e this arrangc111cnt. 

The integrat ion of poor community rne1nber s into these poli-

tical decis ions has effected a redistribution of power . 

Similar ly , when Lawson nee<.ls new he lp , t he corrununity c.:ouncils 

elect the n ew cmp1oyecs on t he basis of some cornb:i.na-

tion of perceived need nnd personal characteristics . (Stein , 

1973a ) 

l<nox County is not a l o ne exampl e . 'l'he Nor l hcast OJ: l a -

hom<i CDC (NOCDC) target arcu wcis considered so unlike l y to 

be successful and s o l acking i n nny effective cninnnmity 
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.~rograms that OEO very nearly refused to fund it on those 

grounds alone. Three years later , it had become one of OEOs 

favorit e demonstration projects. There were ten operating 

ventures, well scattered across the territory, and employing 

several hundred peopl.;: . Some of these, entirely owned by 

the CDC, were extremely sophisticated (e . g. , jet engine sub­

contract manufacturing) • 

More remarkable is the fact that NOCDC has been engaged 

in a serious power struggle (itself a sign of success) . It 

may survive ; if it does, it will be because of actions taken 

by the other~ise uninvolved and entirely inexperienced poor 

shareholders . A group of directors , representins t he existing 

power holders in the arca, were attempting to take over the 

CDC for their own purposes . This whole affair , which stretched 

out for over a year. , ultimately resulted in the r emoval from 

office , by a complex process of petitioning und ;.pccial elec­

tions, of all but one of the " take -over" group of: directors 

.:ind the ir r eplacement by communj ty rep re sen t t: U. vcs . 'l'he 

fact that so m<iny persons , :.;cnttcred over such a wide arcu , 

were tnotiv'-lte<.1 nnd able to tllk e Lhe actions thr·y <lid , is 

strikin3 . (f;tein, 1973c.:) 

Consider , finn l ly , the Lummi I ndians , who \lntil 19 66 

ncv~r had .:is muc h us $0 , 000 of tribal income ; l! ierc hod never 

been a full-time paid pcrr;on worJ.:ing for the tr jhc . Most 

members wei.c ex trcmcly poor , heal th cure WC\ S pn c tica lly non­

cxis t .:::n t ( ::i n[nnt mortnlity wns f l.1r above Lhc mc:; 111 ) , over 
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two- thirds of reservation housing was below minimum standards, 

no Lurnrni had ever gone to college, and most of the desirable 

ocean-front property on the reservatio11 had been sold to 

whites for vacation or year-round homes. 

The tribe has .since th~n undergone what could only be 

called a renaissance . Several dozen persons , mostly Lummis, 

are working for the tribe in over a dozen programs, both 

Federal and State. A major aquaculture project, costing well 

o ~er a million dollars, has been started , the necessary facil-

ities were constructed by the Lummis themselves, and the 

first harvest has been t aken . Infant mortality is down to 

the prevailing norm , sev<?ral Lummis have graduated f rom col-
. 

l ege and many more are enrol l ed . Cons iderabl e new housing- -

at t iactive and well designed a t that--is f i ni shcd and more 

on the way. So much publicity has be en generated that the 

Lummi s are downright blas~ about being the subject of a docu-

mcntary film by Marlon Brando , a nc.1 appearances on Johnny Car-

son an<l Dick Cave tt shows . Perhap s mos t r~marl::.tblc of nll , 

the Lummi s hnve star t ed a School of l\guacul tlirc• which i s 

attracting students from many othe r I ndian tri b0s , and Lummis 

f r om off the reservat i on arc r e turning in i ncrc.: :1sing nunbc rs . 

(Stein, 197'1) 

Sources o ..'.: Social Mult:ipJic r Effects 

We are arguing th.::tt these e:rnmples stem fJ.rnn the presence 

of ~ocia l multiplie r ef(cct~ , and from <levclopm~nt dec i sions 



12 

~-. appropriate to related characteristics of the localities in 

question. Before attempting to point these out, we expand 

somewhat on the concept itself and in particular on the sorts 

of local features that contribute importantly to the potential 

for subs tantial multiplier effects. 

It is generally agreed that one of the inherent charac­

teristics of more highly developed societies is a more complex 

institutional stru1.::ture. It has also been sugges ted that cer­

tain arrays of ins~itutions should correspond to particular 

stages of development . The contrary argument is t hat such 

a view is limi ting, inasmuch as it sees deve l opment as uni­

directional, universalistic . in pattern , a nd the refore 

ahistorical. Although our view is that certain t ypes of 

arr angements will generally promote social multiplier eff ec ; s , 

because they are the source of the 11 social ratchets" which 

per~it permanent change , the direction of that change , and 

the particular ins titutions involved , are a function of 

l ocal history and culture . I n any case , deliberate actions 

can promote (or hinder ) th is process , either t hrouah rein­

forcing appropriat e l inkage s or creati ng new ones. Thus , 

socia l mul tipl i ers can be deliber ately expa nded . 

We propose specifical l y that these soc.Lal multiplier 

effe c t s dcd 1e essential ly fro111 the existence of a sen se 

of community .::imong r es ide nts of the developme nt area . For 

present purposes , we think of t hat sense of conununity as 

composed of two e l ement::. : 0!H~ , t he soc i u l cohesion among 
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members. (enhancing the strength of the cc:llectivi+:y) , and two , 

personal identification of members with the community (pro­

moting commitment and shared goals) . (Rossi, 1972) Under 

these c i rcumstances , as the community prospers , so do its 

members . (Kanter , 1972) Social multiplier effects provide 

the linking mechanisms . 

Three features contribute to · the potential for such 

effects to become important : demographic, leakage-reducing, 

and cohesion- -;nhancing . Demographic effects are straight­

forward . Local development program effectiveness is enhanced 

when persons can identify t l1emselves with the area , and when 

inferpersonal interaction am9ng the members of the target 

population is increased and routinized . These are easier 

when : (1) population itself is· low, and (2) the target area 

is physically small . Thus, reduction of both numbers of 

pers.ons and geographical f-lize increase s the potential for 

social multiplier eff0cts , other things , as usual, be ing 

equal . This i s not identical with population den sity; 

absolute size is i tscl 'f important . l\lso, the impact of 

these characteristics will b e greater in the lower ranges; 

as develo~nent area and populiltion rise , the proportionate 

effect of further incrcnses will be reduced . '£hcsc effects 

arc therefore more obvious and powerful in smal l e r sizes . 

The two most effective CDCs , of t he nine studied in depth , 

are Ll'l'E and KCCDC . 'l'hc~c are the two s 1':\.:illcst , both in 

populil ti on and in geoCJ r<..1phicu.l s ize . 'l'hu;, , dcrnogr.:iphic 



factors here contribute to increasing social multiplier 

effects . 

Leakage effects are associated with isolation, whether 

physical (as for instance .. Ln communities located in remote 

lr difficult access . areas , or merely rural and off the 

beaten track) or social (as is often the c ase in ghetto or 

barrio , or in poor areas generally--the other side of the 

tracks ) . Although isolation is ordinarily regarded as a 

problem to be overcome , if: also redu.ces poten>.:.ia lly ·Cohesion­

destroying extra-community attachment . Fr om t hi s point of 
.. 

view, isolat~on is a virtue , preventing the soc i al equi-

va1en~ of leakage effects in economic life . The economic 
. 

multiplier is enlar ged when t he potential for economic 

e xchange ~cross the ~oundary is redu~ed ; this is one reason 
-· 

for tariffs . Exactly Lhe sam0 notion applies to social 

multiplier s . Leakage (whic h includes co- op1.ation and social 

and geo9raphicctl mobi:' i ty ) l·cduces the likelihood t hat intra-

community links v1ill he strengthened . Community leaders are 

no sooner identified than they leave for greener pastures ; 

opportunities for ve ntures are no sooner created than out-

side firms and entrepreneurs become int~rcsto<l and in effect 

guarantee economic l eakage . Thus, in general , isolati on 

strengthens the s ociul mu 1 tiplicr . 'l'he f cw CDC ~. dropped 

f r om U1 e; program (aside fL"om one special case ) \.rure i n urba n/ 

mc tropoli ti.ln ttrcas whose charac tcr:i sties notubl ' ' include 

" l cnky" boundaries and strong ties out of the t,1r9ct arcetc . 
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These isolating features may be regarded as characteris­

tics ~hat reduce the likelihood of transfer of energy , commit­

ment, and resources across the boundary between the target 

area and its surroundings, and thereby make leakage more 

difficult and l ess likel y . . Howevsr , this result is also 

gained by cohesive effects; that is , those whi_i::11 prevent 

l eakage by building up local cohesion rather than by reducing 

extra-community attachme nt . 

The specific nature of these cohesive ~ffects can vary 

widely . They range from the well-dcvclopc~ sense oi kinship 

and trad.i"tion he ld by mernbe1 s of l\rnerican Indian tribes , (us 

the Lummi s ) to conunon awaren0. s s 0f arJ res pect f or & signi­

ficant historicul past, as in the industr ii.L towns of New 

England . Still another source is a s hared a llegjance to a 

particular politic a l unit , a s in the cot.ntics of Appalachian 

Ke ntucky (a factor to KCCDC) . nnd the c ultura l he ritage of 

e thnic groups , even to i·he point of dist i ncti vc l angua<Je , i s 

certainly an essentia l ~-:ourcc of solidi 1"Y fcc l iiicJ for many 

groups , a s in the Ita li.:.tn-l\mcr icann of Enn t Dos'.on , the 

Spani s h- s urnc:1mcd , Spanish- spc.::iking migrants of northern New 

Mexico , nnd pcrh.::ips urban lllackc . 

Such feature s provide! t he communi. Ly with cl ~ense o[ its 

disti nctiveness with r c!::pcct to 0L11c1· S<J(:ial un its , and 

therefore promote cffeclivc col lcclive nctjon , l'VC'n though 

at n s uf fj ciently c x ug9e1·at·cd l evel thi!J mt1y ul!.io be dys ­

function~ ! for the l a r yr r ::;oc i c ly . Tn '1ny c~sc , cohcsi ve 



and isolating forces reinforce and support each other. In 
. 

the process , they also increase the potential for social 

mult~plier effects . This is supported by the finding tha t 

there is a clear and gene~al su~eriority of rural groups 

over urban ones both in ver.ture results and in i:.he corrunit-

ment and involvement manifested by ~~~idents in surveys 

(Abt , 1973). We interpret this as evidence of the effect 

of isolat:i.on in reducing leakage across community boundaries . 

Addition~lly , of course , rural areas benefit in having many 

fewer competing claims on persons ' time and conuni tment, so 

that t he ~ohesion-building task of the CDC is easier there 

than in urban areas . We have a lready indicated our opinion 
. 

that I<CCDC and LITE are t he most ef fcctive groups in the 

program . Both are , o f course , a l so rural and unusually 

isol ated . 

Jnstitutiona l Dccisjons and Social Multiplier Effects 

'I'hc se features of local develop111cnt ,:.ffc.::i :J provide for 

morc- or-lcsa powerful , but l aten t , crrc~tLl; apvroµriatc 

ins ti t u tional decisions are required to make the m m~mif cs t. 

Some of the~e follow from the concept of t·hc: Spcc i <:.i l Impuct. 

Prol)ram itself; other!:i a 1 c of .:t more l ocLLl char. c ter . Both 

rnc1y be illustrcited wilh r eference to Lhc c>:ilmpl • :.; dcDcribc• c.I 

above . 

'l'hc progres s and c h un9c of Kno;{ Count:y wd~; du~ t o somc..• 

Jwy in~U tulional decisions which ma i:lw dly inCl" l 1:.c d r.;od. ~11 
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multiplier effects. For instance, J~CCDC divided the county 

into 11 subdivisions. roughly corrc::ip:mdir~q to existing poli-. ( 

tical and elective units, and made each area the locus of a 

community organization with its own facility (typically, a 

discarded schoolhouse), structure, meetings, and priorities. 

Since all members of these groups (it costs $.SO/year) belong 

automatically to the CDC, and are entit l ed to nominate and 

to elect directors and vote on policy decisions , these com-

munity groups combine functions as local (subcounty) units 

and as e l ements of the overall county community organizatlon; 

KCCDC. In effect , by reducing the si =c of the operating units 

to which re s idents belong , social multiplier ef fects arc 

e nhanced . At the same time , s ince the coun t y as a whol e is 

the traditional locus of power and identity , the CDC a s a 

whole £Us t a ins and build s on i mpo r t ant a nd cohesi on-bu i l din'; 

tradjtions . In contrau t , J ob Start Corpora tion, which 

ope r a te!' j n ten count.i.e G (inc lud i ng Knox ) hc:i ~..; had pr oblems 

convincing pe opl e f r om the diffcrcnL c ount ies t o co l labor a t e , 

or. that tlwy could thereby <J uin . In s hort , tradition l' erc 

mi ti9a t es 1 1 ga in ~ t dcv~loping commi t .ncn t t o " broade r m~ca 

thnn the: counlies . (Stein , 197 341) 

Most t<lrgc t m:c .::is n r c not ::.: c rvc d only by t h r· CDC , bnt. by 

othe r c.: omm\lnity 01~ cl 0. v 0. l o prnunt agcnci c ~ a s wc l l. CDCs have 

thci·ci on.: h.:icl to <lccidc on thei r r e J .. 1l:ions hip to :;uch o t her 
rt. hd 

9 roup::; '"o n Lhc ex t.cn t Lo whi c h Lhc y ::.: houlcl " ~;pee it1 li Z C! " in 

s ome typL:s o( 
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This tends to show up i n the extent to which business develop-

ment is pursued, as against some comnination of that and more 

broadly social o: community developme:nt activities. In our 

view , even though the CDCs that have taken the former path 

have generally done s o with c~n$iderable success , it is the 

latter that has led to the unus· l results noted earlier. 

Thus , KCCDC is in fact a joint organization; it a l so operates 

as a Community Action Agency (CAA ) with a common director , 

and staff that overlaps a lmost completely in practice . This 

joint approach specifically adds to t he abi lity of such 

groups to tap and expand socia l multiplier effects . For 

exumple, it is t he cohesive strength of the community groups 

in Knox County that enables them to elect workers to their 

j obs (even though t he waiting list is very l ong ) . 

