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THE SUDAN 

1- The ~ndustrial Development ~ank ; , 

The Industrial Development Bani· of Sudan was established in 1961 for providing the 
necessary finance for industrial projects ,n the private sector of the Sudan. Its authorized capital 
is SE 5.0 million, with a paid-in cap: ~a l of SE 3.0 million completely subscribed by Sudan's 
Central Bank. Its lending operation:. for the period 1975-1978 are expected, however, to exceed 
KO 7 million (S£ 8.44 million) ,.: , which the· foreign exchange is about KO 4.98 million (S£ 5.9 
million). In order to meet t,., .;Se requirements the Bank is seeking loans at concessionary terms 

from both the Kuwait Fund and I DA. 

2- Rah ad Irrigation Project: 

In 1973, the Fund extended a loan of KO 3.3 million t o financt) the Rahad Irrigation Project, 
one of the most important agricultural projects in the.Sudan. 

The project aims at the recl~ mation of 820,000·feddans and the utilization of the Roseires 
Dam for thei r irrigation. Since 1973, the cost estimates have been revised partly as o result of 
the rise i n prices and partly due to certain additions to the works covered by the project. The 
Fund Is currently considering the possibility of participating, join tly with ID\ and the Arab 
Fund for Economic and Social Development, 111 covering tho additional cost. 

SOMALIA 

Mogadlscio Pow er Station : 

The installed capacity CJf the existing power station in Mogadisclo, the capital of Somalia, 
Is no longer sufficient to meet tho requirements of both industry and household consumption. 
Demand for electricity is also expected to Increase quito rapidly with the increase in population 
and the planned expansion of Industria l production. 

The present project aims at Increasing the supply of electric power In 'vtogodiscio by in · 
stalling 4 diesel generators of 5MW capacity oach, and oxpandlng the distribution network. 

A Fund mission vi sited Somalia during November/Decembor,1974 to examine the economic 

and technica l aspects of the project. 
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LEBANON 

Southern Bekaa Irrigation Project: 
l. 

The Fund is considering a request made by the Lebanese Government to participate in 
financing a project aiming at the irrigation of an area of 23,000 hectares situated between the 
Karaoun Reservoir and the Beirut-Damascus highway. 

The total cost of the project is estimated at LL 300 million (KO 38 million) of which the 
World Bank has agreed to contribute KO 14.7 million '?n condition that other sources of finance 
would be forthcoming to cover the balance. 

The Egyptian Government has submitted to the Fund for consideration, a number of pro· 
ects, of which the following three have reached an advanced stage of preparation: 

• Abu -Oir Gas Field Project: 

In 1973. a loan of KO 4.5 million was extended by the Fund to the Arab Public \)ii Cor­
•U•on to exploit a natural gos fi eld discovered in 1969 in Egyptian t1Jrritorial waters neJr 
u.Q,,, 

The project included the drilling of nine wells, the construction of an off-shore 
0

platform, 
ubmarinu piµellno linked to the processing plant, os well as a pipelin e network for tho dis · 

llOn of gas to the consumption centers in Alexi+ drla, Ka fr Al · Dawar and Damanhur. An 
•!tonal component of th i:: project is the conversion of some plants to substitute gas for fuel 
Total costs. and in particular the foreign oxchonge component of tho project, have turned 
to be highor than originally estimated, because of the substantial rise in world prices since 
J an d the need to engag e foreign instend of local contractors in carrying out some ports of 
Pro1nc1. 

The Fund is considering th e possibility of oxtendino an addit ional loan to meet tho rise 
l s 
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2- Abu-Oir Power Station : 

The purpose ~f this project is to construct two thermal units of 300MW capacity to help 

meeting the big projected increase in Egypt's demund for electricity. 

Total costs are estimated at KO 50 million, of which KO 35 million is in foreig n exchange. 

A Fund mission visited Egypt during April, 1975 to examine the project, and to reach a 
preliminary agreement with the Egyptian Governme1'tt on the terms of its financing. 

3- Oil Pipeline Project: 
/ 

This project aims at lowering the costs of transportation of crude oil to the oil refineries 
i n Suez and Cairo, by substituting oi l pipelines for seaborne and land transport. 

. . 
The project will include the construction of a pipeline extending from the oil f ields at Ras- · 

Shukair to Suez and Cairo, with a total capacity of 10 mill ion tons annually. 

A preliminary estimate of total costs is put at KO 15 million of which the foreign exchange 

component is KO 10 million. 

MOROCCO 

1- Kenltro Power Station: 

A Fund mission visited Morocco during June/July 1974, to investigate a project aiming 
at the construction of a thermal-power station with four units of 75MW each, near the town of 

Konitra. 

Apart from the construction of the power station and the prov1s1on of the necessary 
equipment and civil works, the project also includes tho erectio n of a pumping station In the 
Sebou valley as well as the provision of fuel tanks and administrative buildings. 

Total costs n•c osti:nated at KO 37 million of which KO 23 million Is in forolg n exchange. 

2- The National Bank for Economic Oevtilopment (BNDE) : 
Morocco's Natlonol Bank for Economic Oovolopmont wns established In 1959 with a 

capitol of DH 20 million and with tho aim of promoting produc:tive investment, particularly in 

industry. 
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In 1972, its paid-in capital was raised to DH32.4 million, whic'h falls far short of cover-ing its 
ambitiou·s programme for the period·1975-77, amounting to. DH 1.7 billion (KD115 million) . 

'The Fund is presently considering its participation in th~ financing of this programme by extend­
ing a loan to the Bank. 

3- Lead-Smelting Project: 

This project aims ·at the construction of a lead-ore foundry near the city of Meknes, wit.h 
a total capacity of 80,000 tons. annually of purified lead, using as input, Morocco's own lead ore. 
The project will be implemented by the "Bureau de Recherches et Participation Minieres", a 
government agency responsible for the development of all Morocco's mineral resources other 
than phosphate. 

The total cost of the project is estimated at KO 12 ·nillion. 

MAURITANIA 

1 · N ouakchott-l(if~ a Highway: 

High priority Is assigned by the Government of Mauritania to the construction of a hignway 
linking the capital, Nouakchott, on the Atlantic Ocean, with Noma, In the extreme south-east 
of the country, and passing through Boutilimit, Aleg, Kiffa and Aioun. One of the most important 
IJrgets of this project is to connect the inhabitants of the eastern regions, who constitute more 
than one third of the total population, with the rest of the country, both economically and socially. 

The Fund is considering the possibility of participating In financing the section of the road 
•11 ending from Nouakchott to Kiffa, and. for this purpose a Fund mission visited Mauritania 
Curing July 1974. 

2. Road Rehabilitation and M aintenance : 

. Highway network In Mauritania Is approximately 7000km long, of which no more than 
~ '!l)~m Dre asphalt-paved, the remainder consisting of earth tracks. Apart from the high cost 
ct '•3 nsportution entailed, some roads become virtually unusable during the rainy season. The 
F ... ,1:n 1 Project consists of providing technical assistance to the Authority of Roads and Trans­
~J l io n . the procurement of the necessary equipment for the rehabilita tion, improvement nnd 
' 

1 ·~na n ce of the existing road network, as well as the preparation of a detailed study for the er,.. . 
uc tion of a new road, 200km long, between Rosso and Boghe. 
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The Fund is currently examining the possibility of financing this project jointly w ith I DA 
and the Canadian lnternation3I Development Agency( 1 }. 

3- Nouadhibou Port Extension Project: 

Situated on the Atlantic Coast in the north-east of the country. Nouadhibou is Mauritania's 
principal port, but its facilities are insufficiently developed to encourage a large number of ship 
calls. 

The present project consists of the expansion of the port, including the extension of wharf 
and berth facilities for fishing boats as well as commercial vessels. 

NORTHERN YEMEN 

1- Industrial Development Bank: 

In Ja-nuary 1975, a Fund mission visited Northern Yemen in order to stud'y the possibility 
of establishing an industria! development bank to promote small and me~ium industrial project~ . 

in both the private and public sectors, by providing them with loans at concessionary terms. 

The extension of technical assistance for the study of this project is being considered by 
the Fund. 

2- Ports Development : 

Tho Port of Hodeidha, the principal port of Yemen, is constrained by a number of difficulties 
related to the 11arrowness of its entrance and the shallowness of its wate<s. · 

The UN DP and the German Federal Republic have both expressed their willingness to 
participate in financing a study investigating the present conditions of Yerneni ports, and draw­
ing a comprehensive plan for meeting the future requi rements of the country. They have agreed 
to cover the foreign exchange comvment, and the Fund is currently considering the possibility 
of providing the necessary finance to cover the local costs. 

(1) A Fund loon of KD 1.15 million (195 million Ouqulya) ropoy11ble over 20 years, with 5.25 yu:irs grace period, was 
slonod on April 9, 1975, for tho finnncino of this project. Tho lonn carries no intorost, oxcupt for an ;idminlstratlve 
charoo of 0.5% per annum. 
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3- Tihama Agricultural Development Project : 

" 

Last year, the Fund, jointly with IDA, participated in the financing of a project aiming at 
the modernisati~n of the irrigation system in an ii'rea of 17,000 hectares in Wadi Zabid. The Fund 
loan amounted to KO 1.9 million at an interest rate of 0.5% annually. 

It was later discovered, however, that actual costs will consideraoly exceed the original 
' estimates. The Fund is therefore considering an additional loan to cover part of the increase 

in costs. 

4- Hodeidah-Taiz Highway: 

The main road network in Northern Yemen consists of t.hree major roads: Sana'a/Hodeldah, 
Hodeidah/Taiz and Taiz/Sana'a. All three roads are asphalted, except for a short stretch of 
dirt-track of 64km on the Hodeidah/Taiz road. 

A pre-investment study has shown the viability of completing the asphalt-paved road 
. onnecting these two cities at an estimated total cost of KO 3.6 million. 

YEMEN 

-Mekala - Seayon Highway: 

The Fund is presently considering the extensfon·of a loan to PDRY to finance the construc­
n of 358km road linking Al-Mekala, on the southern coast, with Seayon, in the Hadhramout 
ley. north of the country. Tho loan will also cover the expenses of expatriate consultants 
the training of nationaln abroad as well as the procurement of the necessary spare parts 
accessories for · road maintenance.: Total costs of the project are estimated at KO 9.35 

. ion of which KO 6.15 million is in foreign exchange. The project is expected to be financed 
' tty by the Fund and IDA. 
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IS l A 

BANGLADESH .. 

1- The Mano River Project: 

The aim of this project is to develop an agricultural area of 56,000 feddans located in the 
province of Sylhet, north east of the country, by increasin 'J the culfr1ated area and raising t~ e 
productivity of the land already cultivated. 

The project will include the construction of a 37 miles long embankme.1t as a protection 
against the flood, the erection of o pumping station to drain off excess water, as Nell as the digging 

of drainage and irrigation canals. · 

Total coasts are estimated at KO 7 .6 million, of which KO 1.7 million is in foreign exchange. 

In February 1975, a Fund mission visited Bangladesh to s<Jdy and evaluate the project. 

2- Elect.rlfi~ation of Irrigation Works : 

Th.e government of Bangladesh has requested the Fund to consider the possibility of 
financing a project aiming at the replacement. of diesel engines by electric motors in running the 
Irrigation pumps used on an area of 160,000 feddans. The project also aims at supplying rural 

arear. with electricity, beth for lighting and for industrial uses. 

Total costs are estimated et KO 14.5 million , about KO 6.6 million of which is in foreign 

exchange. 

SRI LANKA 

The Fund is currently.considering the possibility of financing, jointly with the Asian Deve­
lopment Bank, the Governments of Western Germany, India and Iran, the construction of a 
urea plant, about 11 km from the capital, Colombo. The project also includes the construction 
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of residential and administrative buildings as well as the provision of technical, administrative 
and training services. · · 

The project is expected to reach its full capacity in 1981 , to meet all Sri Lanka's requirements 
of fertilizers and real ize a surplus for export. 

Total costs of the project are ·estimated "at KO 42.3 million of which KO 29.6 million is in 
foreign exchange. · 

MALAYSIA 

Pa long land Settlement Project : 

The aim of this project is to clear a forest area of 73,000 feddans, convert it into rubber plan­
tations and resettle about 5,500 families of poor landholders. In order to cover the foreign ex­
change element of the project, the Government of Malaysia is seeking a loan which would be 
relent by the Government to the Federal land Development Authority. Total costs ore estimated 
at KO 39.4 million of which KO 11.3 million is in foreign exchange. 

A Fund mission visited Malaysia in March 1975 to study and evaluate the project. 
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UGANDA 

1- Livestock Development: 

In its current five-year plan, the government of Uganda is assigning high priority to the 
diversification of agricultural output and particularly to the expansion of livestock production. 

The present project represents the second phase of a programme prepared by the govern­
ment in order to achieve this target. 

The project consists of the establishment of 140 farms for the breeding and fattening of 
cattle, the average size of the farm being approximately 3000 feddans . The project will also 
include the provision of water supply, cattle sheds ond veterinary services. The total costs of 
the project are estimated at KO 10.4 million. 

2- Development of the Sugar Industry : 

The Fund Is considering the possibility of extending t echnical assistance to the govern­
ment of Uganda to provide consultancy services for the rehabilitation and development of the 
sugar industry . Uganda's sugar industry has been recently fncing n number of difficulties re­
flected in the decline of sugar output from 144,000 ton s annually in 1970 to about 50,000 tons 
In 1974. As the consumption of ::iugar has been increasing rapidly, Uganda has turned from a 
sugar exporting country into a net importer of sugar. 

3- Power Development: 

Although Uganda is currently realizing a surplus of elect ric power generation amounting 
to 35 MW onnua ly, in nddition to 31 MW transmitted to Kenya, it Is expected that the future 
growth of demanc for electricity will render its existing instAllod capaci ty incapable or meeting 

tho country's req11irements. 

Tho governme:n t of Uganda has therefore requested th e Fund to participate in financing 
n foosibility study o the construction of on oloctric-powor station to be situotod at tho mooting 
point of tho White l~ilo and tho Jubo River. 
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BURUNDI 

1. Bujumbura-Cibitoke Highway: 

The project involves the construc~i.011 of an 80km long highway linking Bujumbura, the 
capital of Burundi, with the city of Cibitoke, situated near the Rwanda- Burundi borders. The 
highway will pgss through an area of great agricultural potential, particularly for the production 
of such crops as soya beans, tea and coffee. · 

The total costs of the project are estimated at about KO 4.5 million. 

2. Silo and Flour Mill Proje1:t: 

This project aims at reducing Burundi's dependence on t he imports of flour as well as 
provid ing a new source of income for the poor inhabitants of thr1 highlands. It consists of cons­
tructing one silo and a number of flour mills v ·it h a total capacity of 8000-9000 tons of wheat 
and about 2000 tons of maize. The total cost is e.:timated at KO 500,000. 

TANZANIA 

Mwanza Textile Factory : 

In 1973, cotton manufacturing in Tanzania accounted for no more than 15% of the total 
cotton crop. The ai m of the current industrialisation policy is to raise th is percentage to reach 
about 22% by the end of this decade. The present project ai-ns at raising the production capacity 
of the existing textile factory, situated in tho city of Mwanzo, from 25 million meters of textile 
annually to about 45 million, using large and medium·staple cotton varieties currently produced 
in the Mwanza area. 

The total costs of •ne project is estimated at KD 13.3 million, of which KO 9.0 million is 
in foreign exchange. 

JAW:J • • • 
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RWANDA 

1- Tea Growing and Processing Project: 

. 
The government of Rwanda is aiming at increasing t he production of tea, which is one of 

of Rwanda's principal agricult.ural crops, to reach 14,000 tons in 1982, compared with about 
3,520 tons in 1974. The project includes the extension of tea production into an area of 500 
hectares in theKarago-Giciye region, as w ell as the construction of' a plant for drying tea leaves 
with a capacity of 1200 tons annually. 

Total costs of the project are estimated at RF 720 million (KO 2.3 million) of which appro ­
ximately RF 312 million (KO 1.0 million) is ln foreign exchange. 