This breudth of effort is evun more true of the Lummis . 
' 

r,ITE is but one arm of the triba l counci l (al l regist ered 

mcrnbers of the tribe ) , Lhc others concerning tribul <tf fuir s 

a nd social we l fare . 'l'hc lr1Ltc r incl\.\dC!:: a Cl\l\ 1 among other 

t h ings . Th\.\s , e~ cn thou9h from our v iew s uch u Lribe o([erc<l 

great potential for e([cctlvc social <lcvc l opmcnt through 

soc iu.l multiplj c r effect~ , in a l l three categories described , 

critica l :i nstitution.:tl decisions cn;.11Jled these to be man i -· 

fc~ted . Jn ef(ect , these bui J t on the t: r:ibo a r; u tightly-

woven web of rcli1 tion::; hj p ~> , which orcra tc:s t.o l
11\hcmce , crcnt~ , 

uncl support a wi de V<lricty o( multiplier c(fc c t!; . 

for c>:t:irnp l c , or1c p1;ogram ha s he l pccl ~uLlt.:d n t ribal 



,traditions and thereby build cohesion and cornini trnent by 

investing resources to write down and record the tribal 

history and language before the present elders (who are 

·few in number) are gone . One can sense the importance of 

.this , especially to the younger members of the tribe, for 

whom these traditions are increasingly a source of persona l 
.. 

identity and meaning. A few years ago, they were more 

often a source of embarrass ment . Moreover, the Lummis 

have t aken great advantage of exi sting tradition by launching 

an aquacultur e venture t hat taps the tribe's long-standing 

use of the sea both as a source of food and as an important 

element in tribal ceremony . For a hundred or so years, the 

USA has tried to get the Lummis to start farming on the 

reservation, but it has never been successful; the chance 

to develop the tribal waters has therefore been i1runensely 

irnportnnt . (Stein , 1974) 

. KCCDC and LITE arc instances of grou~~ uperating in 

areas that had , from our perspective , much potential from 

the outset . NOCDC, on the other hand , lacl~ed reason for 

any such optimism . Its target area is vast and heavily 

popul ated , three different ethnic groups are involved, a nd 

no successful community or~p.nizal:ion~; were known to c>:ist . 

Bow , then, wus it able to accomplish as much as i t did? 

Again , the answer l ies in certuin k1~y decision~ inu.de by 

the CDC, which enabled it to develop powerful soc ial multi-

plier effects . In thib , it may be usefully conl r ns Lcd with 



. . Job S~art , which is similar in size , environment , and multi­

county focus, but not in thrust . 

First , JS is control l ed by a board of directors elected 

by other corrununity groups ·in its ten counties ; NOCDC is a 

stock corporation , with the -majori ty of stock (on the basis 

of one per son , one vote) hel d by its poor constituents . 

Second , a l though both have been effective in developing ven­

tures , JS has done this through its own staff with ideas 

derived from its own efforts ; NOCDC created and supported 

a system of groups of constituents interested in generating 

i deas for their own ventures. NOCDC has provided expertise , 

ftinds , and procedures to help develop these (sometimes over 

50 idcu.s per month) • rrhird, JS has done no community or9an­

izin<J , leaving that .f unct).on i n the hands of the separate 

county CDCs; NOCDC has formally organized and supported com­

munity groups i n each population center , and includes in 

its own structure a staff to work routinely with those 

groups . Moreover , NOCDC has consistently urged residentEi 

to attend as many of its meetings as possible (including 

internal ones , with a few excepti ons ). OpportunitieG for 

res i dent participation have therefore been great . (Stein, 

1973a ; St ein , 197 3c) 

Doth JS and NOCDC have been very successful in terms 

of their own goals and perceived environments . However, 

NOCDCs accomplishment has been more broadly effective . Jn 

contr~st t o JS , it has manifes t ed a range of socinl 
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.. multiplier effects noticeable especially in the d~monstrated 

commitment of its constituents. This is the more striking 

when it is recognized that JS could build en effective groups 

(such as KCCDC) within it~ area , whereas NOCDC had to work 

alone . 

Conclusions 

Similar examples exist in other areas . Th<:! overall con­

c lusion is straightforward . Certain existi ng characteris tics 

of any specific area or social/politica l unit may be regarded 

as indicating the potential for social multiplier effects 

to enhance the effe~tiveness of development programs . These 

characteristics , which increase and support socia l coh~sion 

nnd individual identification with the area , a r e merely 

latent ; they require activation through appropri.:itc insti·­

tutional actions and decisions . If these are so designed as 

to take advan t age o f those latent opportunities, '1nc1 to 

modify the existing features to promote still gr eater multi-­

plier effects , then powerful and permanent changr--devclop­

mcnt--will more readily occur . Many development. theorie s 

and approaches regard existing social t.tr r atHJcmcnts , tra<li -· 

tions, relative isolation and the like as problcJ.1s to be 

overcome rather than as potential mcnns to he lp cng~ye local 

peu:;ons i n cf forts which they themselves fillCJ mc.: uningful , 

ilnd which they can therefore e nthusiasticl1 l ly :-:;11pport . '£he 

essence of appropriatc development lies in iden t ification 

of those factors , and design of upproac hc s to be consiste nt 
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with them; that is, in recognition and support ·of potential 

social multiplier effects that convert resource units into 

institutional change . There are always latent social multi­

pliers--or dividers--and they will have an effect . They 

should be used to advantage anq supported, for in the end 

they may destroy, or at least modify , any development pro­

gram which does not take them int~ account. 
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I. INTRODUCTION 

The following report was preFared under a contract between 

the State of Alaska Legislative Affairs Agency and the Univer­

sity of Alaska Institute of Soci~l and Econoreic Research . Its 

object was to explore some of t.1e fundamental economic questions 

involved in establishing the structure and policies for the per­

manent fund authorized by a 1976 amendment to the Alaska Consti­

tution. Research for this report was devoted main l y to an initial 

exploration of the question ~o what extent capita l markets serving 

Alaska are reasonably efficient, and ~onsisted large ly of un­

structured and unsystematic interviews with businessmen on both 

sides of those markets --- offi cers of financial institutions 

and other investors and l~nders , and corporate officers and 

ent~epreneurs in Alaska industries or with Alaska interests . 

In l~ne with the contract between the Legislative Affairs Agency 

and ISER, the study and report were to be '' . . . in the nature of 

a general reconnaisance, and need not involve the collection 

or processing of original quantitative data." Among the tasks 

of the study, howeve r , was to prescribe ''the analytical and 

polir.y issues" whid1 deserve further investigation in depth. 

A number of the issues raised in this report do warrant collec­

tion and processing of original data. In line with the report ' s 

terms of referer.ce, I have not proposed final conclusions on 

any of the six interrelated questions set out jn the contract , 

but have only attempted to explore and def i ne them sufficiently 

to propose how the Legislature might proceed with such investi-
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gations, particularly some quantitative test lng of the hypotheses 

offered here. 

Uses of the Permanent Fund 

Public officials, "experts" of various kinds and voters 

generally have envisioned several different purp0ses for an 

Al aska permanent fund. The constitutional amendment which 

authorized the fund reflects a consensus that at least one-fourth 

of Alaska's non-recurring mineral leasing revenue should be ex­

cluded from the regular stream of stat~ spending . A corollary 

of this consensus is that the fund should be profitably invested 

to give state government a permanent stream of revenue indepen­

dent of current mineral leasing income and independent of economic 

conditions in the s~ate generally. Because state government 

spending is a large part of Alaska ' s economic base (and will grow 

proryortionately larger as tax and royalty income from North Slope 

oil begins to flow) , the spending of income from permanent fund 

investments and their respending in Alaska ' s private economy 

could have a stabilizing effect on emrloyment and income in the 

state . 

There is little doubt that the operation of the fund would 

have the effect of r educing the immediate fisca l impact of oil 

and gas income and a stretching out and smoothing of its long­

term impact , however the fund is organized and whatever its in­

vestment strategy. But the size of these impacts will depend 

on how much of the permanent fund's capital is invested or lent 

in Alaska and on what terms. Given certain assumptions about 
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the size and structure of the state ' s economy, the revenues 

committed to the fund, the yields of the fund's investments and 

the disposition of income from those investments, we can forecast 

its effect on the shape of long- term growth of state product, 

personal income, employment and per capita income. Some ele­

mentary projections of this sort have aiready been made by 

ISER under the Man in the Arctic Program . 

Beyond this, there is little agreement on the proper purposes 

or the long-term effects of permanent fund investment strategies, 

and there has been little examination of the economic fundamen­

tals which aetermine whether these purposes can actually be 

achieved by an instrument by the fund, or what its actual effects 

(intended and unintended) are likely to be. Apart from the pur­

pose of delaying and smoothin~ the fiscal impact of non-recurr Lng 

mineral leasing revenue, other goals that have been suggested 

for the permanent fund ar3 to accelerate the growth of the 

state ' s non-oil C!COnomy and at the same time to expand state 

government 's non-oil tax base. 

In pursuit of this end it is usually assumed, and there 

seems to be a near-consensus in the unofficial statement of 

legislators, that permanent fund moneys invested or lent in Alaska 

be confined to creditworthy projects and enterprises, and at 

market rates and terms. If capital markets in Alaska (and in 

the United Sta tes) are wcrkably efficient, however -- - and my 

investigation so far suggests that they are --- investment of 

permanent fund moneys in Alaska wi: l have exactly the same 

effect on the state ' s economy as ir.vesting them outside Alaska. 
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(The quality of the fund's investment portfolio may, however, be 

affected by the choice.) That is, permanent fund money would 

tend to replace the same amount of money that otherwise would 

have been provided from private financial sources. 

Unless it provides capital subsidies, permanent fund activity 

will not accelerate growth of non- oil industry and thereby di­

versify the state's economy. If capital markets are generally 

efficient, moreover, non-subsidized permanent fund outlays would 

not tend to smooth out Alaska's business cycle or the growth rate 

of employment and population, even if there were no other fundamental 

difficulties (treat ed in part IV of this report) in usins state 

investment policy as a counter-cyclical tool. In the absence of 

capital subs i dies, any attempt to disperse economic activity or to 

foster rural indus trie s will also tend to be futile if the absence 

of growth in rural Alaska or in particular small communities is a 

r e sult of f actors other tha n the failu re of financial institutions 

to b ring enterpr ise and i nve stors tog e ther on mutually acceptable 

terms. If poverty or s tagnation i s caused by de fici e nc i es in 

natural r e source s, the sk i lls or a ttitudes o f the labor fo r ce , 

trans portation, communica tions and e ne r gy costs , or a n unsatis ­

factory institutional environment , the permanent fun d c a nno t cure 

these ills, nor even mitiga t e them unless it i s treate d a s a 

source of capita l avail able f or inve s t men t s which wi ll no t meet 

market t es t s . 

I I. CAPITAL Ml\RKET EFFICIENCY 

Every proposed s trategy f or Alaska' s perma ne nt f und depends 
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upon stated or unstated assumptions about the "efficiency" of 

national or international capital markets. The proposition that 

Alaska as a whole, certain regions of Alaska, or certain Alaska 

industries suffer a chron i c capital shortage which can be remedied 

by permanent fund investment strategy amounts to saying that exist­

ing capital markets do not, in fact , function efficiently. 

By "efficiency" in the capital market . w1: m':!an the ability of 

loanable or investible funds to move readily in and out of Alaska , 

among industries and among different kinds of capital instruments 

of different term and risk {common stocks, bonds, loans, etc.) in 

response to the differences in anticipated yields. 

The most important elements of capita l market efficiency are 

mobility, cost and information. Legal limitations on the flow of 

loanable funds can clearly reduce capital market efficiency as 

defined here {though there may be good social reasons for the 

restrictions) . nn example of a l ega l restriction on the mobility 

of capital for social reasons , the federa l g~vernment limits the 

rate of interest payable by banks and thrift institutions on 

savings deposits, in order to channel funds to, and reduce 

interest costs for , the residential mortgage market {but it also 

restricts the funds available to savings institutions) . The fees 

of brokers, underwriters, lenders, and "finders " of venture 

capital , and taxes such as capital gains and stock transf0r taxes 

also increase the cost of moving fu nds from one investment to 

another . A lack of competition can both erect barriers to capital 

mobility and increase transactions costs. 
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The element of capital market efficiency most often held 

to be deficient in Alaska is information . If funds are to move 
~ I . 
(l 

easily and at competitive rates of return from areas or industries 

with cash flow surpluses to those with excess demand for capital, 

entrepreneurs must know where equity and rlebt money is available 

and on what terms, and potential investors or lenders must have 

the means to appraise the earning capacity and risk of the ven-

tures they are asked to underwrite . 

Capital mobility, transactions costs and the adequacy of 

information are all a function of market size and diversity (which 

is in turn a function of market size) . A r egion with large and 

dlversified capital demands will attract a large number of finan -

cial institutions of different kinds, who will serve cs inter-

mediaries between entrepreneurs and investors or l enders. They 

will compete among one another for business, thereby lowering 

capital transa~~ions costs to ultimate borrowers and lenders. 

And most critically , they will make it their business t o under-

stand the industries and kinds of enterprises they serve and 

their 10cal and regional economies , thereby incrP-asing market 

information ne cessary to evaluate individual ventures . 

This issue has important implications for the permanent fund ' s 

investment strategy . If capital markets serving Alaska busin~ss 

are workably effic ient, perm~nent fund moneys dedicated to Alaska 

inve stment will have no impact on the aggregate level of invest-

mcnt (and thereby the rate 0 1· economic growth) , the industrial 

s tructure , or on the prcfita'Ji lity of investment in Alaska , unless 
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these moneys are offered on subsidi~ed terms. Loans from the 

permanent fund at market rates would simply displace private 

capital that would otherwise be available at the same rates. 

The only material result might be a reduction in the diversity-­

and thereby safety--of the perm~nent fund ' s own investment port­

folio because it would be imprudently concentraten on Alaska 

issues an~ unduly sensitive to business fluctuations special to 

the state. 

If, on the other hand, institutional barriers to capital 

movements, excessive fees or taxes on capital transactions, or 

inadequate information r.esult in a shortage of capital for Alaska 

ventures at normal market terns, then it will indeed make a 

significant difference to Alaska's economy how much of the per­

manent fund is allocated to investment with in the state. The 

conclusion that investment strategy would, in fac t, make a 

difference neetl not necessarily carry with it the in~licat ion , 

however , that the difference would be great, or cost-effective 

or even in the right direction. To the extent there are demon­

strated ineffici encies--barriers, costs or ignorance - - in Alaska's 

capital markets , it may well be cheaper and more effective to 

r emedy those problems directly rathe r than to offset them with 

permanent fund investments . 

Tr ~ par1digm (pattern of conce pts and theories) of capital­

i s tic finance presented in business school textbooks is one of 

c.:> 1.. ficient capital marrets . Within the terms of this paradigm, 

it is very unli kel y that Alaska could suffer a chronic capital 

s hortage . Outside investors and lenders , jn their search for 
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the highest rates of return consisten ~ with a given degree of 

security, would make an effort to discover investment opportunities 

in the state, while entrepreneurs with Alaska interests would shop 

the world's capital markets for venturers or lenders of funds on 

appropriate terms. Whatever lack of information exist.ea about 

capital sources, the particular industry, Alaska's institutions 

or business conditions, or regarding the particular firm could 

be remedied at a price, and at least for large ventures, that 

price would be relatively small compared to the funds involved. 

A varieiy of financia l intermediaries and i~vestment services 

would compete with one another to bring together borrower and 

lender or entrepreneur and investor, and to furnish e ither side 

with needed information. This competition would i ncrease capital 

mobility and lower both transactions costs (the spread between 

the yield to lenders and the cost to borrowers , for example) and 

the cost of information. 

Capital market efficiency is obviously a r e l ative matter . 

The mobility of funds is seldom totally unfettered; there are 

almost always f r:·e s and taxes or other transactions costs; and 

iPformation itse lf comes only at a price and is never perfect. 

The rele vant questions here arc to what extent and for what regions 

and industries in Alaska are capital markets significant l y less 

e f fic ient than e lsewhe re in t he national economy and to what 

extent, if at a ll, can the investment strategy of the permanent 

fund r emedy or offset these incfficiencjes . 
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Alaskan Capital Mar kets 

In my conversations with businessmen jnside and outside of 

Alaska , it appeared that bankers and officers of financ ial 

insti t utions generally , officers of large ccrporations, succes­

sful real estate developers and the most successful entrepreneurs 

i~ contr acting , tour ism and fishing tended to "believe in'' the 

efficient Markets paradigm and conduct thei r businesses as if it 

were an accurate view of the world. It is true that several of 

them spoke of a national "capital shortage"; the reference is to 

the aggregate effect of high taxes and infl ation , and few of the 

businessmen in these categories seem to believe that there is a 

shortage of investment or debt capital peculiar to Alaska or to 

their own industries . The officers of banks , finance compar.ies 

and other money market institutions believe that their companies 

actively seek out investment opportuni ties in Alaska and con­

sistently denied that they insisted on higher rates of return 

or greater security f or Alaska issues . Two West Coast bankers 

active in Alaska sta ted a bel ief that it wa~ probably easier to 

place large issue s generaterl by their Alaska correspondents than 

compar~ble issues from California or Washington State because 

of the widespread confidence in Alaska ' s wealth and continued 

industrial growth. Two corporate officials made a similar vbser­

vation , one of them alluding to the "glamor" of l\laska investment . 

Officers of national or multinational corporations in petro­

leum , mining and fish processing indicated that for them, t he pro­

cedures , problems and costs involved i n the financing of Al aska 
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ventures were for all practical purposes identical with those for 

financing comparable ventures in the Lower 48 or in other poli­

tically stable advanced capitalist states. Their own sources 

were national and international, and their ability to raise 

funds rested in part on the overall strength and reputation of 

the company, and in part on their ability to communicate to poten­

tial investors and lenders the reasons ~resource base, engineering 

cost estimates, market factors, etc .) why they themselves believed 

that the proposed Alaska investment was sound. One successful 

developer scoffe·1 at the notion of an Alaska information gap: 

"Information, salesmanship--that's what business leadership, what 

you call entrepreneurship is all about. It's your job as a 

developer to get all the information your banker needs into his 

hands. Make him as confident about your project as you are 

yourself.'' 

Many small businessmen including , it appears , most prospectors , 

inventors, independent merchants, and operators of hotel, restaurant 

and other tourist-re lated busi nesses outside of Anchorage, ana some 

contractors do not, however , be lieve i n the efficient markets para­

digm. I heard many complaints about treatment by banks an<l 

finance companies and a feeling that "the system" is biased against 

small businessmen and against Alaskan e nterprise . I haard anec­

dotes purporting to s how that even Alaska Lanks favor outside- owned 

businesses. Many persons i~ this group expressed a hope that the 

permanent f und could correc":. this bias and make more f unds available 

for ventures like their own. It wa s e specia lly noteworthy t o me 

- 10-



that most state and federal civil servants in the economic 

development or business assistance field expressed views mo~·e 

consistent with the capital shortage paradigm than with that 

of efficient markets and believed that government should provide 

more financial assistance to private industrial development in 

Alaska. Whether or not these sentiments express an accurate 

view of the way in which the economy and financial markets 

operate, it seems likely that it is a more representative view 

than the more sophist:i..cated textbook, "big business" view of 

capital marke ts, and constitutes a substantial political consti­

tuency for an activi st pol icy by the permanent f und's managers . 

In preparing this report , I encountered several instances 

where entrepreneurs or corporate managers were working on f i­

nancing a fisheries, mining or tourist venture , a shoppj.ng center 

or a residentia l subdivision . Those i n this group who see~ t~1 

accept the e fficiE"nt markets pa radigm regarded it as the essence 

o f their own job as a developer or manager to assembl e ar.:l i nte­

grate the necessary information on resources , markets , costs , 

economic and environmental r egulation and to draft credibl e 

pr ofit and l oss projec tions and pro forma financial statements 

acceptable to t heir corporate boards or to outside investors or 

l enders . 

'!\ common situation among smal l and medium Alaska business 

enterprises seems to be a rate of growth (with sales increasing 

at 20 to 10 0 percent per year) that leads to a need for additional 

fixed _nd working capital far outstrippin~ intcrnRlly generated 
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cash flow . It is "obvious" to the owners 
1
and operators of these 

businesses that money borrowed to sustain this growth would earn 

a very good rate of return, but that there is never enough credit 

available. Businessmen in this situation seem to express two 

strikingly different attitudes toward their own "capital shor­

tage::i. 1
' T!.ose who operate by the efficient markets paradigm 

(and these seemed generally to he the moat succ~ssful ) expressed 

their problems objectively in terms of nE~cessary cash flow and 

debt- equity ratios acceptable to lenders, while there were others 

who attributed their cash crunch to the ~nstitutional incapacity 

of financial institutions to serve their kind or business, or to 

the laziness, ignorance or malice of particular lenders. 

It is clear that there are widely contrasting perceptions 

runong Alaska busjnessmen and othArs about the adequacy of finan­

cial institutions and the supply of capi tal to Alaska ventur~s. 

Curiously, the distribution of these perceptions seems to be 

bimc1dal; that is, t hey cluster a t one extreme or the other with 

only a scattering of individuals in the rflj. -.!d l e . Perceptions also 

seeIT t o be highly correlated by industry and by size of enterprise . 

I~ qener al the bigger the firm , or the faste r it is growing , 

the n~re £atisfied its spokesmen are with existing capital markets . 

Witho11t exception, r~presentative s of l arge financia l enterprises 

doing busineR s in Alaska and of l arge nationa l and multjnationa l 

corporations spoke as if they believed in efficient markets and , 

without exception , they rejec t ed the notion that lack of {nforma-
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tion, high transactions costs or institutional barriers created 

a capital shor.:age in Alaska or in the _ndustries with which 

they are conn !Cted or whose financial needs they serve. 

On the other hand, hardly any local merchants, service 

industry operators or tourist business operators outside of 

Anchorage and Fairbanks, and hardly any entrepreneur or developer 

who was still trying to put together his first "big deal" (capi­

talized at $1 million or more), believed that financial institu­

tions operated efficiently or fairly, and most of them felt that 

Alaskan enterprise was at a substantial disadvantage compared with 

firms in the same business elsewhere. As I mentioned before , 

almost every public official interviewed believed that there was 

an Alaska capital shortage that could, and should, be treated by 

application of government money . Anchorage and Fairbanks merchants, 

contractors and real estate developers s eem to fall into both 

groups, as do operators of independent businesses connected with 

forestry , tisheries and mining . 

The time and reE 1urces available fo:· preparing this report 

did not make it possible to separate perceptions and ideology 

from reality. f.ach group ' s perceptions were s upported with con ­

vincing anecdotes . Ne vertheless, most of the correlations be­

tween attitude and situatio11 wer e pr edictabl e , and the perceptions 

gurely contain a measure of self-inte r est and sel f - justification. 

o:f icers of f inancial institutions who have the job of searching 

out and appraising investment opportunities are likely to believe 
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that their jobs are useful :ind effective, and they are unlikely 

to emphasize the problems of those kinds of ent~rprise that 

they do not serve (anG which may not, i n fact , be served well 

by any sector of the capital market) . And it is not surprising 

that public officials feel that gover nment financial and techni­

cal assistance (like economic regu l ation) is essential to a 

healthy business economy . But among businessmen , are the first 

qroup satisfied with the status quo because it served them well, 

or are those who accept, understand, and work easily within the 

status quo the people who are for that reason most likely to 

succeed as corporate managers and en trepreneurs? 

My own provisional conclusions on the issue of capital market 

efficiency are as follows, but they are subject to n1odification on 

t he basis of a quantitative study of attitudes and actual workings 

of the fi nancial s ystem in Alaska: 

1. Inves t o r s and entrepreneurs, would-be l ender s and would-be 

borrowers al i ke believe that the existing capital market institutions 

are adequate t o financ e large i ndustrial or commercial developments 

i n oi l an<l gas , mining , petroc~0~icals , fis her i es , t imber, trade, 

and tourism anywhere in ~la~ka . I have found utterly no reason to 

doub t this consens us , and s,~e no way i n which the permanent fu nd 

could improve on the mobility o f capital , transactions costs, or 

t he information made available to investors by t he sponsors them­

selve s and through existing fi nancial institutions . 
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It follows, therefore, that the permanent fund's investment 

activity in these areas will not significantly influence the 

profitability or growth of basic industry in Alaska unless loans 

are made at less than current market rates or under less secured 

terms (e.g ., more highly leveraged, lower coverage rates, less 

collateral) than is customary. If the permanent fund invests in 

Alaska industrial ventures at market rates and t.~rms , therefore, 

it will divert private capital elsewhere that would otherwise be 

attracted to the venture. In short, there is no need and no useful 

function for permanent fund investment in major industrial or com­

mercial enterprise in Alaska, unless there are grounds to subsidize 

that enterprise. 

2 . Despite the disagreement of those who do not believe in 

the efficient markets paradigm, the working and fixed capital re­

quirments of residential and commercial real estate developers, 

contractors, retail and wholesale merc l1ants and purveyors of ser­

vices ~n Fairb1nks and Anchorage are Le i ng served by existing banks, 

thrift institutions, finance companies, mortgage brokers and the 

l ike , ln exactly the same way and at approx~mately the same rates 

and under the same conditions as in other communities throughout 

the nation. 

Some businessmen will a lways have grievances against the jr 

bankers (and many Alaskan bus ine ssmen have some gruesome yet 

convincing tales to tell) or against the financ ial system gen-
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erally . But Anchorage and Fairbanks banks do com~ete aggressively 

for business customers, and some of the "atrocity" stories can 

be attributed to understandable disa~~eements over the credit­

worthiness of a particular borrower or venture rather than a 

systematic failing of the system. Again, apart from any argument 

that a particular line of business or kind of investment ought 

to 0e subsidized, there seems to be no case for the permanent 

fund or one of its subsidiaries to enter the commercial capital 

markets in these communities. I am not certain at this point 

how well these needs are being served in other urban places in 

Alaska. 

3. Several alternatives exist for financing the purchase 

or l ease of standardized machinery used in business , including 

motor vehicles , construction equipment, aircraft, boats, elec­

trical g~nerators , compressors, machine tools and the like. 

Commercial banks, finance companies, credit unions, manufacturers 

and vendors all offer some kind of financing for this kind of 

chattel, and one or more of these forms of financing seems to 

be available to creditworthy borrowers in any Alaska industry or 

location. Higher servicing and collection costs do tend to limit 

borrowers in the more remote areas of Alaska to higher interest 

rate alternatives, but on balance this reflects not a failure 

of the market to reflect true costs but the opposite , it doe s not 

constitute a case for permenent fund involvement in the install-
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ment credit business, unless there is also a case for a capital 

subsidy to rural enterprise generally . 

4 . The general feeling of local businessmen in small com­

munities and rural areas of Al aska is that they face a genuine 

capital shortage and that they are at the mercy of one or two 

financial institutions that are indifferent to their aspi rations 

or the facts of their business situation . There seems to be some 

merit to these complaints. Lending in small towns or the bush 

is exceptionally expensive , however ; the cost of i nvestigating 

and servicing small commercial, real estate and i nstallment loans 

and lease purchase contracts and the like, and the costs of col­

lection, foreclosure, repossession and resale can easily exceed 

the potential earnings from loan fees and interest. These excess 

cost burdens, together with unfamiliarity with local conditions , 

understandably make the statewide (Anchorage and Fairbanks) banks 

and other financial institutions reluctant to provide capital 

even for the larger locally- owned development, such as resorts, 

hotels, apartment houses, fish processing plants, etc . , and 

where they do make loans they are willing to fina nce a smaller 

portion of total investment. In these cases, governmental parti­

cipation or guarantees (EDA, SBA, Farmer ' s Home, Alaska Veterans 

loans, etc . ) have often been essential to obtaining conventional 

private f inancing. This portion of the demand for capital in 

Alaska may then be a legitimate area for permanent fund activity . 