MALAGASY 

Fenerive-Soanierana/ lvongo Highway: 

The government of Malagasy has requested the Fund to participate in financing the cons­
truction of a 65km highway linking the two cities of Fenerive and Soanierana-lvongo. This 
constitutes a part of a bigger project aiming at connecting Tananarive, the capital, with the city 
of Tamatave, in the north-eastern part of the island. Om! important aim of the project is to reduce 
the cost of transportation and marketing of s number of agricultural crops produced in the 
province such as coffee, cloves, ri ce and wood. · 

M A LI 

The Fund is presently considering a request mode by the government of Mali to participate 
In financing the technica l assistance required for two studies concerning the two follo wing 
projects: 
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~ 1- Expansion of Irrigated Area: 

·1 •• ·I 

This project aims at expanding the irrigated area in the three valleys of Terekole, Colombine 
and Senegal, allowing an increase in the production of a number of crops, the most important 
of which are rice and maize. 

2. The Construction of a Cement ·Pt ant : 

Mali possesses only one cement factory, t.he annual production of which amounting to 
49,000 tons in 19'74, falls far short of Mali's requ irements. 

The purpose of the envisag~d study is to select the most appropriate method of production, 
pro~uctive capacity as well as the site of the project. 

MALl-MAURIT ANIA-SENEGAL 

Senegal River Basin Programme: 

The three countries of Mali, Mauritania and Senegal are to carry out an ambitious programme 
for the exploitation of the Senegal River Basin to be implemented over a span of 40 years at the 
estimated cost of$ 3.4 billion. The project is divided into a number of stages, the first pf which 
is expected.to be completed by 1982 and to cost about $ 200 million. 

This stage comprises the construction of the Manantal.i dam as well as a port near the city 
of Kayes, in Mali, the Dia ma barr&ge in the Senegal, as well as nine other ports along the Senegal 
river, two of which will be situated in Mauritania. Great importance is being attached by the 
three governments to these projects which are expected to allow a higher degree of exploitation 
of their agricultural and mineral resources as well as the generation of hydro-electric power for 
industrialization. The programme will also facilitate navigation along the river for the benefit 
of the riparian states, p11rticularly of Mali which has no outlet to the sea. 

In July, 19J4. tt1ij Fund was represented at a conference held in Nouakchott and attended 
by 13 states and 12 international financial institutions to discuss ways of financing the pro-
gramme . 

i, 
( On November 7, 1974, the Fund's Beard approved the allocation of KO 10 million for this 
~~ programme, but individual projects will have to be submitted to the Fund, for apprnisal. 
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Loan Accounts : 

Withdrawals from loan accounts during the year amounted to KO ·7 .9. million, thus bringing 
total cumulative disbursements to KO 91.3 million against KO 83.4 at the end of 1973/74. 
As total commitments increased at a greater rate than total disbursements, the ratio between 
total disbursements and total lending decreased from 62% at the end of the previous year, ' to 
57% at the end of the current financial year 1974/ 1975. · 

Total cu mulative repayments rose from KCJ :>4 million at the end of the previous year to 
KO 29.3 million at the end of 1974/75. The ratio flf total repayments to total disbursements 
reached 32% compared with 29% at the previous year and 25% in 1972/73. 

Income end Expenditure: 

Total gross income during the year amounted to l<O 16.6 million, to which the Fund's 
investments portfolio contributed KO 14.4 million (compared with KO 5.7 million in 19i ~/74) 
and its loan portfolio KO 2.2 million (compared with KO 2.1 million in the previous year) . 

Tota l expenditure during the year reached KO 608.000,amounting to 3.7% of total income. 
Net Ir.come amounted therefore to KO 16.0 million compbred w ith KO 7.1 million during 1973(,1 4. 

Balenc& Sheet: 

Tho fund's paid-in capitol increased from KO 113.46 million vt tho ond of the previous' 
year to KO 328.05 million ot the end of 1974/75, ropresenting a little loss than a three . fold 
Increase. 

Accumulated reserves rose from KO 40.0 million In 1973/7 4 to Kl) 56.1 million In 1974/75, 
and tota l resources from KO 1 ~3. 5 to KO 384.1 million respectively. On the assets side, deposits 
increased from KO 8.5 milliorr to KO 174.4 million, Investments from KO 66.9 to KO 110.4 million 
and tho contributions of 1he Kuwait Government, through the Fund, to Arab development 
institutions, from KO 10.8 million to KO 25.8 million. The percontng e distrihution of assets on 
Morch 31, 1975 stood et 47% for cash and deposits, 29% for investmen ts, 10% fo · the l)alanco 
of loan accounts, 7% for tho contribu tions to Arab development institution~ and 2% accrued 
interest and sundry debts. 
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FINANCIAL RATIOS 

Not Income/ Total Assets( 1) 

Net Income/ Paid-in Capital(1 ) 

Total Expenditure/Gross Income 
Administrative Expenses/ Gross Income 

(1) boginnlng of flscnl year. 

Financial Year 

1973/74 1974/75 
% % 

6.6 10.4 
8.7 14.1 
6.8 3.7 
4.4 3.4 





... 

: 

TABLfS 

49 



Country 

Jordan 

Tunisia 

Syrfa 

Egypt 

Morocco 

Northern 
Yemen 

Southern 
Yemen 

Table .(A) 
NEW LOANS 

1974/1976 

Date of Amount 
Project Agreement (Mill ion KO) 

Industrial Development 
Bank 17/ 7/74 1 

Moder:-: isation of Phosphate 
Mines 14/10/74 2 

Mehreda Thermal Power 
Station 25/11 /74 9.9 

Talkha Fertilizer Plan t II 27 I 6174 7 

Phosphoric .Acid and 
Mono -ammonium Phosphate 
Project 25/11/74 2.4 

Saleef Mines-I I I 29/ 5/74 1.1 

Abyan Delta Project 12/ 5/74 4.2 

Interest Period Grace 
% (Years) (Years) 

4 17 . 5 

4 . 15 2.9 

4 19 3.25 

4 20 4.7 

4 14 3.7 

2 27 2.1 

0.5 49 9.4 
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: Table (8) 
Ii 
I 

11 TECHNICAL ASSISTANCE GRANTS 0 

II 

I 1974/ 1975 !) 

ti . 
I 

I. Recipient Purpose Amount (KO) 

n 

I Afg~anist 

Somalia 

fl Mauritan 

an Sugar Industry Development, and 400,000 
Exploitation of Farah-Rud River 

livestock Development and Expansion of Irrigated Area 200,000 

ia Exploitation of Mineral Reso4r'ces 175,000 

ij Northern 

ll Southern 
I 

I 
Arab Plan 

1 

' Institute 

Yemen Expavsion of Cement Production 70,000 

Yemen Modernisation of the Port of Aden and El -Rayan Airport, 300,000 
and the Development of Livestock Production 

ning 
Training Programme 31,000 

I 
. 

• As 11u1horl• ed by the Board. . . 
' 

' 
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Table([) 

Sectoral and Geograpfllcal Distribution of Loans 

.. 
(Million KO ~ . 

Transport i 
Country Agriculture & Storage Electricity I ndustrY. Total %(1) 

I 

Jordan 6.48 - 3.26 4.48 14.22 8.83 
Bahrain - 0.50 7.35 1.49 9.34 5.80 
Tunisia 5.20 3.75 8.35 2.00 19.30 11 .98 
Algeria - 10.00 - 10.00 6.21 
Sudan 9.11 7.00 - 6.17 22.28 13.83 
Syria - 7.00 9.90 2.00 18.90 11 .73 
Iraq - - 2.62 3.76 6.38 3.96 
Lebanon - 0.80 1.66 - 2.46 1.52 
Egypt - 27.80 - 7.00 34.80 21.61 
Morocco · 10.05 - - 3.25 13.30 8.26 
Southern Yemen 4.53 - - - 4.53 2.81 
Northern Yemen 2.22 0.28 - 3.00 5.50 3.41 
Total 37.59 57.13 33.14 33.15 161 .01 100 
%(1} 23.34 35.48 20.58 20.58 100 

(1) Moy not odd up to 100 because of roundinu . 
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KUWAIT fUBD FOR ARAB fCOHOMIC DEVf lOPMEftT EXHIBIT A 

BALANCE SHEET 

March 31, 

1975 1974 

ASSETS KO KO 

Cash 
I 5, 181 ,379 5,067,949 

Bank deposits 174,452,882 8,546,246 
Securities 110,396,074 66,897,320 
Loans 62,009,032 59,473,585 
Participations in Arab Development 

I 
Institutions I 25,846,925 10,800,000 
Accrued interest and other debit balances 6,871,065 2,832,462 

TOTAL ASSETS 384,757,358 153,617,5'32 

LIABILITIES AND CAPITAL 

LIABILITIES: 
Safe custody deposit and other credit 

• balances 653,095 159,979 

CAPITAL: 
Authorized capital 1,000,000,000 200,000,000 
Paid -in capital 328,046,300 113,457,583 
General reserve - Exhibit B 66,057,963 40,000,000 

Total capital and general reserve 384, 104,263 153,457,583 

TOTAL LIABILITIES AN D CAPITAL r 384,757,358 153,617,562 
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GENE .. Al ... ESllWE ACCOUNT 

; 

; 

For the Ye11r Endetl M•ch 31, 

1975 197.4 

KO KO 
. 

Gen8fal reHtVe at the beginning of 

the year 40,000,000 31 ,508,818 

General reserve adjustment ( 24,329) ( 35,353) 

Adjusted general reserve 39,975,671 31,471,465 

~xcess of income over expenditure-
i..xhibit C 16,008,108 1,121,11 ·1 

Currency differences 401,350 1,939,464 

.. 

Total 56,392,129 40,538,046 

Sscurities price differences ( 77,942) ( 243,064} 
I 

Technical aaistance grants ( 256,224) ( 237,399) .. _ 
General reserve 66,057,963 40,057,583 

Transferred to capital - ( 57,583'1 

General reserve at the end of the 

year- Exhibit A 51,057,MJ I 40,000,000 
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lllllT flll .fll lili fClllllC lflf LIPIEIT 
EXHIBIT C 

INCOME AND EXPENDITURE ACCOUNT 

For the Year Ended March 31 , 

1975 1~74 

KO KO 

INCOME: 
Income from investments 14,438,131 5,705,379 
Income from loans 2,178,278 2,087,878 

Total income 16,616,409 7,793,255 

EXPENDITURE: 
Salaries and wages 393,592 275,692 

Travelling, accommodation and 
entertainment expenses 89,927 51 ,329 

Renl 27,327 34,211 
Sundry expenses 55,780 46,454 
Delegations expenses 2,090 

Depreciation of fixed assets 14,685 21 ,460 

Cost of Fund's building and equip~~nt 
for the year 1974/1975 25,000 236,992 

Total expenditure 608,301 666,138 

l Excess of Income over Expenditure-

Exhibit B 16,008,108 7,127,117 
,,__ 

57 



MILLION 

K D. 

370 
360 

350 

540 
330 
320 
310 

300 

290 
280 

270 

260 

250 

240 

230 

720 

2to 

200 

190 

180 
170 
160 

150 
14-0 

JSO 

120 
110 

100 

90 
80 

70 

60 

50 

40 

30 
20 
10 

D PAID- UP CAPITAL 

Im RESERVl:S 

' ,. 

1• 9{f 

.. \ 

"l .,. 
•! 

0 62/63 63/IH 64/65 65/06 66/67 67/60 68/69 69/70 70/71 71{72 72/73 73/74 H .'i ; 

58 



R 
'1 

ij 
f 
(. MILLION 
(l I K.D. 

D GROSS INCOME ., 
18 

(lil ADMINISTRATIVE EXPENSES 
17 

16 

14 

12 

II 

10 

9 

8 

7 

6 

s 

62/63 69/~ ~/~ 63/66 66/67 67/68 P8/69 69/70 70/71 71/72 72(1! 73/71 7"17~ 

. 
" ~~Jlll:Ul~ ............. _..,.__. ....................... u ............ m•_. ............. .-.,-

59 



Cjl/tl 

: 1:,1 ~ 'j ~ 
' .. , .. 

rl ·11 ~ '. r, 1, 

'I ... 
! Ii I f 

l . ! 
I 

f I 

I l ' I • 
I < 

fi 

I: 
. 

'" l i 

1: ·~ !.) 
,;1 ~ -
' 11 

I ' 
fi. \ 
if+ 

lJ : I 
~: -~. 
/!< J ~ 
e 
~ 

tlfOl Olf69 69/a!J B9/l9 l9/9fJ 99/c;g t;9/t9 t9/'9 &9/'7.9 

f ~H il~U llt J , L.!J 

~lJ 
.. 

I I a 
I 

I ' I ,1 I I 

~ 
:,u IW i1 I 

I I 

1 . ~ I d ~ . ' ·1 
I I ~' h~J 

.I ~ 
1 

!." 
l ! ~iL ~., 

ft ~ I 

~· ~ r 1 I ji, ' '" f 

l1i 
1,1 

I 

L " .. 
I 11·: 11 

u ~ 

~ :.I fu LI. 

'" ; i 
I' · ~ 

.!it 

SJ.N3WAVd3lf ~ 

SJ.N3WSlf 09SIO D 
SNVOl Lfill ·a·,. 

NOl111W 

7: 

£ 

9 

L 

8 

6 

or 

11 

Zl 

£1 

c;1 

91 

l l 

81 



.. 

,~~~~M~lilllllllilllllll .. llllliWllilll.ll .................................. llilll ........................... ......_ 

1.1" 11 . 

~ 
' 

The Ch1lrm1n 1nd Members of the Bo11d of Dlrectora, 
Kuw1it Fund for Ar1b Economic Development 
Kuwait . 

In our opinion, the 1ccomp1nylng Balance Sheet and the related Statem11nt1 of Income 
i nd E>cpendlture and General Reserve present fairly the flnanclal pn, 11ion of KUWAIT FUND FOR 
ARAS ECONOMIC DEVELOPMENT (A Kuw11ltl Independent Pub11c ln1tltutlon) 1t Morch 31, 
1976, end the re1ult1 of Its operation• for the yeer then anded, in conformity with generally 
1ccepted accounting prlnclplas applied on a basis consi1t1nt with that of the preceding year. 
Our uamlnatlon of these statement• was m11de In occordance w ith generally accepted auditing 
1t1nderda, and accordingly Included : uch teats of the accounting records and 1uch other audit· 
Ing procedures 11 we considered nec1111ry In the clrcum1tances. 

Kuwait. April 211, 1976. 
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LAW AND CliAQTEQ 



"'----------------·-·.. . 

LAW No.25 (1974) FOR THE REORGANIZATION OF THE 

KUWAIT FUND FOR ARAB ECONOMIC 

DEVELOPMENT 

We, Jaber Al-Ahmed Al-Jaber Al-Sabah, Deputy Amir and 
Crown Prince of the State of Kuwait, 

Having considered Article 61 and Article 65 of the Constitu­
tion: 

And law No.35 · (1961) for the Establishment of the Kuwait 
Fund for Arab Economic Development, a·s amended by law No.9 
(1963) and law No.64 (1966): 

Hereby assent to and enact the l-1w passed by the National 
Assembly and set fort~ herein br1lvw:-

Article 1 
The Kuwait Fund for Arab Economic Development. herein­

after called the Fu nd, shall be a public corporation with an i ndc! -
pendent legal personality under the supervision of the Prime Mrni · 
ster who shall be the Chairman of its Board of Directors. 

Articlr 2 -
Th e urpose of the Fund is to assist Arab States and Develop-

ing · States in developing their ·economies and, in particular, to 
P.rovide such States with loans for the implementation of their 
development programmes, in accordance with the provisions of 
a Charter to be made by Order of the Prime Minister. 

Article 3 
(a) The capital of the Fund shall be one thousand million Kuwaiti 

Dinars. 
(b) An amount of four hundred million Kuwaiti Dinars of the said 

capital shall be paid out of Government reserves by trnnsfcrs 

3 



(c) 

made from time to time according to the needs of the Fund. 

The remaining part of the Fund's capital amounting to six 
hundred million Kuwaiti Dinars shall b·e paid out ~f ~he public 
revenues of the State by the appropriation of a percentage 

of the said revenues annually. 