In sumamry , it appears that most att empts of tne permanent 

f und to sarve as a development bank for Alaska would duplicate 
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functions that private financial institutions (backed up in many 

cases by other governn\ental assistance programs , e . g., FHA, Farmer ' s 

Horne, VA, etc.) perform or are capable of performing adequately . 

At this stage in my investigation , I have been able to identify 

only one function in which a new public financing source might 

function better than the current machinery of the private capi-

tal market, and that i ~ in provision of commercial credit and 

financing of small and medium scale industrial and commercial 

enterprise s in small communities and rural a r ea s . 

I II. SUBSIDIES AND SOFT LOANS 

Diversification of Alaska's economy is widely regarded as 

a desi rable goal fo r state policy and as a proper purpose of 

permanent fund strategy. The benefits argued for s uch a policy 

are reduct ion of economic f luct uations and creation of a perma­

nent employment, income and revenue base not dependent upon oil 

and gas or other exhaustible r esources . The l i ne of r e a soning 

in t he pr evious sect ion of this report s uggests t hat the existing 

concentration of Alaska economic activity by region tends to 

reflect real resource location and cost factors (such as trans­

portation expen~~ ~nd ~mdll market scale) rather than capital 

market fa j lures . It appears that a reduction of exis t ing barrier s 

to capital mobility and improving information flows would rot 

necessarily acce l erate the rate of deve l opment in Alaska f ish­

eries , agriculture or tourist industrjes , for example , or in 

rural Alaska generally. 
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Making capital more readily available at lower rates to 

Alaska enterprise generally could be expected to increase in­

vestmer. t in all sectors of the state's economy, but there is no 

reason to ~~lieve that it would influence the concentration of 

investment in the desired direction, that is, in fa\Tor of eco­

nomic diversification or geographical dispersion (if the latter 

is indeed a desirable objective). Lower capital costs would 

likely have their biggest impact precisel y where development 

would proceed most rapidly in any event. If investment activity 

is already concentrated in oil and gas - related activity, fish 

processing and in Anchorage residential and commercial real 

es t ate development, that is probably where more abundant , cheaper 

capital would go . There is a strong confirmation of this propo­

sition in the inves tment behavior of the rural-based regional 

and village corporations . 

Making capita l cheaper and easier to obtain will undoubtedly 

have one effect which may be regarned as counterproductive; 

business will be given an added i ncentive to substitute capital 

for labor and the s tate ' s economy will tend to become more 

capital intensive than it otherwise would be . If investment 

policy is to be in any wa~' directed toward "job creation, " it 

must be highly selective and not simply a matter of lowering 

CRpital costs across t he board. 

If the l egislature deems it desirable t o influence private 

investmen t i n Alaska i!'l t he direction of greater economic diver­

sification by me ans o : permanent f und investments, it will have 

to author ize the f und ' s manag ers to make loans to the favored 
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types of venture on terms other than those of the private market. 

There is a serious question, however, how many new ventures will 

be made feasible simply by a reduction of interest rates on 

borrowed capital below customary rates. There ir in fact good 

reason to believe that investment demand in new speculative 

indub•:rial, agricultural or tourist-related development are 

relatively insensitive to interest cost. This is becuase private 

investors are not likely to commit their own equity to such ven­

tures unless they have a prospect of recovering their total in­

vestment in five years or less. Such an outcome requires an 

annual cash flow equal to 30 to 50 percent on total investment, 

a situation in which two or three percentage points interest 

expense is seldom crucial. More important parameters are the 

standards for the creditworthiness of the venture and require­

ments for equity and collateral. In other words, it is likely 

to be more critical for a new venture in fish process ing or 

tourism whether it can borrow three-fourths rather than two­

thirds of i1:s total requirements, than it is whether the interest 

rate on that loan is 9 or 12 percent. 

In this sit~ation, subsidized loans by the permanent fund 

can without que stion have an influence on the shape and direc-

ti on of e conomic growth in Alaska, and that influence will be 

greater the greater the proportion o f pe rmanent fund moneys 

devoted to the favored type s of ente rprise . The form the sub-

s i dy is like ly to take to make it e ffective , however, will not 

be (and should not be) lower inte r est rate s, but rather a 
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relaxation of lending standards to enhance the availability of 

funds. One danger here , even if the legislature deliberately 

authorizes the fund ' s manager~ to make such loans , is that the 

nature and the degree of actual subsidy may not begin to appear 

for many years , until it begins to show up as defaults on prin­

cipal and interest payments. This danger will be aggravated 

if, as is often the case with g·overnmental loan programs, there 

is not a rigorous policy of classify:.ng problem loans and of 

promptly writing off those which are uncollectable . Banks and 

thrift institutions are required by l~w and regulation to do this, 

but even there the requirement is only very loosely implemented 

or enforced, because lending officers are reluctant to expose 

their own imprudence in making bad loans or to write down the 

capital position of their institutions. 

In any event, there is sure to be some opportunity for the 

permanent fund to influence the sectoral and geographic direction 

of economic development in Alaska by manipulation of credit 

terms. The most aggressive (and in conve ntional terms, imprudent.) 

lending policy cannot, however, create an industry where re­

sources , markets, skillP.d labor and other r equisites are missing, 

and the fund 's managers should neve r become so "soft" as to 

finance enterprises whose promoters are not taki ng a substantial 

risk themse lves , or which do not have convincing prospects of 

l ong-term viability. 

The most relevant model of a development bank for Alaska 

is not the IDRD (the World Rank) or the regional development banks , 

but the International Development Agency, the World · · nk ' ~ "soft 
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loan" subsidiary. If the permanent fund is to direct the s hape 

of economic growth in Alaska, it will not be through normal com­

mercial investments on normal commercial terms, but through a 

postponed or hidden subsidy in the for1n of higher loss rates in 

future years. This is not the appropriate place to judge the 

desirab~lity or assess the ultimate beneficiaries of capital sub­

sidies directed at changing the structure of A'Laska ' s economy , 

but the Legislature may well wish to assure that those implicit 

subsidies are not totally hidden, by setting out (or requiring 

the fund's managers to set out) explicit and rigorous standards 

for the granting, servicing, classification and writeoff of soft 

loans, and by requiring a rigorous annual audi t of the fund's 

loan quality . 

There is another dimension to the capital subsidy issue which 

the Legislature should keep in mind as it authorizes any soft or 

subsidized loan program under the permanent fund. Granting credit 

at terms more liberal than the market will a l most certainly make 

some enterprises viable that would not otherwise be so, but it 

is difficult to draw l ending standards in such a way that other 

ventures which would be viable anyway do not rP.cieve a windfall 

that serves no social pur pose . This conside r ation suggests a 

policy that might be adopted toward the soft loan program ---

that loans under this program be made nt rates perceptibly above 

market rates (as is appropriate to the greater risk ) . If my 

eat'lier observation is correct that speculative investment in 

Alaska is more sensitive to the degree of l everaging permitted 

than to interest rates as such , higher interest rates would 
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screen out some of those enterprises which did not need assis­

tance from the fund and would at the same time help build up a 

reserve for loan losses to off set the subsidy aspect of the pro­

gram. 

IV. COUNTER-CYCLICAL INVESTMENT 

There are several possible concepts of the permanent fund as 

an economic stabilization device for Alaska. The one basic con­

cept of the fund on which there is a near- consensus is that it 

is to be regarded as a savings account for a "rainy day." That 

is, Alaska's government is about to experience an extraordinary 

surge of income from oil and gas royalties that is not likely to 

be sustained. Since petroleum r evenues will not only be the main 

source of general government income but will for some time be a 

principal support for the private economy and the main engine of 

economic growth , the permanent fund would be used to reduce the 

injection of income into the state's ecc;norny during the boom 

phase , and then the income from investing t0ese revenues would be 

used to sustain state expenditures and their fiscal impacts after 

the boom has ended. 

It has also been suggested that the permanent fund could 

help even out sho~t-term business fluctuations in Alaska, or 

maintain long-term economic growth (as measured by the growth of 

state product , real personal income or employment) at snme op­

timum rate. Such stabilization policies coul d in princip l e 

operate through varying appropriations to the permanent fund , 

workina t hrough t he fiscal impacts of general fund expenditures ; 
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through varying the permanent f und ' s rate of new lending i11 

Alaska, working through the fiscal impact of investments sup­

ported by these loans: or with both apprc~riation and investffient 

policy. The basic principle is simple: when the state ' e economy 

was bo0ming, larger appropriations would be made to the permanent 

fund (thereby reducing revenue availab l e to the Legislat ure for 

general fund outlays) and/or a smaller proportion of permanent 

fund assets would be invested within Alaska . When the state wa s 

in a recession, the flows would be r eversed: less revenue would 

be appropri a t ed t o the permanent fund and mor e to the r egular 

capital and operat i ng expenses of stat e gove rnment, and/or t he 

pe rmenent f und would in j ec t more i nve stment money i nto the Al aska 

economy (presumabl y by selling off non- Alaska i nvestments i n its 

portfo l io) . 

The r e a r e , howeve r, bot h conceptual and pr actical pr obl ems 

wi t h using the permanent f und as a stabilizing device on any 

mor e s ophisticated basis t.han is i mpl ied by t he "savings accoun t " 

no t ion. One of them has been identified prPvi ousl y --- t o t he 

extent tha t ex i s t i ng fi na ncia l i nstitutions make up a reasonabl y 

effici ent capita l market , t he vol ume of unsubs idized l oans or 

i nve s t ment t he fund makes i n Alaska may nol have a signifi cant 

effect on economic activity in t he state . 

Even i f the re wer e signi ficant capi t al marke t de fici encie s 

which gave perma nent f uncl outlays a real e ffect on aggr egate 

i nve s tment in Alask, , or even j f the f und had a polic y of s ubs j ­

dizing Alaska bus iness (t hereby expanding t he l e ve l of in vc ~ tmen t 



beyond what it otherwise would be), it is still not obvious 

whether a policy of varying state expenditures or permanent fund 

investment in response to economic conditions would in fact 

reduce business fluctuations in the state, increase them or be on 

balance neutral . The crucial question here is the relationship 

between our ability to forecast economic conditions or recognize 

cyclical turning points, and the time it takes for a change in 

appropriations or in lending policy to show up in unemployment 

rates or rates of economic growth. 

Some very gross economic changes, such as the buildup and 

decline r#f pipeline construction activity, obviously could be 

anticipated and their fiscal effects projected with some degree 

of confidence. But the ~lyeskn pipel i ne is likely to be histor­

ically unique in size and specific gravity in the state's economy . 

Future ups and downs are more likely to be the resultant of a 

number of sma ller influences , many of which (genera l business 

confidence, for exampl e) can,ot be mapped out in advance and are 

difficult to quantify even retrospective l y . Jf booms and reces­

sions often cannot be r ecognized clearly until after they have 

been with us awhile, and their turning points recognized only 

after they have passed , it is also true that s)gnificant delavs 

arc inevitable between the recognition of a new trend , the fisca l 

action that is appropriate and the actua l movement of new dol l ars 

into (or out of) the private ~conomy . ncpendinq upon the rela­

tive l engths of the varjous lags , attempts to stabilize Alaska ' s 

economy or smoo t ll its growth rate might be successful , hut it 

seems c qunlly likely thAt state fiscal policy would zi q when it 
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should be zagging, tha c the amplitude of the business cycle 

would the reby be increased, or even that the permanent fund's 

interventi on could create oscillations in the state's economy 

where otherwise there would be none. 

It is not obvious which of the s e outcome s would in fact 

result from an attempt to use the pe rmanent fund as a stabilizing 

influence . The effect would depend in part on whether it was 

appropriations, lending or both which were be ing varied, and 

what economic indicators were be ing used t o t rigger policy changes. 

J\ bus iness cycle model could be de veloped which would s imulate 

t he behavior of Ala s ka's economy under the i nf luence of various 

dec ision rul es . 

Intuitively, I expect that such a model would show tha t t he 

various l ags i n r ecogni zing trends and imp l emen t i ng policy, and 

j n the ac t ua l economic impac t of that policy , woul d pr eclude 

using the pe rma11ent f und t o offset economic f luctuations with a 

ter m of l ess t han about t hree years. If the f und i s to be useful 

as a stabi l izing device , it will probab l y be only as an i ns t r ument 

to regul ate growth r a t es jn very gross terms an<l on l y i n t he very 

long run . If , fo r example , t he social .i i"lpacts o( a continuing 

growth rate in empl oyment bel ow 2 percent per year or above 8 

per cen t were determined to be unacceptabl e , the l egis l a t ure might 

conceivably key permanent fun~ appropriations or i nvestmen t pol icy 

to the aver.age growt h or employme nt in J\laska over the previous 

fi ve yea r s , with t he understa nding tha t no indiv5dual year ' s 

growt h iA e ver likel y to be on track because of the f und ' s po l i­

cies , a nd that excessive growth i n one year might be offset by 
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stagnation in another, or vice versa . It is likely, in other 

words, that long-term stability in growth rates might be achieved 

at the expense of greater instatiliby in the short run. 

The practical problems in establishing a stabilization policy 

for the permanent fund are political and administrative. If per­

manent fund appropriations (and their complement, operating 

expenditures from the general fund) are to be varied, it is the 

Legislature which would have to vary them. While there would be 

little difficulty persuading the executive branch to propose 

and the Legisl ature t o authorize increases in capital and oper­

ating expenses during a recession if money is readily available 

tn be committed, it may be too much to expect a sharp reduction 

in outl ays to offset an economic boom in the state, particularly 

when revenues and "needs" have both been increasing at excep­

tional rates precisely because of t he boom . The fate of the 

state government's announced interest to "stockpile" puolic work s 

projects until the end of the Alyeska constructi0n boom should 

be instructive on this point . It is not ~lear, moreover , that 

... >e managers of the permanent fund wou ld be i mmune from similar 

pressure with respect to their l ending and investment pol icies , 

if t hey we r e granted the discretion to altar those pol icies 

according to economic conditions in the st1te . 