The Law enacting the State Budget shall determine in each 
year the percentage of public revenues to be appropriated for 
payment of the aforesaid part of the capita l. 

Article 4 

The Fund may borrow an'd issue bonds subje,. to the limit of 
twice the amou nt of its capital and reserves ir ~..,cordance with 
such terms and conditions as may be determined by the Prime 
Minister upon the recommendation of the Board of Director·s. 

Article 5 

The Fund shall be administered by a Board o f Directors in 
ciccordilnce with the Charter. 

A rt icle 6 

The Prime M inister shall lay down tho Charter of the Fund. 
which shall in particular provide for the composition of the Board 
of Directors and its functions. regu late the technical and adminis ­
trative work of the Fund and tho manner of preparing its budget; 
and prescribe such other procedures as may be necessary for the 
fJroper conduct of the affairs of the Fund. 

Articlo 7 

- Th e P 11111n M1111:i11:1 111ay dclcuntc ;:ill o r part of his powers under 
this low to the Minister or Finance ond 011. <> 

• Whnrovn1 1dnrnnr.u 1s rnncJo to "Tho Milwaor ol Fi1111ncu ond Oil" 111 tho FuncJ's 
Luw or Chnrtui,11 shoulcJ 1u.irl now .. ,ho M1n1s tr r of F1nn11co .. 

4 

Articl e 8 

law No.35 (1961) for the ~stali 'ishment or the Kuwait Fund 
for Arab Economic Development is. hereb.y repealed. However, all 
Orders made for its implementation not in conflict with the pro­
visions of this law· shall remain in force until superseded by new 
orders. 

Articl e 9 

The Prime Minister and the Minister of Finance and Oil sholl 
implement this l aw which shall take effect from the date of its 
publication in the Official Gazette. 

Deputy Amir of the State of Kuwait 
Jaber Al-Ahmed Al-Jaber Al -Sabah 

Given at Al-Sil Palf!ce on 27 Jumada Al-Thani 1394 A.H. 
corresponding to 17 July, 197 4 A. D. 
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ORDER OF THE PRIME MINISTER FOR THE 
IMPLEMENTATION OF LAW ·No.25 (1974) f'.OR THE 

REORGANIZATION OF THE KUWAIT FUND FOR 
ARAB ECONOMIC DEVELOPMENT 

The Prime Minister, 

Having considered Law No.25 (1975) ior the Reorganization of 
the Kuwait Fund for Arab Economic _Development., 
Hereby makes the following Order:-

Article 1 
The Kuwait Fund for Arab Economic Development shall operate 

in accordance with the pro~isions of the Charter attache'd hereto. 

Arti :le 2 
The Order of the Minister of Finance and Oil laying down the 

Charter for the Kuwait Fund for Arab Economic Development and 
published in the Official Gazette No.423 dated April 14, 1963 is 
hereby repealed. 

Artic le 3 
The Board of .Directors of the Kuwait Fund for Arab Economic 

Development shall implement this Order which shall take effect 
from the date of its publication in the Official Gazette. 

Pl'ime Minister 

Given on 2nd Dhul Hijjah, 1394 A.H. 
corresponding to 22nd December. 1974 A.O. 
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Article 1 

CHARTER OF THE KUWAIT FUND fO R 
ARAB ECONOMIC DEVELOPMENT 

CHAPTER ONE 

GENERAL PROVISIONS 

The Kuwait Fund for Arab Economic Development. herein­
after called the Fund, is a Kuwaiti Public Corporation with an in ­
dependent legal personality as well as financial and administrative 
autonomy under the supervision of the Prime Minister who shall 
be the Chairman of its Board of Directors. 

Article 2 

The purpose of the Fund is to assist Arab and other developing 
States in developing the ir economies and. in particular, to provide 
such States w ith loans for the implementation of their development 
programmes. in accordance with the provisions of th is Charter. 

Article 3 

The capital of the Fund is one thousand million Kuwai ti Din<irs. 

Article 4 
The principal office of the Fund shall be loc;i tcd in tho City of 

Kuwait. 
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. CHAPTER TWO 

THE ADMINISTRATION OF THE FUND 

· Article 5 

The Fund shall be administered by a Board of DirPctors com­
posed of the Prime Minister, as Chairman, and eight vther Kuwaiti 
members of recognized competence appointed by the Prime 
Minister for a term of two years subject to renewal. 

In the even t that the office of a member shall ,ecome vacant, a 
new member shall be appointed to hold olfice fr; the remainder of 
the term of his predecessor. 

The Director-General of the Fund shall attend the meetings 
of the Board of Directors and participate in its deliberations but 
shall not be entitled to vote. 

The Chairman may designate a member of the Board of Direc­

tors to preside over a meeting of the Bo tird of Directors in his 
absence. 

Articlo 6 

The Chairman of the Board of Directors shall have the au­
thority to sign agreements whereby the Fund lends or borrows 
money, as well as any bonds issued by the Fund. The Chairman 
may delegate such authority to the Director-General. 

Articlo 7 

The Board of Directors shall be the highest authority of the 
Fund. It shall have the power to determine the general policy of 
the Fund for the achievement of its objectives and shall. in parti­
cular. havo tho powur 10: -

(a) consider tho recommendations submitted by tho Diroctor­
Gericral concerning proposed loans and other forms of nssis­
tc:1nce to Arab and other dcvoloping States and mak13 the 
appropriate decisions; 
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(b) determine, subject to the provisions of this Charter. the form 

(c) 

(d) 

(e) 

( f) 

(g) 

and terms for the participation of the Fund in the development 
projects and programmes of Arab and other developing Stntc's; 

approve the amounts of loans and othei types of assisrnncc; 

determine the general policy of investments by the Fund and 
the for ms of such invest~ents. The Bo.ard of Directors may 
delegate its powers in· this respect to the Director -Genera! ; 

authorize the borrowings of t he Fund and determine the 
amounts and terms of such borrowings; 

lay down administrative and financial ngulati ris for the Fund 
and supervise their implementation; 

approve the proposed administrative b .Jc· dnd the closing 
account of the Fund; 

(h) appoint the Fund auditors and determin .' their rl!munr.rn11on. 

Art icle 8 
The Board of Directors shall hold at least four meeting:; ;innu.1lly 

Meetings shall be held at the invitation of the Chairman or th1~ 
Director-General. A quorum for any meeting of the Bonrd of 
Directors shall be a majority of the members. Unless otherwise 
provided in this Charter. resolution5 of the Board of Director:; shall 
be adopted by a simple majority of the votes of members prcscn1 
In tho event of an equal division of votes, the vote of the Chairm.111 
shall be deemed o casting vote. 

Articl e 9 
The Board of Directors may from time to limo i'lppoint sub ­

committees from among its members to study such nw11cr!' as mny 
bo referred to them and submit their recommendotions to tho Ooard. 
Each sub-committee shall olect a Chuirmon from <HTIOll!J i1s 

mom born. 
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Article 10 

The resolutions of the Board of Directors approving loans and 
,,r nts, as well as the administrative budget and the closing account 
.hall be subject to confirmation by the Chairman. 

Artic le 11 

The Chairman of the Board· of Directors shall appoint the 
Director-General of the Fund and one or more Deputies upon the 
recommendation of the Board of Directors. The appointment of 
other staff of the Fund shall be made in accordance with the staff 
regulations to be laid down by the Board of Directors. 

Arti c le 12 

The Director-General shall have the direct re$ponsibility for all. 
administrative. financial and technical matters in the Fund. He 
shall represent the Fu nd before the Courts of Law and in relation 
to third parties. His functions shall, in particular, include tho 
fallowing :-

(a) implementation of the resolutions of the Board of Directors; 
(b) preparation and submission to the Board of Directors of the 

proposed administrative budget and the closing account: 
(c) authoriza tio n of expenditures within the limits of the adminis ­

trative budget; 
(<.l) submission pf an annual report to the Board of Directors on the 

progress of work in the Fund; such report shall include financial 
srntomcnt .. .. '1 rtiried by auditors and a detailed account of the 
i1c tivitios of th e Fund during the preceding financial year; 

(c) roco1pt o f nppliciJtions for loans and f inancial and technical 
:iss A nnc:o: appruisinu such :1pplications and submitting appro­
priate rocommondations thereon to the Boord of Directors; 

( f) implemontation of loan and other agreements for the provir.ion 
of assistance; and 

(a) undertaking such other tasks as moy ba en trusted to him by tho 
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Board of Directors in conformity with lhe provisions of this 
Charter. 

The Director-General shall be assisted by one or more Deputies 
in carrying out his duties. The senior Deputy present shall act for 
the Director-General in his absence. 

Article 13 

CHAPTER THREE 

OPERA T/ONS OF ·rHE FUND 

The Fund may assist Arab and othl:?r developing States in im­
plementing development projects and programmes by m<1kino 
loans to such states or to corporate entities which arc under the 
control of such states or which are subjects of, or consti1Ut1! joint 
ventures among such states, provided that the object ives of such 
corpora te entities are not purely limited to the making or profit. Tho 
Fu nd muy also provide assistance by issuing ouarantecs ror the 
obl igations of such states or corporate entities, or through any 
other means which the Board of Directors may consider appro ­
priute. 

Artic le 14 

The Fund may not finance by mean·s of a loan more than 50% or 
the total costs of any project or programme. Notwithst:ind1119 
this provision. the Board of Directors may, by a mnjority of two · 
thirds of the members present, approve Ir. ans in amounts 1!xcccd ino 
the a'orosaid limit in exceptional cases when the rrn r.o!>snry financ: · 
ing for a vital project or programme cannot othorwiso bo obtainud 
on reasonable term~. 

Art icle 15 

The loans made by tho rind shnll be for tho purpose of fin11nc-

11 
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inn. exclusively. all or part of the foreign exchange costs of. pro­
jects or programmes . . However. in exceptional cases where suf­
ficient justifica tion exists, the Fund may, pursuant to a decision of 
th e Board of Directors by a majority of two-.th.irds of the members 
present. participate in financing the local component of the cost 
of such projects or programmes. 

Article 16 

The Kuwaiti Dinar shall be the unit of account in all operations 
of the Fund. All loans and other forms of financial assistance made 
by the Fund shall be paid and repaid. as the case may be, in Kuwaiti 
Dinars on the basis of the gold parity of the Dinar as specified in 
the Special Agreement with the International Monetary Fund at 
the time of signing the agreement for the loan or other type of . 
lioCJncial assistance. 

Article 17 

Each loan agreement shall provide for the payment to the Fund. 
1n addition to the in terest charged. if any. of a service charge of 
one- half of one percent (0.5%) annually on the amounts with­
dr ~1wn from the loan .and outstanding, to cover administrat ive 
expenses and other costs incurred in the execution of the loan 
agreement. 

Article 18 

All loan agreements between tho Fund and the borrowers shall 
include the followino :--

(a) l1noncinl r. l.111sos r.pr!cifyinu tho durntion allowed and con­
d1t1ons lor withdrnwul of proceeds of the loan, and the dates 
and conditions for tho repayment of the principal thereof and 
payment of interest. if any, and other charges on the loan; 

( b) an undcrtnki11 0 by the borrower to furnish sufficient inform­
tion to the Fund on the progress of work on thu project fin-

12 

anced, starting from the date of signnture of the loon ;ioreement 
until the loan is fully repaid . 

(c) an undertaking by the borrower to nff ord all the necessary 
facilities to representatives of 'the Fund to enable them to 
follow up the ·progress of the project financed : 

(d ) provisions setting out arrangements for ensuring that the 
amounts withdrawn from the loan shall be used exclusively 

for financing expenditures on the project financed and only 
as such expenditures are actually incurred; 

(e) an undertaking that no other external debt shnll have priority 
over the loan of the Fund or the interest or other charges there­
on by way of a lien on the assets of the borrower, excep t within 
such limits as the Fu'nd may accept. 

( f) an undertaking to exempt all transactions. assets and income 
of the Fund in the recipient state from all taxes. dues nncl nthm 
impositions; 

(g) an undertaking from the mor<Jtary or any otlwr co111petent 
authority in the recipient state to facilitate all tl11: li11;111r.ial 
operations of the Fund and. in particular, to lift all fom1!111 
exchange restrictions on direct and indirect transfers iHts1t1!J 
out of the loan agreement; 

(h) an undertaking to consider all Fund documents. re cords. 
correspondence and similar material, as confidentia l. an<I. to 

accord the Fund full immunity from censorship anci inspcct1011 
of printed matters: and 

( i) an undertaking to exempt all the assets nncl i11co11u: of the 
Fund from national ization. confiscation and !t1:11.uro. 

Where the lonn is made to an rintity otllur than tlu~ rncip11!nt 
state, the undertakings sot out in paragraphs (f). (g) , (11) and (1) 
of this Article shall be incorporated in a Guarnntoc Aornr.m r. nt to 
be concluded between the: Fund and the Govornmunt ol the S1;11c 
guarantoeino tho loan. 

- p . 
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Artlclo 19 

The Fund may requ ire, dependihg on the nature of each frans­
~ction, additional guarantees other than those provided for in the 
preceding Article. and may accept g1:1arantees. made by third parties 
including those of national, regional and international financial 
institutions. 

Article 20 

In considering loan applications th P. Fund shall be guided by 
the recognized principles of development finance including, in 
particular. the following: 

(a) The degree of importance of the project or programme for 
which the loan is request..td and its priority rating in relation 
to other projects or programmes; 

(b) The completeness and a<;curacy of the cost estir 1ates for the· 
project or programme; 

.(c) The adequacy of the ec~:>nomic and technical evaluation of 
the project; 

(d) Ascertainment of the availability of the funds necessary, in 
addition to the financing. to be provided by the Fund, for the 
execution and completion of the project or programme; 

(c) The solvency of the applicant and the guarantor, if any. 

Article 21 

All loan agreements between the Fund and the borrowers shall 
be made in the Arabic language. 

Articlo 22 

The Fund shall not rnak n grunts to any beneficiaries except 
agninst its Jccumulatod not profits. 

Article 23 

The Fund may borrow money, issue bonds and give guarantees 
within the limit .of twice tho amount of its capital and reserves, in 
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accordance with such terms and conditions ns may bP. determined 
by the Prime Minister u.pon the recommendation of th e Board of 
Directors. 

·Article 24 

CHAPTER FOUR 

FINANCIAL PROVISIONS 

The financial year of the Fund shall begin on the first day of 
April and end on the last day of March of the following year. 

Article 25 

The Fund shall have an administrative budget comprising its 
income nnd current expenditures and shall prepare a closing ••c · 
count in respect of such income and expenditures. Tho Dircctor ­
General shall submit the draft administrative budget to the Board 
of Directors not later than two months before the c~ncl or each 
financial year. 

Article 26 

The Fund shall prepare a Balance Sheet. an Income and Expen­
diture Statement and a Reserve Account. The said financial state ­
ments shall be certified by auditors and submitted to the Board of 
Directors. together with the Closing Account and th e Annut1I 
Report on the activities of the Fund, not later than Jun e 30 nl 
each year. 

Article 27 

Tho Fund shall keep proper books of accounts 10 ::how o tru e 
and fair view of the state of affairs of the Fund and cxplnin its 
transactions. The Auditors' report shall be submi tted to tho Board 
of Directors for consideration and approval. 

i 5 
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Article 28 

Wirhout prejudice to the provisions of Article 22 of this Charter, 
ncr profits of the Fund shall be credited to a reserve acc~urit until 
reserves shall become equal to twenty percent (20%) of the capita l 
of tho Fund. Thereafter, net profits shC1ll be added to the capital of 
1he Fund provided however. that the reserv.es shall always remain 
equal to twenty percent of the capital. 

Article 29 

CHAPTER FIVE 

MISCELLANEOUS PROVISIONS 

The Prime Minister may delegate all or part of his powers under 
thi:> Charter 10 the Minister of Finance and Oil. 