V. PUDLIC ENTERPRISE 

Another suggested use for permanent fund moneys is to finance 

public works projects . The works most often proposed are hydro­

elcctrjc plants and ~isherjes improvements s uch as hatcheries and 
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habitat enhancement . These two examples are of course quite· dif­

ferent; electrical generating facilities can be and usually are 

self-supporting from the sale of power. The principal reason for 

governmental investment in such facilities, ideology aside, is the 

exemption from federal taxes of the income of a public utility and 

of the interest it pays on its debt. This very considerati on sug­

gests that revenue bonds of the Alaska Power Authority or other 

governmentally owned utilities would not be an appropriate p1~rrna­

nent fund investment, because the permanent fund (whose own 

income is tax exempt) could be expected to earn a higher rate of 

r e turn f rom investm~nts in t axable federal or corporate bondE 

than the Power Auttority would have to pay i n interest or its own 

tax-exempt bonds, ;tssum..i.ng that the securities were equally ra t ed . 

This consideration does not, however , necessarily foreclose the 

per manent fu nd f r om pr oviding a ll or a part of the equit~ com­

ponent of Power Authority capit~l .and i n earning a rate of r eturn 

appropriate to the risk taken by En equity investor) , or from 

providing a guarna t ee of Power Au.hority bonds , or from s ubsi­

dizing e lectric power develo~nent . 

The crucial charact eristics of some publ ic works, such aH 

hatcheries and habitat improvement , is that t hey cannot be 

financed conventional l y . Benefit-cost analysis may well show 

t hat the new benefits to society exceed the capital and operati~g 

outlays , bu t the burdens and the benefits may not f al l on t he 

same peopl e , and it may be impractica l (or impolitic) to collect 

a user charge from t he beneficiaries . I n the case of these 

fis hery-related i nvestments , however , costs could be allocated at 
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least roughl y among the beneficiaries through a surcharge on 

fishing licenses , entry permits or raw fish taxes . If such 

capital improvements are not to be funded this way, however, they 

seem more appropriate subjects for general fund appropriation :~ 

than as "investments" by the permanent fund . 

VI . ISSUES :FOR FURTHER INVESTIGATIONS 

This re~ort has identified a number of questions whose 

answers are crucial if the Legislature is to develop appropriate 

policies for operation of the permanent f und. At most, however, 

the author has been able to give 0nly tentative answers to these 

questions . The following is a list of issues tha t warra,t further 

investig?~Lon , together with some discussion of methods and sources . 

l . Capital market structure, costs and efficiency . A survey 

is necessaLy of the number, size and aggregate Alaska activity 

(e.g., loans made, l oans outstanding, loans being serviced) for 

various institutions in the financial market, wit h o f fices both 

inside and outside of Alaska. Questionnaires and inter views would 

be use~ to de t e rmine the relative weight of each of these insti­

tutions in financing dif~erent industries in Alaska and their 

pol ici1:!S regar.ding variou:: types of Ala s ka busin•2ss . 

A survey is necessa1:y to determine just what is the price 

of monl~Y in Alaska and how does this price (together with other 

credit conditions) differ from those e lsewhere i n the United 

States. l\ large body of a.9gregate data compar ing Alaska condi­

tions with those in othe r .states is available in the commercial 

bank call ~eports; some information is available by major loan 
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categories (real estate, commercial and installment) . The abso­

lute level of these rates is less indicative than their rela­

tion to rates in other Western states and particularly the 

trend of any Alaska rate differential . Any differences in other 

loan terms (for example, requirements for compensating balances) 

would have to be based upon questionnaires or systematic inter­

views with lending officers . 

Similar questions can appropriately be asked about differ­

ences in the rates and conditions for various categories of credit 

as between the urban centers of Alaska, and small communities 

and rural ar.eas. The quickest approximation i:o an estimate of 

geographic differentials could be ob tained by comparing loan 

statistics for the outlying branches of statewide banks with those 

oi their urban offices . A hypothesis that deserves investigation 

is the proposition that retail credit markets are more competitive 

and more efficient than "wholesale" markets in Alaska . If thi s 

is the case, channelling the permanent fund ' s Alaska lending 

through existing financiul institutions could result in large , 

unearned windfalls to the banking system without significantly 

benefitting Alaska borrowers. It would be instructive to see 

what happened to the "spread" betwee n the interest cost of public 

deposits to Alaska banks and their interest earnings on rea l 

estate loans, for example , as a result of the Al aska preference 

provision in management of the state ' s North Sl ope honus money . 

A similar question can be asked about the actual effect of the 

state ' s purchases of r esjdential mortgages , after loan fees are 

taken into account . 
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2 . Demand for investment and for loanable funds . A sample 

survey and detailed case studies shoul d be undertaken of the 

financial structure and the procedure of financing fish processing 

plants, hotels and other relevant investment projects in Alaska . 

The contrasts, if any, in structure, procedures, costs of capital 

for individual components of financing (interim construction , work­

ing capital, etc.) should be noted and the appropriate implications 

drawn. The importance of capital financing costs to overall project 

costs is an important element in j udging the potentia l sensitivity 

of investment demand to interest rates. 

The investment demand schedule for individual industries ought 

to be investigated. The quest Jn here is to what extent will a 

reduction in the interest rate to a particular group or for a parti­

cular purpose result in an increase in the l eve l of investment. 

The question is difficult to answer generally because the shape of 

the curve re l ating investment outlays to interest rates will differ 

for each subcategory of inves tment and will be affected by a l arge 

number of other factors. Builders of nationa l econometric models 

11ave spent much time trying to specify investment demand functions 

with only limited success, however. The data base modeling Alaska 

investment demand is very limited because the r e are almost no satis­

factory statistics that can be used as i ndicators of investment 

activity, with the partial exception of residential construction. 

The more productive approach would be to model individual projects-­

even fictional projects--in the way the Delta barley proiect wa s 

analyzed. 
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3. Aggregate impacts of different policies toward permanent 

fund appropriations and investments . The percentage of eligible 

funds that should be channelled into the permanent fund is of central 

importance. Not only will the future growth of the state's economy 

be determined to some extent by the choice of eligibl e permanent 

fund investments, but perhaps more importantly, it wil l be determined 

by the amount of money remaining in the general fund for unrestricted 

use. Specifically, Department of Revenue analysis of state r e venue s 

presented in February , 1977, projected a permanent fund balance of 

$1.8 billion i n 1985 based upon a 25 percent contribution rate. 

The same source pro jected a general fund ba lance in excess of 

$6 billion in t he same year . Increases in spending above the his­

torica l patteri1 of state government expenditures would have a down­

ward effect on the tota l r emaining in the general f und , but the 

balance can be expect ed to r emain substant ial . 

The possibili ty of such a large genera l f und ba lance requires 

t hat t he choice of t he percentage of oil reve nue dedicated to the 

permanen t fu nd ref l ec t the expected i mpacts of the use s of the genera l 

fun~ balance as compared with t he jmpac ts of administration of that 

money through t he permanen t f und. 

For exampl e , one way to make use of the genera l fund ba l ance 

would be to reduce the persona ) income tax . The ISER MJ\P analys is 

shows that this would indeed cause a significant reduction in t he 

general f und balance . l\t the sam~ time , it would have a hi<Jhly 

stimulative effect on the privRte ~cctor as the increase in 
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disposable income stimulated private sector demands . Employment and 

population woul d increase. Additional revenues woul d be generated, 

but these would not be sufficient to maintain constant per capita 

government expenditures . Either the level of services would have 

to decline or the general fund bal ance would be depl eted more 

rapidly than initial calculations indicated , or both . If the perm­

anent fund is to be a buffer against the depletion of the general 

fund, or is interpreted as a fund to benefit Alaskans, the expansion 

generated by the income tax could be the worst possible use of 

general fund money . 

The growth impl ications of any constant percentage permanent 

fund contribution needs examination . Lumpy additions into the general 

fund caused by lease sales on state l ands may be accompanied by 

bursts in general fu nd spending activity by the state . This erratic 

behavior could result in uneven growth and its problems. A formula 

for permanent fund contributions, which minimizes fluctuations in 

the gen£ra l fund, might be a more appropriate rule than a fixed 

percentage . 

Projections of the state fiscal position are important in the 

formulation of permanent fu nd policy in another way. Knowledge of 

what i s happening to the general fund can determine permanent fund 

objective~ . A large general f und balance , for example , tends to 

reduce the force of the arg~rnnnt that certain industry shou l d be 

stimulated because of the tax base it provides . 
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The MAP model can be c~ assistance in the formulation of 

permanent fund policy in this regard because it can be used to 

project "futures" under varying assumptions of general fund policy 

given a "neutral" permanent fund . The state model can be used for 

this purpose . 

A related issue is what policy shc~ld be established with 

regard to disposition of interest from th~ permanent fund . It is 

important not only what uses should be made of permanent fund 

interest but to a certain extent, what should be the target in­

terest rate considering the uses of the interest. That is, if 

the interest is not put to good use, there should be relatively 

little concern with a higI1 interest rate. 

The basic issue, however , is whether the interest should be 

returned to the general fund without strings, should remain in the 

permanent fund for some period, or should be distributed to Alaska 

individuals who , in a sense, become the owners of the permanent 

fund. 

The implications of each alternative on the growth of the 

economy and its fiscal condition will be considerably different. 

Reinvestment ;n the fund would have minimum impact in the short 

run. Transfer to the general fund would result in increased 

expenditures on state and local governme~t which would have a 

stimulating effect on the economy with the impetus on increase in 

public sector activity . A transfer payment directly to individuals 

under some form of Alaska, Inc. , project would provide an economic 

increase with a private sector impetus . 
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All of these kinds of expenditur e pr ograms can be analyzed 

with the MAP model framework. For this kind of analysis , which 

attempts to provide a picture of the rel ative impact of alternatives, 

specific program details are not necessary. The qualitative impa~ts 
I . 

would be the same rega~dJ~ss of whether a specific dividend amount 

were paid out as Alaska, Inc . , payments or the available interest 

on the fund were distributed in that fashion . Here also , the state 

economic model can be used. 

On the assumption that permanent fund investment will somehow 

be direc~ed to the growth of certain industries, there is also a 

need for econometric simulations of the effects of expanding various 

Alaska ind~stries on tne state's economy as a whole, particularl y 

on its employment and tax base. 

4 . Performance of soft l oan programs. There are a number of 

existing state l~~ ~ programs directed ·to social and economic develop-

ment obj !ctives. In general, they have loaned money at lower than 

prevail ing conunercial interest rates (but not necessarily at l ess 

than the state ' s "opportunity cost" of money). The actual quality 

of these funds' portfolios is unknown, however, and the actual rate 

of subsidy taking into account prospective future loan losses cannot, 

therefore, be determined. A systematic study should be made of this 

issue and its implications explored for administration of any soft 

loan program under the permanent fund. 
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Similar studies would be useful with respect to federal loan 

programs such as EDA and SBA, particularly concerning their Alaska 

activities. The experience and performance of International Develop-

ment Agency programs and subsid~zed loan progr::uns of other nations 

and states would also suggest problems which might be expected from 
. . 

any Alaska soft loan pro0r~m established under the permanent fund . 
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~I)' l"l't11;1r\.. !' ror this t.:onrcrem·c arl' ;1ddrt'S St'd rir~t tn till' 

r ole of public enterprise generall y , aml s :-cond to !'0111c or 1 lw 

conside r atio n s involved in u sing public ente rpri se to ro~tC'r 

greater contro l by the citizens of Canal.la and J3ri.tish Columbia 

O\' er the: r 01.,rn mi nera l industries . My v icw i s that , generall y , 

gov c r nm c n t :ll own c r s h i p o f p rod u c in g ope r a t i o n s i. ~ no t t h e mos t 

l' r r (' L'. t j \' (' W; l Y 0 (" ;1 1'. C 0 Ill p J l ~· h i J1 g th C 5 () C i i1 l C 11 (\ S [ 0 r \\' h j Ch t h C )' 

:ire c urrcnt t r be in g advocntcd in these indu s t ri es . NevcrLh o l e s s 

if ha v c a f ew s u g g c s t ion s how some o f t h c ma j o r d i s a cl van t a g c s o r 

gov e rnment· c n t ·rpr ise with respe c t to e f fi c i e n cy ::ind respon s i hi -

Ii 1 ) ' 111 i gh t lw nv1.• r t.: OlllL' . 

Go vcr11111 c 11 t - 01\' ned ent e rpri se s in t he En g li sh s p e(lkin g 

co u n t r i c s h :1 v L' s c L d o 111 m " c d t h c i r c x i s r c n r c t o ; 1 n L i - c ii p i L a I i s t 

i d (' 0 I n g )' . I r i !' i 11 r :t c t Ii :1 r cl t 0 d c t (' ( I ; 111 )' s rs t (' Ill: l t· i L" 

di 1·rL' l' l' 11 r t' 111 111 0 1 i ve , CH!~:1ni :: ; 1t i on o r up L' r;11 i n 11 h c t ll'L' t' ll 1 lit' 

1::1tirn1 :1I , 'i t :ilt' (p rn vi 11c i;1I ) n r 1111111iL"ip;1I l'll l l' l'pri ~; C' :-; 

<' s t· n h I i s h l' cl l t1l'i11 g lh l' ill C lllllh l' ll C)' or l :llw r, S lit i:1l 1-. t 

;1g r Clri;111 r :1di c al f)ilrli es a nd lh OSl' i111pl l' lll l 'l\f C'd li y f o ri1· -., or 

v;1ri o11 s n:lmcs :111d comp l exi ons . 