Article 30 

This Charter may be amended by a decision of the Prime 
·Minister upon the recommendation of the Bonrd of Directors. 
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Institution: 

Location: 

Size: 

Assets: 
Capital: 

Purpose: 

Source of Funds: 

Management Struc ture: 

Mnnagcmont of Funds: 

Fonda de Inversiones de Venezuela 

Caracas, Venezuela 

12/31/75 

BS 22 ,470,317,537 (1 Bolivar (BS)= U.S. $0.233) 
BS 20,532, 175,000 

Fund established by Presidential decree in June 1974 
following OPEC 1s i ncrease in oil pricc. s and consequent 
jncrease in Ve nezuelan gave rnment reserve a. Stated 
purposes are fourfold: ( l) t o c reate a professionally 
managed reservoir for public funds that would be kep t 
out of domestic money supply until needed, thereby 
avoiding inflationary pressures caused by over - rapid 
money supply grow th; (2) to invest in external capital 
markets funds not immediately needed in Venezuela; 
(3) to assure a rational and dive r sified intct·nal invest­
ment program designed to reduce Venezuela 1 s dependence 
on oil rev~nues; (4) to generate economic growth that 
c rcates full employment, redistributes national income 
and e ncourages te chnological independence. 

Yearly allocation of oil revenues, the size of which is 
detc rmined at the highest level of gove rnmont and 
approved by President. Allocations in 1974 and 1975 
aggregated slightly in excess of U . S. $5 billion. 

Fund operations ove rsce n by General Assembly (consisting 
of State Ministers and high le vel govc 1· nme nt officials) 
which has power to dictate policy. Major policy d i rectivcs 
typically origi na te from high level political sources and 
the Fund 1s interna l Executive Di r ectorate (2 inter nal and 
2 exlernal) and are ratified by Assembly. P resident of 
Fund (State Minis lcr) is c r ossroads for policy and routine 
management operations . Maj or invescment deci s ions made 
by Exe cutive Di roctoralc and all external inve s tments 
discussed at se nio r management level committee meetings. 

Internal staff divided inlo 3 groups by function: International 
Financ ia l Group (inves lmcnts in exlc rnal markets); 
lnternntionul Financial Cooperat ion Group (analysis and 
monitoring of loans t o lnle rnational aml non -Vene zue lan 
Gcvernmcnt Age nc ies); National lnve a tment Group 1revie\\ 
and monito r ing of debt a nd equity investme nts in Venezuelan 
e ntit ics). All g roups ha ve spccialize<.l sub-groups. 
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Re: Fondo de Inversior.e s de Venezuela (FIV) 

FIV was established by Pres idential decree in June 1974 following the 
sharp 1-ise in oil prices instigated by OPEC (of which Venezuela is a founding 
member) and a consequent leap in r evenues to t he Venezuelan Government. 
The stated purposes for its creation were fourfold: 

L. To create a reservoir for public funds that would be managed 
professi onally and ke pt oul of internal money supply until needc;:cl, A 
major thrust was lo a·..roid t he infl ationa r y impact of prec ipitous increases 
in money ti upply . 

2. To invest in external capital markets funds which a1·e not immediatel y 
n eedccJ in Venezuela. 

3 . To assu r e a rational and divers ifi ed inte rn.a l investme nt program 
desi g ned lo m ove the countr y away fr om a ca ptive dependence o n oil (28% 
of GNP and 70% of government revenues in 1973) . 

4 . T o gent· rate economic g r owth that c 1'1· <1 l1•s fu ll C'mplnym<'nl, r edis ­
l ri lrnl (· , 11.1 t io11al ill l:Oml' and cncou r.:tgcs te e hnulogica l indc pcncl cnce. 

Al present, th e gove rnment (which is the owner o( all hydroca rbon properl ies 
in Venezue la) sets a yearl ~r a ll ocation of oil revenues to F l V. I t is my 
understanding that t h e s i ze o f this a l locat ion i s dete rmined al t he highest 
levels o ( government a nd approved by the Preside nt o ( t h e Republic as it 
has cl ea r political overtones . In 1974 and 1975 , these al locations aggregated 
slightly in excess of $5 billion. 

The s tructure o f FIV i s set o ut in Appe ndix A. 

The Gcn c 1·al Assembly is a political body c ompri sed of eight S tale Mini s ters , 
the Pres iden t of l h e Central Da n k, etc . , that 1·outine l y a ffi;-ms lhe ope r ations of 
FIV, a lth ough il doc s I ave the power lo d ic t a t e pol ic y. In i·calily, [und e r s t a nd 
that major poli cy clir cct ivc s come from the Na ti o na l Executive and the Executive 
Di r cclo1·atc a ncl cl r e th e n rali (i cd at:1 a ppr op l'ialc by t he Gene ra l Ass u mbl y . 

Th e 1':>.. •c ut ivc Dir ccto r :..le iR compri s ed of two int <; rna l ri nd lw o cxt<;rnal 
di r ccto1·s :rnd J1a s s ubs t a ntia l influence in the for mul a ti on oJ rn ajo r· pol icy 
matte r s . It d oc s no t gcne1·;tlly invo lv · its e lf in day-lo- day ope ra ti ons , a lthough 
main t· in vcs trnc nt dc c-i::1ions , for cxnmplc, ilr c d is cussed nt t h is leve l. 



Re: Fondo de Inve rsiones de Venezuela (FIV) 

The Presidency is the crossroads of policy and routine operations . 
The cur rent Pres ide nt, who is a Minister of State, is highly political 
and involves him:; : lf principally in d e t ermining policy in conjunction with 
the E~ecutive pirectorate and the Nationa! Executive ; he does , however, 
oversee and invoh·e himself to a degree in daily operations. 

The managt nent of FIV's resources is carried out by the three 
financial groups (the International Financial Group,International Financial 
Cooperation Group and National Investment Group) under the General 
MaJlager , although they must have the a pproval of senior level committees 
(Exter nal Investment Comn1ittee, Committee for International Financial 
Cooperation, Industrial Committee and National lnves tment Committee) 
prior to acting. For example , an offer lo co-manage a bond is sue is s t udied and 
processed by the Inter'national Financial Group a nd i ! _t tractive to them, 
recommende d for acceptance by the External Inves tment Committee at its 
weekly meeting. If the recommendation is a ccepted, no further authoriza t ion 
is required. 

The International Financial Group is re spons ibl e for FIV 's investme nt 
in external markets. To date,investmenls have been largel y in s hort-terr.1 
bank deposits with a smattering of intermcdiatC!-term bond s . The departm~ nt 

itse lf is broke n down into sub - departments (cg. sho rt- term investments a nd 
bonds ) w he re primary anal y s is of investm e nt opportunities begins . The level 
of fina n c ial expertise in this gr oup i s pitifully l ow i n ge neral. The re s ult 
has be e n to shy away from new inves tme nt opportunit ies . 

The Jnte rnati onal Financial Co ope ration Group i s r es pon s ible for the analysis 
of a nd monitoring o f loans to internati onal and non - Venezue lan government agencies 
s uch a~ lhe World 84\nk, Bank of Jamaica arvi Ce ntral Ban k of Pe ru. Although 
1·equcs t s for such loa n s may occasiona lly come t o F IV on pure l y commercial terms 
it i s rny imp1· ess ion that this ar ea is more of a pol itical tr easure c hest !or 
the Pres ident of th e Republi c whi ch h e t a ps when some econ omic/political 
l evc rage i s n eed ed . 

T h e Nationa l Inves tment Group is re s pons ibl e fo r revi ewing a nd m o nilor­
ing d ebt and equit y in·1cs tme nts in Vcnc7.u c lan e ntiti es (to date, exc lus ivel y 
e nvcrnrncnt ownc-:l o r contro ll ed e ntiti es ). A gaii1, this is a hi g hly poli tical 
l\rea and a lthou gh reques ts do com e dire c tly t o FIV for fund s , in gene ral 
rolitica l d cc:: i s io 11s a r c t aken a t hi g h c 1· leve ls in lhc gove rnme nt as l o who i s 
l o b e fim111<0 MI, how i\ntl in what a m ounts - th ose r cs ull s a r c then commun icated 
Lo thit; g r ou p for fo rma l p1·occssing . 



In my view, the structural concept of FIV is a good one. Unfortu'1ately, 
certain predictable problems have arisen (most of which could be corrected) 
that have l e d t o inefficiencies, mistakes and a generally mediocre image 
in the international community. For one, FIV has become highly politicized 
(it has fought part icularly hard to establish itself as a peer with the Ministry 
of Finance and the Central Bank in the economic decision-making process ... 
of the Republic). This has necessarily led to a less independent entity 
which can often take painfully long to resolve issues with potitical overtones 
which are of major importance to FIV. For example, the possibility of 
retaining an advisor a la SAMA was debated for over a year. A proposed 
merchant: banking affiliation/subsidiary iu London has now been discussed . 
for at least 14 months. An excessive bureaucratic rigidity has also emerged 
internally. For 'example, the necessit)' to clear ev?.ry external investment 
proposal with a senior level committee which meets only once a week has 
resulted in a lost opportunity syndrome (i. e. a CD offer will not be held 
firm for five days for the convenience of the committee). This proble-m 
re s ults from another major problem area - an inexpe rienced, financially 
uns nphisti cated staff. FIV has refused , again for political reasons, to 
recruit non-Ve nezuelan staff or to brin g in advisors. As noted, the res ult 
has be e n a r eluctance to e xpand investment into ar eas of new, ofte n highe r 
yielding investments which are not understood by the staff. This is a 
vicious circle which has not only disillusioned many financial intermediaries 
(h c: nce fewer offe rs) but has creat e d a negative image in Venezuela to such 
a d eg r ee that motivated, imaginative people s imply will not join. 

To g ive you a rough idea of the portfoli o breakdown at Dec . 31, 1975,approxi­
mate ly $ 5. 2 billion in as sets were divided as hllow: 

Cash 
Deposits 
Bonds 
Loans(!) 
Trust· funds (2) 
Equi ty Inves tments 
A ccrued inte rest 
Other 

($millions) 
; 5 

4,023 
79 

907 
91 
49.5 
84 

.9 

(l) To inle r na lional and non-V enezue lan Govcrnmcnl a genciel:> and to 
V c ne1.uelan c nliti cs . 

(2 ) Aclmini s l c 1·cd by th e lnte ramc d can Developme nt flank for deve lopm e nt 
o f p 1· o j cc l s ;:rn cl p I' o g rams in me m b c r co u n t r i o s . 

CC: N. 1 lacEw,\n 
C . !-~uh :- rna nn 

Jeffrey L . Berens on 
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ALASKA'S GROWTH TO 1990v 
ECONOMIC MODELLING AND POLICY ANALYSIS 

FOR A RAPIDLY CHANGING NORTHERN FRONTIER REGION 

THE MAN·'N·THE·ARCTIC PROGRAM 

The U.S. North- Al nska- and its adjaccint. scus rirc> 
now vicwL•<l as the nntion 's ~realest sto re ho use or th e 
C'ncrgy rcsomccs required lo mee t nat ional needs and 
policy gonls clurinJ,1" the next cl eeadr o r more. But rnpid 
cll!vclopmcnt or A laska's oil nn<l gus rcsourl'<'S, whil e 
cri li c.:ul Lo nnt.ional energy policy, polcn tinily conrticls 
with other nnt.i onal ns well as stale vulues .md objectives, 
inc ludin(! 1.mvironment11l prcscrvntio.l , social und 
t'C'onomic cq uily, llnd locnl self-d e ll'rm inulion. Th is in 
rss<:ncc outlines the mnjor 1>vent s nnc.l gouts lhnl define 
llu s~tt.in~. purposes, and significance of the 
~l un -in -lhc-Arc.:t.i c Progrnm (i\l t\I') . The hnsir renson fo r 
lhc program is lhal sr ic n ti fi c.:nlly groun<le<l 
poliey-orien ll'cl rcse;u·ch is m•ec.lec.1 lo help guide public 
and privute d l'c.·h io n-mnkl'rs ut the slnlc nnd national 
Jcvcls. rvJJ\I' is lh IS designed both HS U pr0 (4 l'Unl O f bnsic 
n'Sl·3 rch lo contrihut<' to the devolupmunt nnd tcstin~ of 
fiorial science llwnries and methods, und as u program o f 
polic~ rt.:scnrch 11nd applic:ntluns to ussist in cfraling with 
t•un ent sociul nncl economic proble ms nf no rllw rn 
drvclopmcnl. 

The first. phnsl' o f the i\11111-in-th c .. J\ rcti c.: l'rog rnm has 
bl•cn curried ouL hy thi: University of Al nslm 's lnslituk 
of !'.ioc:ial , Ec:onom ic 1111<1 Go vc•rn111t·n l U l'SC'nrch untlt•r 
{.'1'U llt fl111d i 11~ f1 om llw N11tionul S1·i f' rwc Foundatio n , 
with s11pport from llw St11lt1 or ;\luslrn Hild c.1tlwr 
sources. 'l'h is plaasf', which is now ncnring complc•lion, 
ha consi. tc:d of 11 llPrh's of basic econo mic.: 1111cl 

clt· 11w~ 1·11ph le studies, wh ich ~\llVI! hrcn us 1U to eunstruct 
compulr r m odt·l:\ to simulntci LIH' hchnv ior of lh t• J\luslm 
l't'<rn umy. 'l'h<' mnclt•ls hav<• h1•p11 u~t·d to malte 

projL•ctions or the various f rowlh paths which Alaska 
might follow as a result. of alternative policy choiC'CS. 
The moc:lt> ls have l>ecn designed spcci rically lo !.race o ut 
lhe implicnlions o f different. policy net.ions and or 
changes in outside fo rces. On the basis of infonnulio n 
concern in~ factors !ill Ch as (1) lc1ca l.ion, size , and liming 
or pclrolf.'1trn IC'ns ing, c.l<•vclopmenl, and procluclion; t2) 
petroleum prices; ond (3) stale fi sca! po lic ies , the 
models projec t throu ~h 19DO such lhings as the gro wth 
in gros!i stale product, personal i11come, industry o utput 
und employmen t., und population. Projections of 
economic ncti vit.y a nd population nrc mndc on both 11 

statewide 1t11d rc!:'ionnl basis. 
J\ scco11c.l phase or the l\'Jnn ·in-Lhl!·J\rctic Progmm 

has hccn ch•signed lo build upon uncl <.'xtcncl t.hc results 
of the first phus<· o f MJ\ f'. The Phnsc 11 research will 
ex pand t h e c np a c:ity for dc tnil cd p o l icy 
annlysis- pnrlicularl y t:cmccrnin"' the d (:; / rilJ 11 lio11 0 r llw 
t•ronomic 11ncl social l>t•1wfi t.s 1111d costs produced by 
<'1wrgy dC'velopnwnt. In J\l11sk.1. Furtlwr, il will 
inc:o rpomtc community studies clcnl ing with pro:;pc ·tir" 
patlrrns ur urhuuiz11 lion and hmnun set llr menl. Th C' 
community slud it)s will nlso 1~xu111i11c c:ommuni ty 
l'cSpunst•s LO t.lw net uni :md /or pe rc.·c>ivNI im pacl.s o f 
J\ luslrn 's f11 t 11rc• ckvcluptlH'lll. l'l111~c II wi ll cx tc•ncl the 
l\IJ\P demogrnphic and m1mp1>Wl'r stud i1•s, und llrt•y will 
provide u rnnjor li11k hl'lWl'l'll llw rncm · c.lct:1ilccl 
C'co nom ic: 111t11ll' Is 111111 tlw <:0111n1u11 i Ly i;t ucl it' s. 

STnUCTURE OF THE MJ\P MODELS 

Economic ModE·I 

Tiu• stnrct1m• of the l\I AI' c·c:orH>tnic rn oclcl is 
ill11st1·ut <:d in simpl i f iNI fonn Jn Fi~111·r• L J\ILhough 
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separate models have been developed for statewide anc.1 
regional analysis, the basic structure is the same in both 
cases. 1 n very general terms, the model proceeds 
sequentially lo estimate industrial output, industry 
employment, wages and salaries, and finally real 
disposable personal income. However, the output of 

certnfo industries is itself dependent on the level of 
personal income. Because of these interrelationships, 
output and income are simultaneously determined in 
the model. 

It should be stressed that the MAP models are 
specifically designed to analyze the long-run growth 
path of the Alaska economy. They are not appropriate, 
without further modification, for studying short-term 
cyclical fluctuations or for making detailed short-run 
forecasts. There are many factors such as seasonality, 
salmon cycles, and supply bott lenecks which are 
important in the short run but which tend to average 
out over the long run. Such factors can appropriately be 
omitted from a growth model even ~hough they may be 
among the key elements in a short-term forecast.ing 
model. 