--· - ·----·---- . ------- - - - - - - - ------



I h · ~·q li I«., t h l' v ; 1 s t a m o 1.1 n t o f go v c r nm c 11 t c n t c r f> r i. s c t h a t 

cx i ·• l s 1od :1r in r:tpitali!'\t countri es, and d C'spi tc t he immcns~ 

i111p o rt :1ncl' ur snl·i aljs t movements and so.ci3l i st t houg h t in 

the hist0q• of mo<lcrn civili zat i on, t he scho l a rl y li.ter:-iture 

o n gove rnment e nterprise is remarknbl y ski.rn1;y 1 nntl ri go rous 

compari so ns --- either theoretical or emp irjcnl --- of the 

economi c performance of gove1:nmental a nd priva te cnterprjse s 

in the sa me industry are, to the extent l can dete rmine, 

IWIH' X j St C'I\ t. For this rea so n, r lwv c i11 co rp o r ~1 tcJ ~i s :111nex cs 

l·n11cc r:1111g ;1 Fcd1..'r:1 I Oi l :111d G;1s t:orpnr:1t i<111 is hy l\l'lll llugltL'S , :111d I ht· 

Sl'1: n11d :111 .I third , on alternative 111:1rkc t . -. 1ruc L11r cs fo r t l1t.· do111<'<.:-

t i r o il :111d gas indu sl r )' , an d o n 111ak111g th1· u il ind11 st ry ;1 n '1:11 

l :1tl' d p11hl ic ut i I ity , ar l' by l>ougl:1 s N . . J01ws. I lw ve :1 llllill h c r 

n f d i ff<.' r c IH.: c !' \\' i th l h C po ] i C)' co I\ L I 11 s i U 11 s i Ill p I i <.' J i n t· h Cs(' 

p:1pc r s: t h t' i r ~1u t h o r ~ seem t o s11r VC' \' th e r c:1so ns r n r gciver 11111 c 11t:rl 

ent erpri se o r public u t ility- t y pe rl·~~ 11l : 'li o n, lll tl I L'lld t o i g11 u r t' 

l· I ;1 ~ : ; i L· tH c urr L' nl I y -.;1 l i c nt l'L·nnt)tnic :1q~1 1111L·11t s :ll!; 1i11 ~ l s11cl1 t r e:tl lllL'll l . ,,. __ _ 
Tilt •)' ; 1 rt' v;1I11 :1 h I L' I l11Hv('V(' r I ro r thei r t rt':i I llH'll l n r "''llll' () r I Ill' 

lt :1v1• 11nl IH·<' ll :1hl1..• t n nw.v r 

.i i rt'C t I y i 11 111r own r l·m:irh. s . 

--------- --------- - --
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The (as c ro r government owners h .i p o( undeve J oped l:i ncl and 

n :
1 

t u r :1 1 r p ~ o u r c e s t o c k s r c s t s o n a b r o :1 c.k r b a s c t h :1 n t h a t f o r p r o -

·r11e 1·11t·1·1·ns1·c v.·1lt1e of :in}' resourc~ in its ducing enterprise's. 

n;itur<ll state is the diffcrC'nce between the value of the goods 

that can be produced from it an<l the cost (in term$ of 1:1hor, 

c apitnl, materials :ind organization ) required to pi·oduce them. 

As t hi s re sidua 1 is not the product of ;rny person's labor 

or enterprise, it is almost an :ixiom of distributive 

justice th:1t the intrinsic value of the resource s hould nol 

be privat c lr approp1·iatcc.l . Much of the val ue or a r cso11rcc , 

o r its :1ppr<.'ci:1tion ove r time, r cs11 ll s from s 11 c h diffuse 

11. 1p pi 11 g ;1 11d tlt L'rcli~ 1":1vo1s it !' ;1pp r np ri :1ti 1lll h\' .1 p11hlic c.•111i1 y. 

Other c l ;1ssica l grounds l'or gLlVl'l'lllll l'lll n1,·11erslt ip or 
' 

11:1tural rl'soun: cs :1rc the! desir e t n contro l t·:\lern:1 l costs 

or cap ture cx t c rn11] hcncfil s or their l'Xp1L1ilat ion, ;lJ1d tltc 

c x pc c t c d d i v c r g c n cc o f pr j v n t c c :1 p i l ;tl cos t s I 1· o 111 th c 

soc ial rat e or Lime pre fer e nce, which r esult .; i11 too rapid 

(nr t oo 5 ) (1\\) dl'VCJop111c11l or the r eSOlll'Cl' . \\hil l' I :1111 
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preference is, and why would po l iticinn . .; :rnd civ i l servan ts he 

cxpccte<l to be more sensitive to it than entrepreneurs?), 

believe that a presumption in favor of government ownersl1ip 

of undeveloped land and resources L S generally justified. 

Turning to productive enter prise, however , there :n-.:? 

three main economic rationales for governmcn1 ownership in a 

c~pitnlist s ociety: 

FirstJ is t he use o f the s tntc to cstnbJ i s h or 

111 :1 j n t a i 11 p r o d u c t i v e a c t i v i t y t h :i t w o u 1 d n o t b c p r o [ i t n b 1 c : 1 s 

private' l"'net e rp r i sc , but whose cxtern:il benefits arc deemed 

to j11stify :1 sub s id y out of thcp11 i>li .: l'Xc he qu c r. A subs idy 

duP s no t, o f cour se , r equi re state ownership , becau s e 

e ithe r privat e o r government enterpri se could cnjo)' that s ub sidy . 

In e ither ca se support cou ld take the direct form o f 

providing c apital or operating expe nse s f r om the Trc:isury, o r 

t Ill' i n d i r cc t r 0 r Ill 0 f ta x c x ('Ill p t i 0 n s :rn d l h c ll s (' 0 r p II h 1 ic 

1Tso111·1." l'S at l c:ss th :1n th ir cost of rair ma r ke t v:1lul'. S tat<' 

lJ wnc r s hip , lww l''VC' l', 111:1 )' we t I m~1"c n suh s i<l}' more p:1L1t :tldt·, 

h~· :1\'oitling Lhc enriching (o r :1ppt!:.1ring to c nr ic ll): t fC'w 

I' i · i V :I t 1: t' ll l rL' pr C ll C LI t' S • 
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Within the category of public owner ship ;:is a 

vehiclt' for subsidization are t he numerous instances 

of private enterprises socialized beca"se of cnronic 

insolvency or imminent liquidation, including the 

Canadian National Railway , most of British Labour ' s 

nationalizations aftc: \forld War II, and the recent 

takeover of rail passenger transportation by the Uni ted 

States go vernment. 

In other c ases , the mot ive fo r gover nment owner -

s h i p h ~' !' b c c n t h c c r c <l t i 0 n 0 [ " p l1 b 1 i c g 0 0 d s ' ti r r 0 d u c l 'i 

( o r h y - p r o Ju c t s ) o [ a n en t c r p r i s c \v ho s c v ;:i l u c a p r i v ~ t c 

OhT1 1.,; r cou ld 11 o t expect to r ecover by markcl pric l11 g . 

Ex :un p L c s o f s u c h c x t c r n a 1 i t i c s ;:i r c (1 o o d c on t r o l Li y 

hyd ro - power projects and the pro1110 Li o11 of litc r o. cy :rnd 

1w t i on a 1 u n i f i c n t ion by the po s t ;:i 1 s y s t cm . 

M i I i t ~Jr )' n c c c s s i t y ha s b c c n r c l a n o l h c r j u ~ L i f i. c..: ;.i -

L i on fo r produc ing in s t ate C'ntc rpri scs goods that mig ht 

no t m cc 1 L h c t cs t o f t h c pr i v a l c ma r kc t . r n !> la 11 c..: e s 

rnn ec f rom the ni.n ctccnt h Cl.' •llllry ' s Jc;1d 111i 11 l'~, ill' S~n als 

and plnnLntio 11 s for nnv;il sto r c.:s , t o the prt'scnt ·cl<ly 

p r oc e ss i ng o f nuc l c:i r (u el ~ . d:iny pub1 ii." l ra 11 spc.Ht :Hion 

and com1:iunic;ltiuns ve n tu r es "'ere l1cgun 0 11 dt·fc n"e r, r 011 nd ~ ; 

::i s Gil J\l <l~kan , I i mmt•cli :1t c l )' think of th t..: 1\LC1\N h ighll';iy 

,1ncl th e :,·;: i ti.! i\ I ice l:Ullllllllll it' :tl i n 11 :; ~r· I viii . 

- -· - -------------



·-

Second among the rationales for publjc cnter -

pr ise is the perceived inability of private business: 

because of the great size or risk of the venture in 

question, to assemble suf ficient capital . This 

tradition in Nor t h America began wi.th canal and rail 

,·cntures of the stat~s 111 t he ea rly nineteenth ccntur/ extended 

t o river co11t ro l and irrigation proj ects a nd cont jnues up to 

th e present in enterpr ises l ike COMSA'J' and Canad::i'a 

Pa nArctic Oi l. ln ma ny of t hese cases , t he µr opcscd 

activity was expected to be sel f -suff icient in :. he 

l ong run on the bnsis of the r evenu e~ from ]t s 

p r oduct or se r vice , but st ate initiative was seen 

a s 11 0l'.c~s; 1r y t o toke advan t ;1gc or sc al e ec on omi es, 

or t o 0 \'ercomc h ig h ri s k thrcs hh o l<l s . 

Thi r d an<l la s t of t he ci rc um s tance~ which hav e 

been se en to jus ti Cy gove rnment ownt' r !"hip arc' po ssess ion 

hy a n ente rpr ise or mon opo lr powt·r , o r posse ss ion of 

excep t io nally ~ich natura l re so11rccs , e ithe r of whi c h 

can pr o<luc e s ubstant ial "uncar n ~d pro fi ts " o r r en t s . 

G 0 v c r nm c 11 t o w 11 e r s h i p i s o n c 111 '\1 ll ~ o f p r c v t" n t i 11 g 

monopoly c xplo itat iop or con !'l 11r.tc r s (o r 111onopsony 

C'Xp Jo jla t j on or wor;..c r s or s c llCl !->) :tnd/or o f CO lll'C ti1q~ 

r o r t h c pub l i c t r ca s u r r rn on op u l )' p r o f i Ls o r r es our u ; 

r c n t s t Ji a t \v o u l d o t h c r w i s c h c 1: :q > l u 1 L' d b y t h c p r i v n t t.' 

Oh'n c r s . 
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Government takeover of profitable bus i nes s es ha s 

been rare in the Eng1.i sh-sre akin~ \W !"ld. llcre we do 

hnve a few instan~es of i<leologically motivated 

nationali:rntir,n , but it is instructive to note that 

these have' often been revers ed , as in the c ase of iron 

and st~e l in Britain and more r ecently the grain 

tr;: de in J ridia. The re ma in ing ca s c s ha vc pr inc i pa l ly 

been tho se of utilities - gr3in olcvatoTs , st r eet 

rail,,•ay s , water , e l ec trical or tel e phon e systems - which 

had a mo nopo ly ("natural' or otherwise ) i n a l ocal 

se rvi c e ar e:. . In th·~ l<\ " t category it i s o ft c 11 

hn rd t o dis ti11 gui s h be tween t he i n s tances wh<' J' (~ govern ­

ment t ook o\·L: r t r pre vent pri va t e ex pl o itat io n of 

mono poly JH' . .t..'r , nncl t hose .in whi c h gove rn me nt s aw :i 

mon o po l i a ~ J n ;i~s u n'<l source or Tcvc1wc f o r i tse lf. 

Th e r e ;_i r c , o ( co u r s c , cl v ~1 rj ctr o r c u ~ cs w h 1 c h 

o v c l' l up t ,.,. o o r n J l t h r cc o f t h e s c.: c n t cg o ri c.: s . E i.= u no 111 i c 

d l' v c 1 0 p 111 c n t 0 [ a p 0 0 1' 0 r 5 I' ii r ~ c l r !~ (' Lt 1 c d r c r. i 0 11 i ~; 

ofte n :idv t1 ncc cl ns n just i f i cati on fo r pu h l i c c nt c rp ri !' ~ 

in Lr :1n s po rl , con11nu11i c:it io n:; 1 o r c l "' <.:t1· i l· ;1l power o n 

t h e p r c111 i. s c t hat th e r l' g i on J J c ks c:ipi t a l o r c :1 pit :d 

m;1r l-. cts <1 nd 0 1\l)' t he ~ ta r e c~n mobili :1 1• r ....... ou 1ccs on 

t h c d c s i 1 c d ~; c n l c: • A t t h c s J 111 c t i r.1 e l. h c p r o j < • c t i s 

~ t·cn I ll cnc oll r ~ 1 gt.: c r ow th b) it s :i h il1ly t o \, i dcn 

m~11 h ct :.: o r ,, hc nd st• t o c 11 t cu:-t .• [ o r comlillHli 1y p1od11ci 11[! 

s c c t o r ;0 o f L h l' r c g i o n ~ I c c c • n o 111 > • 0 n l'l' c s l a I >l 1 s h e <l , 
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moreover, suci1 an enterpri se may he ve a m:rn cpoly 

status and the power to abuse or c>p l o it that st:1tu!' , 

and seem thereby to dema nd public control or owner­

ship . 

Many governme nt enterpri ses (and regul ated · utilj U cs, 

which they r esembl e i n important respects) combine 

s ub sid i es with a pp :-opriat io n of monopoly rent s or 

re source rents . A common prncc:icc i n l~o th r egu l ated 

priva t e cn tjt i cs and gove rn me nt l: nt c rpri sc Lil 

tra nspl> rtati on , communi c:ition s and u ti li t i e s i~. 

"cro.ss-s ub siclizat i on,'' in whjch monopol) p rnrits 

c nrn c cl fr om o ne area, line of b11 s i11C' ss o r c la ss o f 

c u s t o HH.' r s n r l' d i s s i p a t c d i n s u Ii ~ i d i z i 11 ! : '' t li l' r " I It . 1 r 

a r e cl c l ' me d t o b c s o c i a l l y m c r i t u r i o u s . Th u s , ·1 i r -

line :ind r:1i l r c1n d t;1riff s 0 11 hc':1vi l y 1· r :1vL• l h'd rn1111· 

scgmcnl s Lypfrillly C':\cecd cos t, ( i 1h.: l udin~! ;1 "f;11r" 

r eturn) whil se rvic e on l owt· r <.lt·11 ::-: it y s 1' }~1llC' 11 L:- i :: 

p r ov id c'd :1 t ii 111 -;s t'l'ho11i:1t t1s u ;1 l ly 110 1 ;11 1 rrn t ol po ~·i.. r•t I n:~:.) . 