The determination of industrial output is a key 
clement in the model, and determining relationships 
vary significantly from one industrial sector to another. 

The output of the petroleum industry is determined 
outside the economic model us part of petroleum 
development scenarios, which are comprehensive sets of 
assumptions specifying allernativc pat.terns of pelrnleum 

Industry Output 

EXOGENOUS SECTORS 

Forestry Fisheries Fed. Govt. Agriculture Other Mnfg. 

-~ 
SUPPORT SECTORS 

Trade Finance Services 
Trons.,Com. 
8 Pub. Util, 

w 

Stole and 
Local Govt iE-- Petroleum ~ Construclio, 

•• i i ! J, 
J 

Ind employment 

Ind wage rotes -' , -!-

Wages a Salaries 

I I B 
,_ 

To~cs 
~ , 

~ 

Real ,disposable 
personal income 

FiJ.!urn l . Strnc:turc of llw MAI' l~conomi · T-.lodl·I. 
1 _______ --------



development. In contrast, the output of the support 
industries (trade, finance, services, transportation, 
communication, and public utilities) is produced to 
meet local demands and th us responds to changes in the 
level of economic activity in Alaska. To reflect this, 
support sector output is generally made a function of 
Alaska real disposable personal income. 

The output of the construction industry is 
determined by a combination of internal and external 
factors. Part of construction activity is designed to 
supply the needs of the expanding Alaska economy. As 
in the support sector, this portion of construction 
output is made a function of real disposable personal 
income. Over the foreseeable future, there will, in 
addition, be construction activity involved in building 
pipelines, terminals, and other facilities required for 
petroleum production. This portion of construction 
output is exogenously determined in accordance with 
the relevant petroleum development scenarios. 

Employment and output in the state and local 
government sector is determined by the level of stale 
and local expenditures, which are, in turn, a function of 
available revenues. To be precise, expenditures are equal 
to total revenues minus that portion of petroleum 
revenues which is assumed to be saved and placed into 
an investment trust fund. The output of state and local 
government is Urns responsive uoth lo changes in the 
level of economic activity, which affect general 
revenues, and to changes in petroleum productio11, 
which nffect petroleum reve11ues. The remaining 
inclustriuJ sectors nrc assumed to have tlu~ir output 
clelermined by exogenous fnctors. These faclors indud1~ 
such things as prices on world markets, demand for 
expo11 commodities, supplies of natural resources, and 
policy decisions of the Federal GovernmenL. 

Once output has been determined in enrh o f Llw 
major industrial sec tors, lhc next slcp in the modC!l is to 
dct<?rmine industry employment. In general, n statistical 
relatio11ship derived fr ,rn1 the Alaska data is used lo 
projccl i11dustry employment ns u function of industry 
oulpu t. Industry wage rules arc then cakulated ns a 
function of p1 ejected wuge rates in the U.S. and/or 
rPlulivr prices in J\lnskn. The projections of industry 
employment uncl wnge mles nre then combined lo 
estimate w:iges nnd sulnries. 

\Vnges 1111<.I sn lurif's nrn g<'nernlly tlw lar~cst 
component o f personal income, nnd this is parliculurly 
trllt' in J\laskn. Sources of income other lhnn wages and 
snlnries nre n much smullt'r componcn L or pcrsonnl 
im:omc in Alnslrn than in the rest of lhc U.S. Total 
pc~o1111l income• in Alaska is cstimnlccl as a fun clion of 
tota l wuites nnd salari<'S 11nd disposable personal income 
is cstlmutccl ns n fu11ctio11 o f personal income. 

Si1wc virtuully ult consumrr goods nrc imported 
from Uw " Low(lr 118" and wugc rnles in Alnskn urc 
closely related lo com purnhlc wages in the U.S., rclntivr 
prices in J\ lnsku 11 rc projt'c.:lcd as 11 function of the U.S. 
consumc•r prier. incfrx. As th<' Alaska economy expands, 
th err will hi• u Cl1rlaln nmount of impurt subs! iL11tion 

and economies of scale that will tend to lower costs in 
some industries. As a result, prices in Alaska over the 
long run are expected to increase somewhat less rapidly 
than prices in the rest of the U.S. The price and personal 
income projections are combined to estimate Alaska nml 
disposable personal income in terms of constant 1967 
U.S. prices. 

As shown by the feedback loop in Figure 1, real 
disposable personal income is a principal determinant of 
output in the support sector and in the construction 
industry. Thus, anything which affects personal income 
will affect support sector and construction output, and 
anything which affeets suppo1·t sector and construction 
output will affect per~onal income. Industrial output 
a nd personal income are thus simultaneously 
determined in the model. 

Although the statewide and regional economic 
models have similar basic structures, the regional model 
includes somewhat greater industry deCail and does, of 
course, U\kc into account differences in regional activity 
patterns. ln particular, the behavioral relationships for 
the Anchorage and Fairbanks regions arc quite different 
from those for the other regions (the model uses seven 
regions in all, see Figure 2). The statewide model, 
though less delailed than the regional model, is 

I 
I__ figur~ 2: Seven J\lnskn GMgrnphlc n~ions 

nonC'thclcss udC'qunte for ccrlu in type:; of aggn .. ~ate 
unalysis and has thC' ndvnnlage of being ensi<!r to 
opl'rntc. 

Demogrnphi<: Model 

Alaska's fulurc population growth wil l result from 
two distinct fnclors: (1) net mi~ralio11 in lo lhc state and 
(2) n11lurnl incrcnsc, or the excess of birLhs over rlcnths. 
The fnc;Lors dcl crm ining net migrnlion, lJirt h11, u11d 
dcnlhs llrl' quitu diffort•nt, and thc•rnft>r', the MAP 
u••rno1~rnph i<' moclHI tri•nL-: Llll'<:c ('vents s<'pan1tcly. On 
llw ollwr hnnd, llw C'vcnt:. arc linked lhrough lh1c· 
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age-sex distribution of the state's population, which is 
strongly influenced by net migration and .which in turn 
influences ~irths and deaths. 

The basic structure of the MAP demographic model 
is illustrated in Figure :·t As shown there, net migration 
to A la ska is determined by lhe employment 
opportunities and by real per capi ta income in Alaska 
relative Lo the U.S. average. ln making projections, these 
factors are among the outputs produced by the 
economic model. Estimates of buths and deaths are 
derived from information concerning the age-sex 
distribution of the population, fertility rate;s, and 
mortality rates. The estimates of births and deaths are 
used to calculate natural increase, and this is combined 
with the estimate of net migration to determine the 
change in Alaska's civilian population. The level of 
military personnel and military dependents is assumed 
lo be determined by exogenous factors. 

At present, the demographic model uses the 
estimate of state population to derive estimates of 
regional populations. The ::; ta te population is allocated 

I · "' ······ U t .:t ~f C.:IP.,'> 

"'('~ ,~ •' ' ., ..-----i ..... ·,1 ~"J·f' 

Fi~urt 3. Structure of the ~I i\ I' Demographic Model. 

I 
to 'ach of tlw s1>vc 11 re~i o11s nn the basis o f lhe 
prnjeclcd cmploynwnt growth in the region . The 
recio11al population moJt.'I thus requires as inputs lhc 
projPclions of n.·~1onul cmploynH'n l which are ge11 cmlcd 
hy lhc rri::ionnl N·onomic modr•I. 

PROJECTIONS OF /,LASKA'S GROWTH TO 1990 

I mplcmentation Procedures 

Tlw l'ronomi'' and cl<~mogmphic rnrxlch. lln> 11111dl• 

u1n·rntlon11l h y <'mpiric illy delL·rrnini11g thl• quan litalive 
rPlatiom.h1ps i11vnlvec.l. In gc•11 crnl , lht! rdalionshlps nrc 
1•stimatt•d through slntislit·nl annlysis or the eco11u111ic 
n11cJ d rrno~rapl11c clnla fnr J\ luslm. As ptut of the ~!AP 
n•i;carC'h, a SC'l o f c«onomic; 11cc:o1mts hns hc•cn c<i mpih•d 
whit·h corll:\111 ~ datu 011 gross stale product, w11g1•s and 
:-.alaril's, e1nployrn~·nt, priers, popul~liCJn , prrsonal 

income, and government budgets. The statewide data set 
covers the period from 1961 to the present and the 
regional data set goes from 1965 to the present. 

In making projectibns of Alaska's prospective 
growth, it is assumed in most cases thal the behavioral 
relaLionships empirically observed in the recent past will 
continue to apply in the fu ture. There are, however, 
several areas in which there are strong reasons for 
rxpecting future behavior patterns to differ from those 
in the past. In these instances, the relationships used in 
making the projections incorporate the anticipated 
structural changes. A particularly important example of 
this is in the area of state fiscal policy, which is 
discussed below. . 

Once the quantitative relationships in the models 
have been specified, the major remaining step in 
preparation for making the projections is to set values 
for the exogenous variables. Those variables represent 
lhe factors influencing Alaska's growth, which are either 
determined by outside forces or which are the result of · 
policy decisions. In the present Alaskan situation, the 
mosl important exogenous factors ure the pattern of 
future petroleum development, state fiscal policies, ancl 
potential growlh in the resource-based industries . Each 
of these is discussed separately below; other exogenous 
fnctors arc assumt'CI lo maintain the status quo either by 
remamrng conslanl, as in the case of feden11 
employment in Alaska, or by continuing pnsL trends, m: 
in the cuse of projected inflation in the U.S. ns u whole. 

Petroleum Scenarios 

Over the foreseeable fu ture, the puce nt which 
Alnslrn 's petroleum resources are developed is likely to 
he the primary determinant. of the state's economic 
growth. There urc, in addi tion lo Prucihoe nay, H 

number of pro·.,, ing areas !hnt can he op1med up for 
petroleum ex Jlorntion nnd development. Some such 
ch1 vclopmcnts arc almost certain to occur since Alaska 
r· 1vs n cen t ·nl role in national poli<:ies to me(!t U.S. 
encq~y need~ . There nre obviously n very large number 
or specific ncdons which might be taken with regnrd lo 
petroleum lcn. ing, cxplornlion, nnd development. For 
purposes o f annlysis, these individual actions nrc 
hrCJugh t togcllwr into so-culled .. petroleum development 
scenurius," which nre comprehensive, inLemally 
consistent sct..i; o f nclions. 'l'he purpose of lhc scenarios 
is not to prc•dict th<! future dcvclopmrnb;, but to 
pruvid1• a syslcmuti'" quim t ilative b~1sis for l!Cnerntini( 
the rclcvnnL rnnges for lhl' nlll•nwtivc rates of petroleum 
duwlopnwnL. The pt·oject ions to HJ90 haVl' hc•<>n carried 
out using three all rrnative pelrolc111n scenarios which 
WNc design rt! to reflect. sets of policy nc:t icrns lc•ading to 
limikd, occC'lc.'rn tcd , or mnxim11m ch.:w lopmont of 
A lnska 's petrol Clum resource~. 

1. Limited Petroleum DevelopmAnt . In this 
minimum l'asc , present. dl!VClupmcnts wou lcl h~ cnrri('(.l 
furwu.rd, u 1cw additional fields would be op1mt'd near 



existing areas, and the federal OCS (outer continental 
shelf) leasing program would be Limited to the Gulf o( 
Alaska. Some small amounts of Native corporation oil 
lands adjacent to the trans-Alaska pipeline would be 
brought into production. Total oil production, most of 
it from Prudhoe Day, would reach 2 million barrels a 
day by 1980, over 3 million barrels in 1985, and 4 
million banels in 1990. Petroleum-related employment 
would be 5,000 in 1980 and 7,200 in 1990. Assuming a 
wellhead price of $5 per barrel, the state would receive 
petroleum revenues of $1.1 billion in 1980 and $1.7 
billion in 1990. 

2. Accelerated Petroleum Development. Under 
accelerated development policies, in addition to the 
production included in the limited case, new petroleum 
areas would be opened in the northwest, both onshore 
and offshore, and a second North Slope oil pipeline 
would be constructed. This would primarily result from 
federal leasing of oil-lands in Naval Petroleum Reserve 
No. 4 in northwest Alaska. As this area comes into 
production, Alaska's output of oil would rise to 5 
million barrels a day in 1985 and to 7.., · tillion in 1990. 
Petroleum-related employment w Llld reach ncnrly 
12,000 in 1990 and slate revenues would Lot.al $2.3 
billion. 

3. Maximum Petroleum Development. This scenario 
ap proximates the maximum rat.e of petroleum 
development that might plausibly occur in J\la~ku. 
Although there is some question about the technolog1c11I 
and logistical fcnsibility of the scenario, the projccLcd 
rule of deve lopment is compnrnhle Lo thnt. incnrpornled 
in the Federal Government's pln11 for ' 'Projcr t 
l11dopendence." In udcl iLion to all of Lhc developments 
in the previous scenarios, it is ussumed lhnL the Fcclcrnl 
Government would open major new regions hy !cu.sing 
hcnvi ly in the Ilcring und Lhc Chukchi seas. This, in tum, 
would ncl'cssilull! conslruclion of oil nnd gas pipt>lincs 
ninning from north to souLh in western Aluska. 
AvailJlbiliLy of Lhe pipelines und proccssinl! fucilitit•s 
would then mnke ndtlitional leasing fensible in • 11c new 
western urcns for Native 'orpomlions und the stntt'. 
\Vilh maximum development policies, Alaska's oil 
producLion would rcnch 5.2 million bllrrcls a clay in 
I 985 nnd nrnrly 10 million barrels in 1990. 
Pctrolcum-rclutc?cl employment would sour lo 18,000 in 
1985 nncl lo owr 23,000 in l f>UO. Slntc pctrolt.?um 
rc>vcn ucs, on the other hnnd, would lisc only modt'rnlely 
Lo $3 hillion In 1990, since most uf the rww 
deVl'lopm<'n~ '''uul<l he in Fr.d<•rul arnas. 

A criLknl fnclur In lhc conslruclion of the scc1111rios 
is lhl' IL~SllllWd price o r oi l. Tlw projections mudc 11 s i11~ 
lhC' MJ\1" models employ throe nltf'rnutivc pril:C'S o f' oil: 
$3, $5 nnd $7 per burrc l nl the wcllheucl . A fler tu king 
Lrn11sporL costs l11lo 11c:co1111 t, thC!se wcllhcud prices 
C'orrcsrcwd tu refinery prices of ubuul $7, $9, nnd $11 11 

harn•I. 'l'h<· tt•vcnuc figur('s citC!d ubow in presenting t!i l' 
s<:<'nnrios nm nil unscd on 11 wc!llhcnd price of $5 a ball'rl . 

Fiscal Policy 

In light of enormous amounts of revenues that will 
be accruing to the stale, and since petroleum is a 
nonrenewable resource, it seems likely that the state 
government will set aside at least some portion c 
petroleum revenues for use in the future. For example, 
some of the revenue might be placed in to an investment 
trust fund, the interest from which would then be spent 
for such purposes as the promotion of Alaska's 
renewable resource industries. In the projections made 
here, it is assumed that 25 percent of recurrent 
petroleum revenues are saved and 50 percent of 
petroleum lease bonu~es are saved. These savings rates 
are applied only after 1978 when the North Slope oil 
first Gtarts to flow . 

The level of total state expenditure is then 
determined by the revenues available and by the 
assumed fiscal savings rates. 'fhc disLrihution of lhe lotul 
expenditure among particular expenditure categories is 
assumed to be detct·mined on Lhe same hasis us in the 
past. At this point in the analysis, no rcdistribulive 
po licy actions have ueen incluuecl. 

Resource·Based Industries 

Growth in I he fishcrir?s in<lusLry is ex peeled Le. ' 1( • 

effectively constr.1i11ed hy the uvnilnbility of ma1·111e 
resources. J\s a result, real output in Aluska 's fishing 
industry is projected to expand nt just 1 pet·crr-1t a year. 
Likewise, the outpuL of tho forest protluc:Ls i11tluslry will 
be determined primHrily by the supply of timber, which 
is 11 fun ction of the 11111011nt of rxrloitnblc forest land 
und the fedcml polici(!S govP.rning allowublo cut in 
Aluslrn's nuLionnl forcsls. The forest prod11cts industry is 
projcclcd lo 1wnrly double its output by l H90, but Lhc 
lnclut1Lry b'l'owth rnle declines from G 1wrccnL in the 
cal'ly pnrt of lhc projection period lo 2.5 pnrccnt by the 
end. Dy !UDO, llw industry is cxpcctecl to 01: 
11ppr(>11chln~ Llrn rn11.·im11m lo11g-nm sustninublc yield . 

J\J.{riculturc u11d nonpetrolcum mininl,! nrc the 
rc mui1ii11~ t·csourcc·bast•cl industri es in Alnslrn . \VhilP 
sped fie developments in thrsc ind11strie." mny be of locnl 
imporlunce, their impucL on Lht! total state economy is 
likC'ly lo l>e quite minor. BN:nusti of llw co11Lrnin1s 
im r osed IJy thr A lasknn climate, the 11v11i 111 hi Ii Ly of 
suilnhlc lands nnd high lrnnsport cost, non r el rolPum 
mining nnd ngncul t urc arc prnjeclt'd to lnc·rcnsu only 
sli({h tly it) the future. 'l'hc ~rowth in mining 1~nd 
ni:ri c11I L1 11·•· t•o11ld, <>f courst·, he muc:h mon• suhst1111linl ir 
the i::ovt!rnnwnl should d1ooi;c to i;ulJsichzc th<' 
devC'IOpmc11L nf llWSl' incl11stric•s. 

1990 Projoctions - Srntowid~ Modol 

'l'he statrwiclP cco11onilc moclc•I has hct•n 11sccl tu 
projc•r.I the grnwlh of the Alaska economy 11nd 
pnp11l11t1 011 lo 1 ~J!>O. This has bN·n done for cuch of I hL• 
lhrl'P ultl'rnutive 1wtrnlN1m deve lopment :<c<·1111rios nncl 



UNIVERSITY OF.ALASKA, INSTITUTE OF SOCIAL, ECONOMIC AND GOVERNMENT RESEARCH 

I 

for each 0f the three different prices for oil (nin~ cases 
in aJl). The results for five of lhe cases are summarized 
in Figures 4 and 5 and the table of selected variables 
(Table 1 ). The five cases include the extreme cases 
(limited development at S3 a barrel and maximum 
development at $7 a barrel) and the three scenarios at 
$5 a barrel. Summary excerpts from the computer 
printout are also shown for the case of accelerated 
petroleum development at $5 a barrel (Table 2). 

By 1990, assuming a wellhead price of $5 a barrel, 
the projections of Alaska personal income range from 
$10.5 billion under limited development to $16.1 
billion under maximum development; Alaska personal 
income in 1973 was $2.0 billion. The corresponding 
projections of Alaska population are 627 ,000 under 
limited development and 908,000 under maximum 
de\·elopment. If the extreme cases are considered, the 
projected population ranges from 574,000 lo slightly 
over a million persons in 1990. 

While the three scenarios produce wide differences 
in aggrcgale growth, the effect on lhe income of lhc 
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typical household in Alnslm is much l1•1)s pronounced. As 
show11 in 'l'ahlc 1 (anc..I considcrin~ the• sccnnrios nt $5 11 

ha rrel) tolnl personal Income unl!!' · maximum 
drvt•lopmcnl exceeds prrsonnl incom CJ under limilcd 
dt•vl'lopml'nt hy mort• 111111 50 pt:' rccnL; buL the 
diff<'renc<· in p11rso1111I inrumc per cnpitn is only 6.G 
pea·ccnt. And when luxl's 1111' pricc•s nrf' tnken into 
acrnun t , tl w cJiffcrcnr • in 1\ :111 disposublo personal 
income per cupil11 is just :1.11 1wrccnl. The b:tsic reason 
for thrsc rc•sults is Ll111t wlwn income oncl cmploynwnL 
incrcusE! In A l11skn, mil{runls rm.! atl rnclf'd in lo I he slnlt!, 
1111d t ho nnins nrc :;prcucl OVt•r n lnrgcr populuUon. Siner 
there· arr nu «fft>cLive, or <:011slil11tio1111I, mt'11ns of 
prt•vrntin~ rn i~rutio n inlu t lw 11t11tc1 , th e-~ cnn hc only 
li111lted iaH;r!'uiws in per c11 p1t11 personal income>. 

The cliffNcnc(•s 0 11 nn inclivicl\1111 level nrc, howcv~r, 
soml'wl111t l:tl'j!Or whC' n one 11lso lukus 111 Lo accuunl 
ell rrl' l'<'IH'C'S In i;t II l<.' :md I O('ul l{OVl!rr\ lll t.111 t c x f) f' 11tl itlll'<'S 
1111<1 l h <' ltS!iOdi\tl•d tli fft>rt1 l lC'l'S in 1 lw lt1 Vt 1I of pu l>lll' 
s(•rvic.-s lwing provid<'tl . As 'J'11hlc· I show~. i; t11to IHHI 
locn l ({OVC'l'1H1w 11 t cxponclitun•s i11 1 !HlO Ill\ ' $8.:l hi Ilion 
undN n-111.xltnrnn dl•v1•lop11wnl 11 ncJ $•1.!l IJilllon 11ntll'r 
limitC'd cl evt• lupm11nt, II d im 1re' 1\\'(' or 71 pC'rC'C'lll. On n 
1wr cuplla hw;is , thf' cliffr 1·1' t1C'<' is smnl!f•r but still 
11l l~n i ricu11L: iL n111 ounts to CJVl'r SJ ,•IOO p~r person or 18 
f1<'l'<' l'11l. If stnlc 1111tl loc:11l ~overn1n c11t ux pencliturpi. 1wr 
C'llpitn arc• ndtl r cl lo dispo<1111Jlf' 1wrso1wl income 1w r 



TABLE 1 

PROJECTED 1990 VALUES FOR SELECTED VARIABLES 

Accelerated 
Limited "evelopment Development Maximum Development 

VARIABLES UNITS SJ per bnrrel S5 per ba1 rel S5 per bnrrcl S5 per barrel S7 per barrel 

Total Output (X) (Millions of 1958 SI 3,920.8 4, 123.4 5,728.4 10,047.2 10,550.9 
Tomi Employment (El (Persons x 1,000) 274.4 301.0 356.7 465.3 G28.0 
Total Population (POP) (Persons x 1,000) 573.6 627.5 729.G 908.3 1,013.7 
Personal Income (Pl) (Millions of SJ 9,553.2 10,461.6 12,391.5 16.136.8 18,216. 1 
Personal Income Per 

Capita (PIPC) (S) 16.654.0 16,672.2 16,983.6 17,765.9 17,970.4 
Real Disposable Personal 

Income Per Capita 
(DIRPA) 11967 SI 3,290.3 3,273.4 3,296.2 3,386.2 3,396.9 

Stotc Government Total 
Petroleum ~ r•or 
Revenue (RP&S) (Millions or S) 1,087.0 1,685.0 2,339.0 2,940.0 3,964.0 

State· Loe<il Government 
Expenditures 
(SLGEXP) (Millions or SI 3,949.6 4,852.1 6,190.9 8,305.5 10, 169.9 

Stat • Government General 
Fund Balance (GFBAL) (M ill ions of SI 4,094.5 5,694.3 6,807.5 7,490.8 9,633.3 

St<.1tc· Local Government 
Expenditures Pei Capita 
(SLGEXP/POP) (SI 6,885.6 7,732.4 8,485.3 9,144 .0 10,032.5 

Acal Disposnblo Porsonal 
Income plus r~cn l State·Local 
Govornmont Expo11di1uros 
Per Capita 

( DlnPA 
+ 

SLGEXP/POP 
RPI ) ( 1967 dollars) 5,162.9 5,376.3 5,603.9 5,873.0 6, 125.3 

-----
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TABLE 2 

SUMMARY OF ALASKf\N .STATE ECONO!VllC MC?~EL 
(Accelerated Growth with Oil at $5/Burrel) 
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capita, the combined difference in real terms is nearly 
$500 per person or 9.2 percent. Thus, Ythen public 
services are taken into account, lhe differe11ces in 
individual benefits, though still not overwhelming, are 
significantly larger than when only personal income is 
considered. 

Although petroleum revenues are the key driving 
force in the system, less than a third of the increase in 
the state and local government expenditures arc directly 
financed out of petroleum revenues . Under ma..ximum 
development, petroleum revenues in 1990 are $1.3 
billion higher than under limited development, while 
state nnd local government expenditures are $3.5 billion 
higher. The Alaska economy is projected lo grow so 
much faste1 under the maximum development scenario 
lhat the sources of state revenue other than petroleum 
are generating much larger funds. In fact, one of the 
possible policy responses to the accelerated growth 
would be to reduce revenues by cutting taxes. 

1990 Projections - Regional Model 

An example is also provided of the computer 
printout from the regional economic model (Tahle 3). 
The projcclions shown in the printout arc fo r the 
accelerated development scenario with oil prices at $5 
per burrel. 

The slate lotuls produced by the regional model are 
very similar lo those produced by the statewide model. 
For example, projected state employmcnL and 
population arc 365,000 nnci 731 ,000, respectively, in 
thP regio nal 1nodcl und m·e 357 ,000 and 730,000 in lhc 
slnlc model. DiffcrcnN'S in some of the ca rliet· years nrl' 
huger but in no cnsc do they cxccccl about 7 percent. 
While it is cncourucinl:{ lo have the two models 
producing simllur results, there is no reason to expect 
them lo produCl' ic.knlicnl prnjections. The regional 
model incorporal<'s n wealth of detail not incluuecl in 
the statewide model. Chung<'s 111 thl' industrial nnd 
regionul composition o f economic nctivity nrc rc fl cc·tcd 
in the regional moclcl projt>clions but nol in the 
stull'widc projections. 

In the sumplc output which has hl!l'll included, 
/\nchornrtc is projected to have a 1900 populnlion of 
11l·nrly '1 00,000 people, 11l>c>t1L !'i '1 pl'rcenl of llw tolul 
pop11 l1ltion In thu stnle. Currently, Anchorug<>'s 
populnt1011 is csllmntc<l nt 111.w ut 165,000, or •ltl perc·<·nt 
of the.• stntp's lo tnl (•stimutcd populatior1 or 378,000. 
Th c rc•J!101111l p1·ojec tio11 s thui: show J\nrhorai:t• 
continuinH 11nd stn·11~thc11 i 11~ il" rol<• us tlw comnwrcia l 
und S('r\' ll'" c<•nl,•r for the statt·. NcMly hnlf of lhC' 
projr clt'CI inC'rC'H!iC' In C'mpluymt'nt bl'l w CC'll 197•1 und 
HHIO is in t lw lrndr, f 1111111 cc, uncl s1•rvicl! imlustric:s. nnd 
tho c nt'(• the incl usLrif's whk h tend t o he COIH'(' lltrated 
mosl hcnv lly in I lw J\ndiorn((I' mcu. Those! tlm·e 
rnclustrit.·s cu.:count for (i2 pN<'<'ll l CJ f the projl'clt•d 
l!rtl wlh i11 J\11dw ra{t • <'mploynwnl. Thus, ulthuu~h 
nlmojl 1m 1wt rol1'u1u dc•wlnp11H•nts nrf' lo,·nh•d 111 till' 

Anchorage area, the economic growth which is caused 
by those developments tends to be concentrated there. 

MAP POLICY APPLICATIOI\ -' · . 

The initial set of projections carried dut using the 
MAP models concentrated on analysis of alternative 
petroleum development scenarios. There are, of course, 
a variety of other types of policy actions which can be 
analyzed through use of the models. The projections 
presented here provide four illustrative exam pies of 
policy applications using Uw MAP models. 

I 

The first p0 Jicy application considers the 
implications of placing ·varying proportions of the slate 
petroleum revenues into an investment trust fund for 
use in the future. The second application projects the 
impact of using pettv;cum revenues to P.liminate 
personal income taxes in Alaska. The third application 
estimates the economic impacl of a proposed slute tense 
suit! in the Beaufort Sea. This is an example of how the 
M AP models can he used to evaluate a very specifiC' 
policy action or project. The fourth and final policy 
application is also a type of r ·ojl'ct analysis. It analyzes 
the economic irrpucts of the alternative proposed gas 
pipC'lilll's bringing natural gas from the North Slope. The 
g sLo; pipeline 1111al) . 1s is carried ou l using thl' regional 
economu; models iather than the statewide model which 
was us1•cl in the first. lhrcc policy applications. 

Alternative Fiscal Saving Policies 

It is upparcnt that the growth of Lhc J\l11sk11 
economy will lw influonccd significantly by the fi i;c.: 111 
policies of the stnll' govcrnnumt. J\ k<'y po licy dt•cision 
th11t must hr mncJe concerns lhc 111nounl. of money, if 
nny, thnt is tu lH' suvNl out uf the mass ive petroleum 
rcvc11ucs accruini:t tu the stnt c. In th1~ proj<!dions 11s<'d to 
ana lyze Lh c alternative petroleum dc•velopmenl 
scenarios, it wa~ assumed that tlw fiscal i;uvin~s ru tc wn.s 
11 fixed proportion or petri leum revenues. In pn.rLicular, 
it W IL<; llSSllm Cd thnt, 25 f fCenl Of r<!Clll'rCnt rcve1111C'S 
wrrc snvcd nnd 50 percent o f petruh?um bonuses were 
snvt•<l . Th" snving Look the fo rm or deposits into nn 
inwst m<'n t t rust fund, the int crest from which wns lht'n 
used lo finnncc current l 1xpcrndilurc>s. 

The projcct io11 ~ prciwnl •cl here will exumin(• lhe 
i11\ plic11tio11 s o r 11ll<.•1wlt ivc fiscnl snvin~ rntt:'s. A high 
s:wl11gs rnl1• rnsc is considered in whi<"lt 7f> percent of 
rN·11rrc11 t rcvc•nurs nrc saved nnd 100 percent of b()nusl's 
uro saved: llw lo \\ (or zero) savrnR..; mu• Cll!iC' 11s.i;1111ws 
that nonC' nf the p1·trol<'u in wvcm1C's un• saved; nnd th<.• 
r.wdiulll s11vii1i:i rntc cnsc uses tilt' !mmc rat<• uc; in tlu• 
previous pl'Ojl'1.; tiuns, numcly 2G pNccmt of n•c·m rcn t 
rrwnul's and 50 percent o f l>e111 us(•s. 

11' 1111. fi vo st•parnlfl projc:ctions m·c tn11de. J\11 nf 
thc·m m::rnnw 11 \\'<1llhc11d price for oil o f Sri 11 h:irrl"I. 
'l'h lf• • O ( llH• prokctiuns llrl' based Oil I hl• IH'CClt'l':l l ('() 
pC'lrv l1 um dl'Vclopmt·nl sc1•1111rio USl 'U 111 c·o11j\1ndion 
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TABLE 3 
SUMMARY OF ALASKAN REGIONAL ECONOM IC MODEL 

(Accelerated Growth with Oil Dt $5/Barrel) 
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TABLE 3 
SUMMARY OF ALASKAN REG IONAL ECONOMIC MODE L (Cont.) 