A 1 so hrd rop r oj c.•c t s in t lw \\' t' s t t' r n 1111 i l (' d ~ ii :1 t l·~, r )'flJ ·· .i I I \' 

s 11h sid 1.v t1:1c r s of ir ri ~~atin n w:it c r l' r om l'l'\<..' 1111<':; 

1' :1rm'd hj· 1-:1ter s:t k s I n 1111 1nil:ip:1litil 'S .111d 111dt1 ~ 1n· , 

;1nd hy s.1 J 1'S ) f C'I ' C ll" i l' )>tl\tJ(' I'. 111 1\1:1 :":1 , "l11111p:1 :1· 

r l' c.• s i n h 0 t h s t : I l (.' .111 cl r l' d L' l ' :I 1 l i 111 Ir l 1 I' s : I I l . : . : I r l' :; :t l :· i ,. i c l' d 

r 0 ~ "Pport 0 t lrl·nd :i1· 11 11 l't:o 11 01n i c J11111h1· r :111d pulp rn il •· 

--- -----
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Turning to the mineral industries of Western 

C ~11\ :1 d :i , t s e c 1 i t t 1 e th :t t s u g g c s t s t he )' n e c J t o h c 

suhs i<li zc d b}' £01:.mntion of a publi c corµorat i on o r 

otherwise. The Province of British Columbi:i, for 

example, does not have a great but decaying jndustry 

upon which the community is heavily dependent both 

fo r ener gy and employment, as Britain of the forties 

h :1 <l in its co 11 i ~ r i cs . 

The 13. C. - Yuk on Chambe r of Mj ncs may from t imc 

to time a sse rt that CJC h minin g j ob gc1u:ratcs seve n 

(o r i s .i.t sevent ee n?) addi.t:jonal job s in s1 1p1H'rtin r. 

in d u s 1· ric s , hu t there is no rc ;; pcct abl c an ~dytic c al 

foundati o n f or s uc h :i c lai.m. Even i f the c x lr:ictiv c 

i n u u s t r .i c s i n f:1 c t h a <l s u c h ;111 e Ill p l o }' 111 e n t 111 u l t i p I i e r 

i t <lo cs no t n cc cs s a r i I y f o 11 o 1.; t I w t 11 j o Ii c r ca t i on '' 

i s in it se lf r: bc 11 c fi t t hat d ese rves a s ub s idy f r om 

th e pu bl il: pur se , much l C'S S t he c rc :1tion or :1 r, o \' e rn -

111 c nt c n tcrpri ·•e. Nc 1\I e111p'l o r 111c 11L o ppnrt unit i C's :1r t' 

a net bcn c: fiL t o the c ommuni tr 011J y to th e ex tent that 

th e 1\IO l'kl' r s emp l oyed would no t 0 1.IH.: nd s <' he pr od11 i.: t iv c.: l y 

c mpl oyc.: d. 1 11 i lll " o p t: ll C'CO l1 0 111 }'
11 l i h<' tlt :tt nr B. C: . 

o r my ho 111 C' s t n t c o f i\ I n s h. a , t h c r e i s 11 o p r c cl i l' L :1 Ii I 1 • 

r cl.1tj on shl p hcL wc·c n l oc<ll j ob c r ea ti on :ind l ot· :1I 

11n e111n l oy nw 11t 1 hrc :rn sc n c 1v c- mp l oy111c·n t n pp o rtunit )' t e nd s 

-- -- -- - -- ------------ - - - - --·· 
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to attract immigrants who more or less o[fsct the 

emp l oymen t gnin. Eve n if the ne\oJ jch~• directly 

created Here reserved for long-time rcsi.denls, di~. -

placement of residents from old to new jobs, and 

tl1eir replacement by non-resident~ can be exp~cteJ 

to have a similar effect.* 

National sclf-sufficiencr in material s and the 

cnrning or retention of foreign exch::rngc arc some -

times ;:irgue<l as externnl benefit s of minin g 

jus t i.fying µreferential t re atment, but nci th e r reas on 

j s p a r L i c u I n r J y r c 1 c v n n t t o C :rn :1 cl n, \oJ h i c h i s n n <l e x µ c c t s 

tCl be a . net export er of mineral product s 1r.d h;-i s no 

chronic CXC hnng e probl em. J\nd, ur C" l ll' SC , pro t ec t jo11 

o f e nv i r o nme nt al quat il y o r the r oste ring or :111 

optimum gc.:ng rapld ca l di.stributi o11 of. nopulati on c an 

h :1 rdly he :irguctl ri s benef it s o f the g0ver11111e 11t ' s 

pr<• t110 L 10 11 o r mi ni11 1~ ve ntu res whi c h wo 111J 110 1 bc s~ tr -

~; u ppo rt ing. 

On th e whole , it i s h:inl t u f'i.11 cl a b:1s i s f,H :111y 

c ln im Lha t mini11 g (i nt.: ludin g o il n11J ga -; pro <luc t ion) 

* 

crea l. l! '- hl'ncfic.iril cxte r11 :i liti es [ or the s urro11ndi11 p, 

o 111rn1111 i t )' , .1 s d i ~ ~ i n c L fro iii L lw rll' t v :ll u c o f t h l' 111 i 11 • • r ;i l '> 

l II ;1 s t l I <l )' a i m (~ d :.I t p r 0 j l! c t j II g t h l' c Ill p I () )' Ill L' II L i Ill p: l c l 
of th e Tra11 s - J\ l n s k:t p i p~ l in r· , we fo 1111d I h:1 u11r 111pl ov1111..• nt 
in ind i vid11:1l 1:1hor 111:1r ki' t <1rl'a S w:1 s :1l1nos 1Tnt:1-I ( > -­
i n "c 11 s i t i v c· t o 1 11 c J e v c 1 o r c 111~> 111l· 11 t: ; 1 11 a r i s , o 11 :1 