(Accelerated Growth with Oil at $5/Barrel) 
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811 J0;>,3 41.5,8 15611.2 140 . 7 4504 . 1) 714 , 0 1111.. 3 il'lO'l . 3 
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Table 4 

ALT.ERNATIVE FISqAL SAV ING POLICIES 

PROJECTED 1990 VALUES FOR SELECTED VAR IABLES 

. • 

VARIABLES UNITS Med. Savings 

Total Output (X) (Millions of 1958 S) 5,728.2 
Total Employment (El (Persons x r ,000) 356.7 
Total Population (POP) (Persons x 1,000) 729.5 
Personal Income (Pl ) (Mil lions of $) 12,390 .0 
Personal Income Per 

Capiw (f'IPC) (SI 16,983.3 
Real Disposable Personal In-
come Per Capi lo (Dl~PA) (1967 $) 3,296. 1 

State Government Total 
Petroleum Sector Revenue 
(RP9Sl (Miliions of SI 2,339.0 

State· Local Government 
Expenditures (SLGEXP) (Mill ions of SI 6,190.3 

State Government Gener<il 
Fund Balance (GFBAL) (Mi ll ion~ of SJ 6,807,!; 

St 1tc· Local Govt?rnaTien l 
Expenditures Per Capi ta 
(SLGEXP/ POPi (SI B.485.7 

Re:il Dispc.sablc Persona l 
Income Plus Real Stntc·LoCJI 
Government Expenditures 
Per Capita 

( DIRPA 
·I 

SLGEXP/POP 
RPI ) ( 1 !l67 $) 5,603.9 

with the lhrec nlt crnativc fiscal savinu rntcs. Tlw ot hC'r 
two projcclions urc C'xtrcml' cnses: thr firsl ust•s Lh<' 
maximum dl•vclopml'lll sccnnrio in conjunction wilh lhc 
zero fiscal suvin!J rate, nml the second uses lhe limiled 
dcvclopmcnl scL•nttrio in conjunction with the high fimtl 
saving rule. 

J\s '' ould be t•xpc>ct •d, the high savi ng!> rate 
producl'S u slowt'r i;rowlh in the Alaska f'COllomy. und 
the zero savin~s prnchrcrs mon· rapid (lrowth . ..J\.Hl\C' 
Sl•lcctcd summary mt·nsurcs for Uw five d iffl'rl•nt 
projf'cl io ni. nrP sho wn in Tnhh• 11 nnd t hL• po pu la ti o n 
projl'ct ionl> rrn.• shown !11 F1c11rr 6. In 1 ~l90, uncll•r Lhc 
.1c< ~ lcrnlt•cl d c•vf'lo pmf'nl ~t1•nari<>, the high fiscnl suvin ~t: 

i.llc r111.cl11<'(1s 11 proj<'Cl(•cl populntion which ii. G·l,000 
,>C'n;rrns lo,,.,.,. than u11<h•r llw medium fiscul i.11vii 11{s rnll'. 
'!'he• i'.1•rc1 (1,.cal snvi11gs n\lt' produce,; u prujl•r lt•d 
populat l ' lll \\'liid1 is 33,000 pert.on. luri.:e>r in HWO. 

~l ost nw11sun•s c1~ 11u1:r(•g11t c· Q1·o nomic 11l'livity 
cli spluy v1 1ry sim llar pnllt•rns o f 1'11un r;l' in rc•spm1s1• I e> 
clwni,:1•s in t lw fisC'n l 1mvin[.:s polil'y. Uncl<•r tlH' 
ll'::Ct l!'rnlc1d !'WI fOll' \1111 cl<.'VCIOJllTI<.'lll Stf'll lll'iO , l he ~.L•ru 
fi sc·a l lil tvin~' rut r produces 1 ~H>O int:rl'a'<es of •l.G 
Jll'rt'l•nt 1n po pulut ion, •l.l p ·rCL'll l in rmptoyn1 C'nl, •1.0 

Accelerated Maximum Limited 
Development Development Development 

High Savings Zero S;wings Zero Savings High Savings 

5,510.8 5,843.3 10,253.0 4,015 .2 
328.7 371.4 490.9 286.7 
665.4 762.8 957.0 587.2 

11 ,442.4 12,887.2 16,988.1 9,972.4 

17,195.1 16,895.7 17,751.0 16,983.9 

3,355.5 3 270.3 3,371.5 3,345.6 

2,339.0 2,339.0 2,940.0 1,685.0 

5.280.9 6,662.0 9,0"/4.3 4,361.4 

18,136.0 1,093.3 1,093.3 14,896.3 

7 ,936.4 8.733.6 9,1182.0 7.427.4 

t>,5 13.9 5,645.5 5,950.2 fi,365.G 

in pt•n-<111111 incomr. , n11d 3.7 pcrct•nl rn d1sposnblt: 
pt•rscrnu! me-nm•. The induc<'d c•xpun ion in to tul 
t•mploy11wnt in HH.10 WllS H .7 thuusanc.I pl'r};Qns; or 
this, Lrnd1•, f1nuncc, nnd scrvic'cs 11ccounled fur ,17 
1wrc·1•nl uncl st utr nnd local {!O\'Cl'1\lnl·11t ucco1111 l1•<l for 
1111olht>r 37 pt·n ·rnl. 

Whe11 mw mnw~s from aggre!!nlc mt•nstm·:; lo per 
t upilu mt•nsun•s , 11~1' 1mpacl o f the> zcrn fiscal s11vl11~ 
appt•nri. i11 u wry d1Hcrt' llL ligh t. llral d ·sposuhlt· 
pcrsonul incnrnt• 111•r cnpil:t is oclunlly lo wer with :'.No 
f1sl'11I ~t\vtnns llrn11 1t wns with mC'<lium fist al s1win~s. 
I lowt•w r, puhlll· SN'lor c·x1wnditun•i. JH'r c:11p1lu Hrl' 

hi~lwr under th r 7.NO 1>11ving. ralt'. 011 h11lu11t•t•, tlw o,t• 
Lwo d11111 L-:l'S \'l•ry nt•,nly c.·11ncl'I out. A i. shO\\ 11 In 'l'nhh• 
'I, 1· .. al cl rspusahlt• 1wr1>u n11l irH'OllH· plus r •111 i.lnlt• t11HI 
lotul f.(OvNnnwnt t•x1wndil11rt•s p1•r l'ap itn 1111 • jubl 
,;lightl y lu~IH'r, 11buul 0 .7 pert:t•n t, und 1·1· th<· i t•ro fistul 
i.nvi111:o; than w1d~r th1• nH•cliu m 1mvi111t"· 'l'h ll '-, fu1· tlw 
lyptl'll l individ1111l llvln~ in J\laskn , llw ll SC' or nil 
1w1rol1•11m n•v1 •m1r·~ for c11n1' nl t'Xpt•ndit\11\•; pr udur1•r, 
1111 i11 s11:n1f1 <·a11t irH·n•ase in rent «Co110rnic lwn1• f1 t.'l. 

J\ fu rther pnrn l which s' oultl lw i;tn·ss!'<I hi 111111 hy 
Ill<' l"llcl of tlw 1wriod, th1' projec!Pcl r.1lr• o f urnw th l 'i 
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Figure 6. t\lln11atiw Fiscal Suvi ng Polic'1cs 
l'rojrclcd Po p11lnlio11 . 

uclt1 ally :1low(•r unckr the 11ssumpllc111 of z .. ro fiscal 
.11vl11gii than under Uw medium fi!'cal savings. This ls 
atl ribulablc to thC' cli ffcr<'ncc in the nccumulnlcd scncrnl 
fund hultmc<.: 1111<1 in lhc interest uccniing on lhnl 
l>ulancc. As Tubll' 11 shows, hy Hl90 lh C' nwcllum fiscol 
suvin~s prod u1·ps n s •1wrnl fund bu luncc ()f $6.8 liillion 
whil<' tho zero fiscal snvingi. r1L'ie produces l1 f.!1•ncrnl rund 
1.Jnlunct• or only $1.l bi llio11 . (The nccumulntcd ucrli'rnl 
fond hulcmcc h1 thC' zrro fisral snvings cose is \ll('W<'d ns 11 

~(' ll <' rnl conti11i.; t• 11 cy reserve and is nccurnuln ll'd out o f 
nonpl'lro lt1um r1 ·vcmH!S. This lyp<' o f fiscal savings is 
hl'ld nt Lhfl sarnt• IC'vCI in ti ll tho CtlSl'S ronsidcrcd .) 
Hc·l'aUS<' o f Liu• 1 11r~1:r ~t· 1wml fund baluncc, t h~ slutc· 
llllC' t t'l'l i llC'O tlll' in rnno I!\ nc·nrly $3UO million lara~cr 
undvr mc<liu'n f1&e·1tl imvintt" thnn undtir n•ro fi i;c11l 
uvln~s. Furlhl•ritHm·, lhr d 1frl•rl1 nc·<• in intrn•st inconw 

Ii. l cJl(lln~ to witkn ovt•t' tim C'. J\~ ll M ;1rlt, bl11lc..• 
RO wr1rnH1n t C' x Pl' lld ilu rc-:l, I hou~ h n l u lowc•r lt•wl, 11rc• 
~ruwin~ m ur1· rap ld l\• in tlw m('(ln1 m !'>llVinss t•11i.1•. 'l'l11s , 
in turn , inch11·1•s II 1nurt1 mrlcl grnw th In Jtl'llt.' rlll 
('Co ncunlc 11c\.lv ll ll1 ••• Thus, n kc1y Impact of fisc11l 11avi111~s 
1s to .!>hl ft Rnnw uf :\l11skh'11 rapid r• ·onomic i~rowlh frum 
tlw ,•urly yt•ars of lh1.. 1wriuJ lo the: h1ll•r yc111 s uf llw 
pt•ri <.><1. St•lt•c l lon of LhL' upprnprial~ SN of fisrnl 1111vl 11~ 

po li c ll'S i. Oll i.' Wll)' of ~moolhins: out 1\11" k11'11 

pct ro lt•tm1·intl ucl'(I .. hnom·hui.l" c·y ·ll•. 

'l'he impnct of implementing a hig~ fiscal savings 
policy is rough ly the mirror image of lhe impact of lhe 
zero fiscal savings policy. Thnt is, under high fiscnl 
saving lhe magnitude of the expansion in the Alnska 
economy is smaller, but in the later years of the period, 
the growth rote is substantially higher. By 1990, the 
high fiscal saving policies produce a general fund balance 
in excess of $18 billion and an annual interest income! 
for the stale of $1.1 billion. 

The two extreme eases included in the projections 
serve to illustrate the degree to which fiscal policies and 
petroleum policies arc interactive rather than simply 
udditive . For example, under the maximum petroleum 
dcvelopm 1.1nt scenario, · the zero fiscal saving case 
produces a 1990 population projection of ~57,000 
per.;ons. •rtrnt is 19,000 persons more than lhe 
comparable projedions under the medium fiscal 5avings 
case. In contrast , under the accelerated petro leum 
development scenario, shifting from medium lo zero 
fiscal savings prod.iced nn inert ts tc> in projected 
population of only 33,000 persons. The change in fiscal 
policy has n larger 1mpact under lhc maximum 
petroleum development scenario because the change• is 
11pplic<l to a larger amount of petroleum rcvl'n uc. 
Conversely, a ~iven C'han~c in the fi sc:nl savinl!s r.itc lius n 
smalle r impa ·l und r lhc limilC'd petroleum 
development scenario. 

lmpnct of a Reduction 
in State Personal Income Tnxes 

J\ n•cl11ction in s t:tlli personal incomc' Ulx<•s Is 
fn•qu,.ntly sugi;1•st cd us :rn upproprlulc USC' o f llll• 
1wt1 olf.t1m rcvrnu<'R I hut w-:11 uc accrui11~ lo llll' St11t1• of 
J\ l11 'illl\ . 111 lltr projl'Cliun prcsc11tc<.1 lwr~. it Is nssunwd 
lh11t stutc pt·1·so11al inco 111 t• u1xC's 11n• rt•clucrcl hy :1. 5 
tJl'rcc11t in J978, hy !'iO pt•r<'e nl i11 Hl7U, 1rnd an• 
cllmlnul1•u c·o111p li•tt•l y from 1980 on. ll is further 
11!'>s11mc<I lhnl this lax cul is li11at1l'Ctl tl1rouuh n 
n•d uction m stul l' fiscnl suvincs rat her thun thro11ith a 
rt•d11.·tio11 in slate cxp1•nd itur• . Exct·pt fctr ll ll'~C· l nlicy 
d11111g<'s, I hr 11ssumrt iow nrr Lhr ~rune u. lh<tsc uiicd 111 
llll' llCt't•lrr 11l1•d f1<'lrolcum development. 8('l'IHU' iO wilh 
lhl' pri('<' o f oil 111 $5 11 b:irrr l. Fi~urrs 7 untl 8 r.how I ht• 
rl lrf1•n•111·l'S 111 popu lation, cmploynwnt. u11d pt11·i.onnl 
lnl·umc• lwtw1•1•11 thnl sccnnrio nnd thl..' projc•t'llon mad1• 
uflt·r implr 111t•111 Int;' llw 1·ut in slat(' 1wrsonal l11co 11\l' 

t11x1•i;, 
Ar. r.hown 111 Fiuurc• 7, tlw 1990 incrl•flS(' in projN'l<•<I 

1·mploy111t!nt 1i. •IOA thousand, nn<I llw i1wH·t1S(' In 
pop11l11l 1011 is RG.'/ t ho111\,ind pl•rsnns. J\ '.1 w c111 ld b1 · 

1·xpl•c·tNI, th e• i111·n•11w lr1 pl'nmnal in ·onw has proch1 t·1•d 
1111 l 11c;1't•111it.' In job oppurtu111LIM1 in Al1t'ik11 11nd h 111; 

induced n bll h ,. tar1L111I l11l' h 'llllt' in m i1trnt1011 lnlo I he· 
1J l 11 ll' . Frnm l OHO 011 , n •L rnir;rnt ion into thr :.I 11ll• 11. 

f1u111 lhn•.- to •' •lihl lho 11 11nnd Pl'l'MH\!- mo1t• p 1•r )'l' '1 r 

thun '' 111> Liii' ru t• i11 tlw nhw 'C(• of lht• tux (' li t. 

It '" purl icu lnrly nc>lt•won 11y t hnt with nn hll·r,•r11w rn 
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Figure 7. Population and Employment Impact 
of a Reduction in State Personal 
Income Taxes.* 
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total employmrnt of OVl'r 1JO,OOO in 1 ~nJO , less than 
2,tWO uf th is is in slulc and lw.:al governmC'nl. 'J'hus, lh<' 
ui;c of pet rnll'lltn r<·v~nu<'s to cul p1•rsu1rnl income tie<ci: 
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11•i11dt \ ul>Luincd in lh t• t1li ~1 · 11 Cf• oC lhl' l.\ fl•d11l·tl11n. 

' serves to focus more of Alaska's growth on the private 
sector. rather than on the public sector. Much of the 
growth induced by the tax cut is concentrated in the 
support- sector and particularly in the trade, finance, and · 
service indm;tries. The projected gain in employment in 
those three industries in 1990 is over 29,000 persons or 
about 72 percent of the total increase in employ1T1ent. 
As before, the increase referred to is relative to the 
employment projected in the absence of the tax c:Ll . 

. The cut in state personal income taxes naturally has 
the effect of incre~ing disposable personal income 
much more than personal income. Thus, in 1990, real 
personal income increases by 9.6 percent while re11l 
disposable personal income increases by 15.4 percent. 
On n per capita basis, lbe contrast between the two 
measures is even sharper. WiL11 the tax cut, real personal 
income per capita is actually lower in 1990 by 2.1 
percent, while real disposable personal income per 
capita is higher by 3.2 percent (see Figure 8}. 

The increase in population induced by the gain ii1 
disposable personal income is so large that state and 
local government expenditures per capita decline 
substantially; lhey are over 7 percent lower in 1990. 
Thus, the increase in population more than offsets the 
incrcasl" in total stale und locnl government spending. 
Furthermore, rcnl disposable personal income p1us rel.I 
stale and local governnwnl expenditures prr capita aw 
lower by 1.1 percent. in 1990. This implies thnl for tht' 
typicu l intlividtH1l in Alnskn, rent pcrsonul income plus 
real public services nrc, on bnlu 1~rc, lower after the tlL'I: 
cut than Lhr.y wt•rc lwf on! Lht• tn:i: cut. While the nnulysis 
is hy no mcuns co11 cluslvr nl 'thi!\ pninl, it cl oes rnise 
so m11 qut•stions co n c e rnln~ the cfficur.y of 
nc·ross·thc·honrd tux cuts ns u mC'1111 s of distribut ing lhe 
l>t•ncfits of Al\lsku's economic ~1 owt.h . 