11 c t ba ~ i ~ new j o h : jn pc t roJClim, wood -pr od11cts a11d 
~:t'vt· r11 111c nl we r e entirely fi l l c c.I hr i 111111 i gr:1nt •; . 
(Tu:.~ in g c l al., 1 97 1 ) 

~~~~~~~~~~~~~~~~-
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produced , or the factor payments ( wages , profit, 

rents and taxes) which make up that value . 

The current Canadian interest in state enterprise 

in the mineral industries does not seem, in summary, to 

be a result of t he belief that they are inevitably 

unprofitable> under private enterprise. On the contrary, 

i t re s t s in part upon t he no t i on th a t mi n e 1· a 1 ext r act ion 

c a11 indeed be very profitabl e , and that unearned profits 

(rent s ) ought to be controlled and disbursed in 

socially approved ways . One theme in this interest 

is a concern whe ther the people of the na tion or of 

t he Province , who arc the nominal owne r ::: of its natural 

r eso urc es , a r c r eceiving the maximum p0s.; ib lc 

r e t11rn r o r th e product s of thei r l:.t1H.l (o r c\·cn mor e 

t Ji a n L h c >' o t h c r w i s l' w o u l d ) . 0 I H' i s s u c i s . 1 n 

sh o r t / w h C' t h c r the s t c.t t c is e ff cc.: t iv c J y max inn z 1 n g i ts 

r e venues from cli s pos:il o f mincr:i.1.s. 

W It c r c cf f cc ti v c c ap j t ll l ma 1 ·kc t s L' x i s t to g c th c r 

1-.· i Lh a large enough nurnb c.: r of potcntj a l operators 

t o c r e :-it c worka bl e comp e tition fo r n.!So ur cc rights , 

th e r, ov c rnm c n t ( os l::in<ll o nJ und /o r so v c rc i g11) i ~; 

111 o r (· 1 i k e 1 y Lo m :1 x i 111 j z c: i t s r c v c nu e s i r i t cl o ~ s no t 

e1 1g;q:1' in pro du~ t ion. Thi s l'011 L l11 ~ i o 11 d 0L' :-; not· 

. - ----------------------- ------- -----
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'depend upon a presumption' that governrnen t- owned 

entities arc necessarily less enterprising and less 

effective in cost control than profit motivated private 

corporations. There surely i. s a tendency for state 

enterpTises ~ o he inefficient , :f only because their 

slan<.l.arcls of performance as vim.Jed by either management 

or political authority, are seldom as clearly defined as is £he 

imperative of the pr iva t e manager to maxim:ize the net 

worth of hi£ firm . Conventional enterprises are, in 

addition, often under political pressure to pay higher than 

market rates for labor, services and suppli es , and to 

sell their product in local market s at les s than it s 

oppoi-tunity value. Some of these pres s ure:s an<l thc]r 

results might be regarded as benefit s no t ~ h ortcom ings or 

p 11 h I i c O \\' n c r s h i p , bu t t h c y c o 11 l <l , a t· 1 c n s t i n p r i n c i p I C' , h c 

llll' , l !~ll l' l'd nr o rr se t in the orgnni::it i o11 and l ('rlll !i or 

rl' f"L'l"Cll C L' Of :I govern111cnt COrporatiOll S O tll<ll it \\IOllld be illl 

:1:•:1.r css ivc profit m:iximi. zcr , if that r c:; ult we re dc!~irccl. 

Eve n so , hoh·C\'cr, by opcr<t ti on of :1 product i vc 

entcrpri. sc , the governm :rnt lo ses t he nbi.lity it 

wo uld h:ive a s landowner to explo it, f o r it s fi sca l 

be ne fit an<l socie t y 's cconom i · be nefit., th e competi t ion 

:1111ong po tc11tial operato r s . 

At oi 1 and B:JS lea s e auc t ~on s Jn th e lJnj tcJ 

Stnt c s, for example , th e bid p ri.cc s 011 a s ingle tract 

nwy vnry by ~1 fa c t o r of two , ten or CVL'll one l111ntlr ed. 

Th cs e v 3 r i a t i on s re fl cc t w i cl c l y d i f f c r i 11 g g co 1 o g i. c ~1 l 

eva luation _:; o f th e tract, exploration st rat eg i cs , and 

c i r c 11m:; t ancc<> o f the vari ous co mp:i11i cs with r es pe c t 

-- -~----~----------------------~~----~~ 
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to capital and other costs. The result is that each 

tract tends to be won by the operator \vith the most 

favorable combination of expectations among all the 

bidders regarding the recoverable reserves and their 

devslopment and lifting costs. The landlord who 

operates on his own land, however~ has only one manage -

ment team, one exploration strategy, one team of 

geologis ts and engineer s and one supply function fo r 

capital. llis operating pcrform~nce ov er the average 

of n11 hi s properties is l ikely tv be no better t han 

;1 v c r a g e f o r t h c i n <l us tr y , 1 e a v i n ~ a . n r e s i <l u a l b c t '" c e n 

cost and re ve nue on each property only nn ave rage 

comhi11ati on of profits and resource rents . 
I f , hoh·eve r , 

he I eases each tract to the h ighes t bi clck r among 

' :1 group of colilpet i ng operator s , he ca n expect to 

r ccdvc a great e r r e nt on each pr opc1·ty t han the 

i11dus 1ry ' s average expectation h'Otlltl juqify . lh i s 

p r e d i c l i o n i s n p p a r c n t l y c o n f i r 111 c d i n c 111 p i 1· i t: <J l !' t u d i L' s 

of ll . S . Outer Contine ntal She lf Jeasin ~ hy \fal tC' r 

bidders 0 11 till' :ivl'rage ear n a di ~co ttn tl·d c1~h r10w r :ltl' of 

than th e o il 

-- -·- - ------
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The most offectiv:e use of compe tition to optimize 

revenues does not dictate the use 0£ a cash bonus 

bidding system for all minerals or even for petroleum 

und er every circumstance. The degree of knowledge or 

uncertainty regarding the volume and value of 

min era ls present and their cost of extraction, the 

rel ·1 ti ve weight of fixed and variable costs j n total 

c xtroction costs, the number of potential competitors, 

nn cl the re l ative pre fcrencc s of the goyernmcnt and 

priva te operators for certain present income versus 

unc er tain f uture income, a rc al l appropriate cons icJ cr ­

ations in the choice of lc.::-i s ing or d.ispo s ;1J systems 

and tnxes on the mineral industries. I h;ive written 

o 11 t h c s c q u c s r i o n s e l s e w h c r e ( Tu s s i 11 g :111 d E r i c k s o .... 
1 

19 69) and it .i s cvjJc11t fr om the ag c n d;1 or t hi ~ 

conf1..•rci1rc th:-i t other p;1 pt· rs \·: i1 J g j V C C l 0 SC :1 t t C 11 t i 0 II 

t o l h c r c l t1 t i v e m c r i t s o f l o c ;i t i on , 1 e :-i ~ i n i..: a n d s o 1 ·~· 

o[ lllincra l s ; l'O)'alti c s nnd Sl'\'C l";1nCC: UI XC'S O il gros~ 

v :i l u c :1 s a g a i n s t n c t p r o f i r ~ ; n ') hon 11 s c !; , c :i s h 

ho 11 us cs , a 11 c.l d c £ c r r c d i i onu s cs ; th c us c o f :i c n~ a!. e 

r cn t :al'i ; t he optimum s i ze a nd c onfi gur:1Li o11 of tr.1ct s ; 

the :amount o f gco l ol', j c:ll .i nfo rmJtion rile l and l o rd 

ought t o obtain and publ islr b efo r e opcnjng l :rnd fo r 

l ensr or disposal ; clur:itjon of the prj111ar r Ll' r m of 

n lease or pc r mi t, an<l i Ls te rms f or r c 11 c•w:IL , t •:. • 

------- ---- ----- -----·--- -- ----



In summary , state ente rpris e in tlte business o( 

dcv e 1 oping and p1·oduc ing mi nc ral s is s ure 1 y one w:iy to 

capture and redistribute resJurce rents, but ~t is like 

ly not as effective a device to maximize tho se r e nt s as 

the nµprop r inte combination oE a leasing sys tem th:1t 

takes full a<lvnn t agc of C"Ompctition among pTivatc firms, 

consi c.l e ring the technology and institutional c ha ra.ctcristics 

of each brn nch of the mining industry, together with on 

appropriate tax system . 

The most pow~ rf11l ca s(~S for public ente rprise 

i n develop in g r egions ( 1 .ike much of Weste rn C:rn acla 

an d the Territori es) refer to transport :.i nd other 

in[-astructurc facilities wh1c h crcnlc external 

economi.c::; for othe r econ omic ~cctors, incluc\in r, mining . 

In Lhc::;c j n s t:in cc s both t he fir s t motive for sod ill i 1.:it ion 

( th t ' cl es i. r e Lo ::; uh s i d i z c ) an d L h c s l! c on d ( L h c n l! e d to 

ove r come bnrril'rS oE scal e and risk) m:l}' ju s Ljfy invest­

ment by t he !~ovcrnnwnt on project s whic h p r iv:1tc 

C'nlcrpr is c will no t venturi.'. Nc1Llwr o f th('St' 1~c111..! ral 

1110Liv<:s , however , c 1·c:i t cs :i c:-1se £01 s t:1 tc c nt l~rp ri. sc: 

1 n 111 i n c r ~ 1 c ~ L 1· :it: t i o n i. l s t:l f. C: a p i l a 1 a 11 cl l' 11 l c r pr i st.: 

for mi_ncraJ l::q>lor .1tio11 nn<l clc\·c l lJp111l;11 t ar ~! p\ cnl iful 

:111-1 rno h i le. Spec i 1 I i ;:ec.1 t f'C.: l~ n i c a L i 111>11 t :1 , !i llC h :i :; 

r.cophp; i. c :1l s u rvt• )':; , dri l li11g :11\d ll c aV)' Cllll!> tn1c 1io11 

can be pu rc h:i :,c.·<l on cont r :1 c t 1n a hif'.h l }' n>mpvt it i v1.: 

mark e t (so Lh.11 gr e :1t pe t r oleum .111d mi111n g comp11nic :; 

tlo ve r y lit tl e o f tl1t·sc act1\·i 1 il' for tllt·111 ~ 1' lV~~ . 

Capi m l su1;i~ i n the: hundrt· d~ or milti o 11 s , or l'Vt' n hi 1 1 ions , 

o f do l l ar s c:11 1 be mohi1izc..l privaU'l)1 
<.:VC ll 1-1i th out' 

p.n\•er11r.1ci:t ~; 11ir :rntt·c~ for 1n0jcc l :i i n rc·mot · rc g ~ u n ~; , 



... 
1 lhc ' the Arctic (ins pipC'linc . 

r evt: 1H1 c:; 1 i.~ J ikely l o h e more r;rpid ~111J 111url' ef ric ic nt 
I 

if it utilizes the diversity of skills , techniq1.cs 1 

erterprise a~<l ~c~ess to capit a l in the private economy 

and t he competition between firms di ffe rently endowed 

in these respects. Nationalization or muhic ipa lizution 

of producing operations , in my view , has an inevitable 

price both in state revenue s and in social efficienc y 

t he p::i ymcnt of which price must be justified on other 

grounds . 

The h::ir d co r e of Canadjan i nt e r est in public 

cn tc rpri sc- to da y seems to stem not from a pcrccivc<l 

s ho r t n g c o f c n p i t :1 1 and c n t r c pr n c 11 r s h i p ( 111 u c h l c s s ;.1 n 

idcolocical oppo r it.i on to c:i p.il :.1J i st .i c enterprise 

;1s suc h ) , bu t from <I pc r cc i. vC'J ~p.lu s_o f foreig_!_l 

" :1 p i _1_:1_l __ :~1~ ~ e t]j_•.:.£1~ r c n c 11 ]' s hi .12. . Th c pro h I L' 111, i t st' 1 ~ 111 ~ · , 

i s t o a s sure tlwl mineral ckv1: l op111c 11 t (and pTcs t11np t i vcly , 

rc ln t:e d activ it· i.l.' s lj b · oi l r efi ni11 r. nr o il :i nd 

!::t !' tra11 s port:.itio11) ar c unJl'l' th <.: con t ro l o f C;i1wclin11s 

o r th e peop l e of l~1·it·i s h Co l u111hj:1 , r:1th1 r t h.111 [! r eal 

111 u I t i n H t i o 11 a I l r cad U 11 i I c d S l :Jl c ~ ) c orp o r a t i o 11 s . 

lt i s pruh:ihl r no t pol i L i e t>r 1111.: :1 ·. :111 1\11tl' r1 c:111 

t o :1:; h wh:1t pr::icti cu l di rrc r c nc e th L: 11 :1t io 11 :1 l ity o f 

n 1.:0 111p anr ' ~ owne r s u r 111 a n1q;e111cnt 111 :1!.. cs :is l onit a s ir-

i s s ub j ec t t 0 the s; 1111 u 1:11.,rs ( a nd ub (· r ~ thc·m) :ind pnys 
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its proper sha re of taxes. Our own satisfactions 

and gricv:1nccs rcgrtr<ling the n :- o i 1 comp a n t~ a p p l y 

i n th c same w n y to Mob i 1 and Texaco , ,.,, h i ch a re 

domestically controlled as to Shell and SOHJO , which 

arc foreign controlled . As I have indicated previously, 

I don't believe you can squeeze any more in the way . 
of real resourcesfo r Canadians out of your government-

owned business than you could out of American or 

Canadian - o\vnc :l pri va tc enterprise under a we 11 des j gncd 

leasing ~n<l t ax system . Nonetheles s, one billion 

Ameri ctl n dollars invested in Canada is mo r~ co nspicuous than 

one hi1 ~LO J~ C:rnaJian dollars inv ested in the U.S.', and 

th e 1w1 i.u11alit)' 1.f your nwnage r s uncl stoch. hold crs 

d oc~ make ;1 cliCfcn•nl· <' to 111;..1n y C:rn:1di~1 n s . 

Govcrnmc· 11l e nt1•rpri~c J S one war t o ''11:1Lionali7.e" 

th e 111inc1·~ 1 I indus tries buL it is no t, or co ur se , the 

~!!..!.>: l' 0 s !' i Ii I <.. ,,. ;1 r I 0 [ 0 s L l.! r c: a n .:1 d i a 11 e q l,J j l y ~I II d 

cnt l' rpri sc . S t r i. t: L e r n a L i o 11: il i Ly c r i t c r i :i cu u l cl \v e L.1 

ht.' \Ip p I j c d L 11 ho I cl C' r s o r t: la i Iii s ~In ti I " ~l s c .:<> o l' o f 

pertni l s t o lHtild pipelines, conccntr:1t.ing pl:in l !' :ind 

h O\v c v e r , " Ls ~ h c r <.' i n [ :i ct c no ugh pr i v ;1 l f' c q u i l y c;1 p i t a l 

a ncJ c nt c rpri ;c i11 C;1n•1d:i cf f cctivr· l y to tah.c th e p l :1cc 

of f orei.c 11 e tui~}' :incl c'11tt'rpr i sc?
11 

This is an emp iri c al 

que s t i on to .!: ! ( It I h;i v c n't :in an sh·cr . 1 [the answe r i s 

~-------1 _____ , ____________ ~~' 
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implies a subsidy in some form, because the estab l is h-

ment of a government enterprise does not create any new 

Canadian resources . It only use~ tax money or resource 

rents forego ne to bid capital and talent away from 

some other empl oyment . The cost of Ganadianization 

(eithe r by restrictive licensing of privat e indus~(Y 

or hy government enterp r ise ) may be minima l , however 

if preferences for nationals result :in bidding home 

sig nificant amounts of Canadiah capital and Cnna<lian 

t:1l c n t 1.,,hich would otherwise be employed in t he lln itc<l 

StaL~s . (l 1 r csumahly, the net effects of even these 

moves wnuld have to·takc into cons i<l e r ot ion the remit til nc e 

1· II ;i t '" o 1 it d o L ii e r w i. s c [ I ow . ) 

Gov~ r 111n c n t c <I p i ta l need n ot n l w a >' s be r cg a r cl c <l 

:.1:; subst 1 tut c (or p r iv ;ltC capital , Ca;1adian or foreign . 

111 North /\111e ri ca during t he fir s t h:il ( of the n ineteent h 
\ 

cc·nt:11ry, ancl in almost every coun try a t one time or 

J1101 liC'r, ~L at<: compon i e~ were used a s a vehicle to 

:1 L L r :-1 r L r o n• i g n ( u s u a l l y n r i t i s h) J ch t o r c q u iL )' 

c;qij t:1 I Lu Vl! n t:11rcs they woul l 110L othcnd:(• co ns idl.!I'. 

1\ ~:0vl!rn111c11t-own c cl (or gunr :i nteed ) ra i lroad co111panr was 

of't c 11 nJiv c l y r ega rded by the London money mrirkct ns 

:1 ::- arc in v<'!;t. rncrtt, \ihilc the 1nomot iont> o f a11 t1nkn 01m 

' l I . .' 11 I j \ i ''Ill . 



The tt se of government participation is still 

a major inst rument for encouraging foreign invest-

mcnt in developing areas. Jo1n t v ent ures between 

American , Europe~n 6r Jap~nese private Companie~ and 

governmental entities of the host c6untry a re common 

in a11nost all the extractive industties antl in many 

countries at diffe rent levels of eco11omic deve lopment. 

Canada has at least one gove tnme nt enterprise created 

largely with thi s function in mind, Quebec ' s SOQUHI, 

"·hose ;1ctivity consists ma inly of joint ventures 

~ n mineral exploration with private compani er . 

I 11 n d cJ i t i o 11 to be i 11 g a means by \d1 i ch d o m <.:st i c 

l..' 11 ' t' r p r j ~ e b c c- 0 m c s a t r u s t ,,. o r t h )' b o r r o w c r ( o r p a r t n c r ) 

ur r u r e]gn c:tp.i ra J , state enterprise c an be ;i me an s 

or of f sett ing" -; hortagc rif dornc .st i c equity ~111d 

C' t.Ll' t'J>r C.: 11 c11rs lii p. ln thi ·role i t h:i .s one atlv.111t:1g c 

ri ve r p1·0111ut ion of domestic priva t e l'tlte r prisc 

l h rot 1 J! Ii n a t i on c1 1 i t y r c s t r j c t ion s on i n v c s l m c n t , m" n a g e -

111t· nt o r .1 i ccn ~;cs: it avo i Is th~ spectre o( o prn 

discri 111i1wtion, whic h cou l d l ead Lo r e tal 1i at ion nnd 

u l h 1..' n"' i s e 11 n u c r m i 11 c t r 3 cl c a n <l j n v c s t m c n t r e l a t i o n ~ Id p s 

1h:1l :ire henc fici: tJ to Canada. 'rite nP:n l r OJH 'tl lJo r d t' t' 

all oh'!' thi !' country t o dr3h' on a 111111..·h l ari: e r poo l or 

l' :1 p i t 11 1 , t c.· r I t1 ltJ I n 1 ~ r ll ll d t ;i 1 c n t t h: 111 i I h' ti ll I d w i t It 

p11 Ii l' it·~; ro :~ t (' rill)'. :111t :1 d.r. J\l t li nl1g h t ,, I ·~ Ujll'l ll\l.'~~ 

---------- - - ---·c 
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Canada's national identity , its economic benefits to 

Canada are relatively greater than they are to the 

United States . (That is, its impa~t on the size of 

the resour~e pool available to Canada is greater than 

on the size avai lable to the United States: ) It is 

thcr~fore a circumstance to be modified only carefully, 

and selectively . Establishment of a Provincial o~l 

company is one way to contain the side effects of a 

move in the direction ·of autarky in a single 

industry. It might, in fact, limit these 5itle effects 

even in the i ndustry in qu es tion: s uµpos c the bt'st 

candjdatc fo r ex~~utive officer for u British Columbia 

basctl oj.l cor.1pa11y wore n Texan; )'Ou might wc .lJ hnve 

few c r in i s g iv i n g s ab o u t hi r i n g h i 111 to work f o r t h c 

l'rovincc thnn you would about hi s hc ;ic1i.11g :i s ub s idiarr 

u; an J\mcrican private firm. 

l h a v l' o n 1 )' r c c c n t 1 y h a d :1 n o p po r t u n i l r t u r e a d 

the B. C. Pe t rol eum Corpor;1tiu11 1\ct ,and Bi11 C-2 36 to 

estnbUsh a Canadian nati on ~ll lh"' Lro l eu111 co 111p;111y , ~.lllll 

L will rtol com111c11t on them .-; µ cc ifi c :iLJ)'. I do , huwt:vcr , 

have some s uggestions for th e s truct ure and poli c y 

of publ.i c cu rpor:ition~ in t he min c•h 1J j11du s try , :limed 

at co111bj 11i1q: some of the b e .st fc;1ture s or govc rnmc>nt 

and pri v.i t e ent e rp ri se r a ~ hc r tha n thC' ir wor :' t 

f C :tt U l' CS ( .I ~ ; S 0 0 ft C fl Ji Upp L' n $) • 

- --- --- - ---



19 

First, before establisl1ing a govcrnmcnt~l enterprise, 

be clear what its purpose is to be, what the incentive 

for the management to accomp1ish their purpose will be :md (in 

' quite rigorous quantitalive terms) how the ci~izens 

h·hp presumably own the crlterprise will know whether or not it i~ 

successful. (I owe this first and most vitnl poiht to 

Milton Moore's critique of tile draft of this paper). 

ScconJ , do not set up a monopoly . There is no s ur~r 
• 

formula for inefficiency nnd social i}·responsibility. 

Eco nomics of scale do exist in mining, but the y :irc very 

smn ll comp:Hcd to t he opportunitiC's for tkVl' lopment 111 

:in :1rc:1 t· hc size of British Columbia. t h petrc>]('lllll 

r C' f i II i. n g , t h C Ill i 11 i II\ ll 111 C f f i.l: i C 11 t S i Z C 0 f I" C fi 11('1')' i ~ 

proh:1bly 1101.,r about the s i ze of t he lLC. lnarkct, hut Lr 

a new gov c r nm en t · own'! cl r cf l 110 r y 11 c eds a mo nu po 1 y 

protec tioni s t legislation to be profitable, Lt will almost 

cer t :1intr he a serious burden on consumer~ . If a 

government compan y is to be set up in an indus tr y wlic•rt' 

se a l <.' cco nomi<.' 5 ilrc narrow <t.1J when.• ingcnuit)' and 

ir1tutiLJ011 :ire ~till \.: ruc ial, :1i-; in 111i1H•r;li exp l o ration 

nr ons ho r e oil ;and gas produc t ion, co n ~ id<.'ration might 

he g i vcn t o cst :ih U shmcnt o( rnon• than one.• t:l>lllJH~t ing 