Impact of Beaufort' Sea Lease Sale 

Tlw Stutc of 1\lnskn hm. rccrntly proposed making n 
pt!tro ll!1m1 leu1w :mll' In t h1• Jkauf ort Se.1 just north of 
Prudhnt'. nny. AllhtJ U~h not rt•quircd hy luw lo • 10 so, 
the s~11tt• hus, in J1rt•p111·11lion for such n su lc, prt'pur~d a 
dra ft cnvironmcntnl usscs:mwnt. of lh<' impncts of the 
sulC'. As purl or this <'nvironmcnlnl assessment (EA). th<> 
• late csliff1utecl Llw economic! impncl Urnt. would l>e 
c..:n used h y the exploration, cl cvclopmcnl, and 
prod urt.ion in U\l' Ul•nu f orl fi eld . 1 ll the projection 
presented hNc. the ~lt\f> modr ls ore usl'd to cnrry oul 
somew hn t mur comprC'he11sivo a11alys l~ o f the impact o f 
UH' Ocnufort lrasc sale'. 

'l'n" r conoin ir imprlC' t of llu: Ocnu fort IPu1w sal<• cnn 
he attributed tn llm•1• chffNl'lll lypt•i; o f dlr(!t:I. <·ffcl'l:l: 
( l ) t Jw honuR frum tlw l1•:11w snltl, (2) th<.' n•(' ltrr•?l\l stat (! 
n•vf' n tu•s cl u p tu pr<>Ull<'tion In lh~ Ocnu fort I iL·ltl. and 
(~l) tlH: <llr~·ct <-mploy ml'lll n·quircd lo dov •Ion und 
OJH' rnl C till' lJl'HllfOrl fi<•l<.l . 'l'hl' methocl of Ullalysis llSCd 
lww 111ukt•s n projL•clion hnsrd on u 1w t rnh·um 
devl'lopm~t sct'1rn rln which ttxclurlc:l t hL· B<.'11uforl lca:.r· 
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sale. The petroleum development scenario is then 
expanded to include the lease sale. A second projection 
is made, and the results of the two projections are 
compared. Since the only diffe rence in the input data 
for the two proje ,::t io ns is the direct effect of the 
Ileuuf ort lease sale, the differences in the results are 
measures of the total impact o f the lease sale. 

The base from which the impacts are measured 
consists o f a set of projections derived from the limited 
petrole um development scenario with two 
modifications: (l} the Beaufort lease sale has been 
excluded from the scenar io and (2) petroleum revenues 
other than bonuses have been increased by an amount 
equa l to the lease sale. The second modification is 
designed to reflect the existing situation in Alaska. Until 
the North Slope oil starts to now, the state is 
confronted with a "fiscal gap"; that is, state revenues 
arc not sufficien t to support cu rrel"\t expenditure levels. 
Since it is unlikely that the state will cut back on 
spending, additional sources o f revenue will have to be 
found to close the fi scal gap. The Beaufort lease sale is 
one possible source o f udditionul revenue . However, if 
the Dcaufort lease sale is no t made, some nllernative 
source of revenue will be nl'ccssury. In practice, th e 
recently enacted tnx on petroleum reserves is like ly to 
provide th e necessary gap·closing revenue. The 
assumption made here is Lhut if lhc Beaufort l<'ase sale is 
not made, some allemulive mrans of nusing an 
equivalent amount of revenue will be found, so t hat the 
net revenue i;'Tlpact of I.he bonus from the lease sa le will 
be m~ctigible. 

In ndd ing the Dcuu fort lease sale to lhc pet roleum 
development scenario, Lwo di f fc> reni sets o f l'Slimat rs o f 
employment and revenue impacts ure used. '!'ht• first set 
is the o ne Lhai has been included in the MAP scenario, 
nnd th e second se t is derived from lhe slate P.A. Both 
sets of estimates nre sho wn in Table 5. In genernl, llw 
'"tired impact us cstimulctl by tlw F.J\ is subsl11nli11lly 
tnreer lhnn the d irecl impact includ ed in the MAP 
srenurio. 

Tlw Beaufort leus1• !>1tlP impacts on t!mploymenl nnd 
populution ns projected hy lllC' MAP mc1cfol 11rc shown in 
Ficurt•s 9 und 10. Th<! fil: urcs ulso show c11ll mntcs of the 
t.otnl impacts which wern includt!d in the EA itiwlf. 

'l'he totnl impac t o f Lhc Beaufort lease snit· os 
c•stim11wcl hy Lh<! F:A ir. Vl'ry low <.! •~spill! the fnct. thut the 
EJ\ inclucles high N:I lm ul~s or direc t e111ployment uml 
n·vcuuc. 'l'ht're nr<' two rc1Lo;(111 t1 unclr>rlying lhr scl•mingly 
contmclic to ry r(!s111ls. Firsl, th e• 11nalysis in llw EJ\ look~ 
only 11l shorl·run impacts; 1l clops not tukc• in to nrrount. 
the cumulnl.lvc lon~·run growth cfrt•cL" o f llw lknurort 
least· snit'. Sl·t·o nd, Lite E/\ i~ 11on•s lh t! effects of Llw 
rpvl•nurs itmwrntccl by prochtdinn in th e BC'aufurL urea. 
'l'hc ~l /\ P m odC'IS d o. o f ro ur. c', tuk<· in to nccount lhr 
lcrnit·run j.!rowth pf( •l'ls and the l' ffel:ls of lh<' 11ddiL10nnl 
rt' \ C' IHl(.'S. 

When Lhe ~!AP modl'li-. ate l tii!!d it1 conj11nt11or\ with 
thC' Sl Ult' 'S cslimull•S or <lt rc•('l l•mploynwnt ttnd fl'Vt' lllll' , 

th UC'aufort lea c sal t.• I. ptojt•clt•d to mc:r•• tl'tt' J\lnskn':. 

Table 5 

BEAUFORT LEASE SALE: 
DIRECT EMPLOYMENT AND REVENUE IMPACTS 

1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

Petroleum Construction and 
Mining Employment 

EA3 MA Pb 

0.3 0 
0.6 0.8 
0.7 ~.ij 

1.0 O.P 
2.1 .0.9 
2.8 0.7 
3.0 0.6 
2.6 0.4 
2.8 0.4 
2.3 0.4 
1.7 0.3 
1.0 0.3 
1.0 0.3 
1.0 0.3 
1.0 0.3 

n. Enviro11mcntul Assessm enL 

Recurrent Revenues 

EA MAP 

1.4 13.0 
1.6 40.0 

166.2 77.1 
175.8 107.9 
185.0 123.4 
195.0 138.8 
205.0 154.2 
205.0 154.2 
205.0 154.2 
205.0 154.2 
205.0 154.2 

b. ~Ian in the Arctic Program Model 
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Fir.urr !l . lmpur L o f Beaufort LC'ns1..• 

Sulc-'" ' Employment. 

1090 r mpl(lynu·nL by 111,000 persons nnd po pu lntion uy 
30,000 pc•~"":.· I" con lrnsl, lhr ~I ,\ I' estirn ntr. o f ch re f l 
c•mploymcm t 11nd fl' \\'IHIC'b protluCt• projl'C'l<'<I impncl5 or 
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Figure 10. Impact of Beaufort Lease Snle on Populntiun. 

just 8.2 thou und and 16.5 thousand, rcspecLivcly. 
llowcvcr. even the lower impacts arc several times as 
lar~l' us lhl' to lnl impac~ shown in the E/\ . 

Impacts of Alternative Gas Pip&line 
Routes on the Alaskan Economy 

1'hl're arc ul present lwo principal proposed systems 
ror trnnsporling nalurnl J:!<lS from ,\Jaskn's North Slope 
to tlw l'011t 111 r11 lal U11 itrd Slates. The first syst l'm, 
propost•d hy the Arclic Gw> consorl ium, would hr 1111 

nll-lnnd pipt•li1w lt•adin~ from Prnc.ihor Duy through 
Cannda to thr miclwC'stem IJnlll'd Sl11les. The sN·o11cl 
c;yslc111, pl'oposPd hy llw El Puso Alusk11 Company, 
would con.,ist nr 11 lrnns-Aluska pipcli1w nncl lhc11 
shipmrnl hy a liqu id 1111lurnl ~us lnnkttr tu thr U.S. West 
Goasl . 

Clt•orly, the altcrnali\'C' proposed i,:us tnun.portulim1 
sysl<•ms would huve signific1111lly clif(errnt impac:t.i; 011 
th e Alu s lrn n ct·o n o m y. Th e MJ\P rc~lonul 
t•conomir·Ol•mus.rraph ic mcxlcl mnkes it pusslhh: lu 

evaluate the economic impact on Alaska in terl'1"'- of the 
induced change in total employment, industrial 
production, population, wages, personal income, ancl 
government revenues for each region and the.state as a 
whole. The estimates of the differing impacts can be 
made in the context of the overall growth tlncl 

development of the Alaska economy. 
Figures 11 and 12 and Table 6 show the differing 

regional and state impacts of the El Paso and Arctic 
pipelines for population, employment, wages and 
salaries. Because of its much larger magnitude, the 
impact of the El Paso project is much greater in all 
regions than is the impact of the Arctic Gas project. 
Perhaps the most notable fPa tl1re of the regional 
projections is that Lhe bulk of the imp<tct occurs in 
Anchorage, even though neither project pass'!s through 
Anchorage itself. This emphasizes just how important 
Anchornge is as the commercial center of Alaska. 

Excc:pt during the peak of the ~I Paso boom, well 
over half of the total impact is concentrated in the 
Anchorage region. 

The El Paso proposal would increase Anchorage'!> 
1990 population by almost 17 ,000 persons, and the 
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Arctic Gas proposal wou ld incri ..: the population by 
7,000 persons. J\s shown in Figure 11, the El Puso 
Anchorage employment impact peaks nt 7 ,000 persons 
in 1981, declines to 5,0(10 persons in l 98tl, and thrn 
rises gradually as the J\las.rnn economy grows. Although 
these changes nre nol insignificant, they should be 
measured ngainsl projections o r Anchorage's curly 1980s 
populntion of 250,000, und n labor force above 
100,000. 

Both the nbsolutr urn I relative magn itudcs of the 
dirf crcmccs bet ween the two gns pipeline proposuls urc 
much more sir;nificnnt in the Soulhcentral rccion. '1 he 
conslruction of the El Pnso facilities creates n 
boom-bust cycle in the Sc1ulhcentral region, while the 
Arctic Gas project has almc1sl no effed. During the pCtlk 
co ns truction y ear >r 1980, lhc Soulhcen trnl 
employmcnl impact r, the El Paso project would hl' 
I 0 ,000 persons, nn incrt'nSt' of mun· thnn e>111.Hhlrcl in 
the rt!1dunul lulw r fo rce. 'rhis impacl f11ll s rnpid ly to just 
J .0 thousnmJ persons l>y l !.>83. 

FUTURE MAP RESEARCH 

'l'he flrsl phnsr of :\lAI' rc:.carch lw i- 1.·0111.:t•nt rnt. '<I <111 
thl' di•vt:lopmi!nl of the 1•co 11o m1c ;iml <1,• mo1:raphi1.: d.11.1 

.. 

Table 6 

REAL WAGES AND SALAR IES 
(MILLIONS OF 1958 Dollars) 

ARCTIC GAS 

Total Anchorage Southcentral Fairbanks All Other 
--·-

1978 3 .7 0.7 0.1 0.1 2.8 
1979 14.2 2.1 0.3 0.3 11.5 
1980 32.0 9.6 1.8 2.2 18.4 
1981 23.4 11 .3 2.4 3.0 6.7 
1982 23.1 11 .2 2.4 2.9 6.6 
1983 26.9 13.4 2.7 3.4 7.4 
1984 31.8 16.1 3.2 3.9 8.6 
1985 34.3 17.5 3.4 4.2 9.2 
1986 32.9 20.6 3.8 4.7 10.1 
1987 41 .9 22.2 4.0 5.0 10.8 
1988 44.2 23.7 4.2 5.2 11.1 
1989 46.6 25.4 4.3 5 .4 11.5 
1990 49.7 27.6 4.5 5.7 11 .9 

EL PASO 

1978 29.6 4.0 6.5 13.2 5.9 
1979 118.5 16.6 53.1 21.0 27.9 
1980 194.0 41.7 83.5 26.0 42.8 
1981 11 6.5 51.2 57.9 20.3 37.2 
1982 12'1 . 2 '15.9 26.7 18.8 32.8 
1983 83.7 39.7 12.8 11.2 20.0 
198'1 76.7 36.7 12.1 10.1 17.B 
1985 76.7 37.0 12.1 10.1 15.5 
1986 82.7 '10.9 12.6 10.7 18.5 
1987 87.2 43.7 13.0 11 .1 19.4 
1988 92.1 '17 .1 13.4 11.5 20.1 
1989 98.2 51.1 13.9 12.0 21.2 
HH>O 105.5 56.2 14.4 12.7 22.2 

bases nud models required fo r policy slue.li es. The 
nnulysis and policy applications have generally bc>cn nl n 
rnlhcr f\gi,'Tegnlivc level, though there hns IJeen a 
sign ificunl uii10unl of regiona l clisnggrcgation. The 
SPcond ph11se of MAP research will extend the capncit.y 
for cl clailccl 11n11 lysis of alternative policies nnd 
clcvc•lopment pall •rns. There will be three mnjor 
comporwnts in the second phase progrum: cconumics, 
demography nnd manpower, and community sl11cJ ies. 
The principal projects, models, Rnd pPlicy npplicutions 
wilhin I he> thn .. nreas arc shown in Figure 13. Thnt 
fi~urt• also ii lust ralPS lht• rclnlionships nmoni:; I he \'nnous 
µrogrn m 1.' l1nnc11 ts. 

Economics Progrom 

Tlw l'Con omk mocl1·ls cl1•vPlopt!cl in Phns1• I of ~1 ,\1' 

will lw rl'f1111·cl tn fot·us on till' d istrrbutlo n:ll n~ 1wr1s o f 
1•1h•q cy <l1'wlop11w11 t in . \l a 11 ~rn. ~tud ll•s o( 1•ami11~" In 
f. JWl"i (it• 111<.hi:.t m • and 01.·cup.1tion ; will t•XI C'1HI I ht• 
1111dl•h' 1•;1 µ .1h 1llt11•s t1l 1•:. t inw11.• thL• impact u( 1'lt1110 111 lt-



growth on the distribution of income among differen t 
population groups and regions. In the area of fiscal 
policy, tax mcxlels will be constructed to project the 
effects of tax changes on income distribution. On the 
expenditures side, the distribution of costs and benefits 
of different types of expenditure programs-such as 
health, education, and resource development-will be 
examined. Price studies will be aimed at determining the 
causes of changes in the level of prices and of changes in 
Alaska prices relative to the rest of the nation. Link~ . 
with the models being developed within ISEG R's Alaska 
Transport Systems Development Study (funded by the 
U.S. Department of Transportation) will be particularly 
important in the price studies. 

Energy studies will update the inventory of Alaska 
energy resources and will use the more detailed 
economic models tu examine the impacts of alternative 
energy development scenarios designed lo bring Alaska's 
energ• · resoun:0 s into production to meet national 
needs. An Alasl:a energy system model will be 
constructed and links will be made with national energy 
models. Particular strength will be brought lo these 
slue.lies through the energy research being carried on al 
lhc National Bureau of Economic Research's Computer 
Research Center. The various energy systems models 
will be used lo explore possible Alaska responses lo 
national and local energy dr!mancls und tu examine lh<.' 
brand economic, cnvironmrntal, nnd social tradc·offs 
involved in energy dcvclopmcnL. 

Demography and Milnpower Program 

This program, n principal link belw~en the cconnmic 
studies and lhc communily studies, will consist of thret! 
components: busic sludics of populalion change und 
migration, manpower studies, and special studies o f 
Alaska Native mobility nnd manpower problems. 

Pupulutiun nncl migrnlion studies are, essentially, 
important rpfincments o f Ph11st• 1 work, which will rcsull 
in disnrtr:rcgaled regional populnlion models. Regional 
lubor force p1trtidp11tion rules will be clcvclopecl u11tl 
in terregionnl m iRraLion ns well as putlurns o f migrallu11 
to nnd from Aluskn will be cxumlnccl in detnil. 

M1111powt•r sludil's will be necessary lo the economic 
prO{!rn.m's study of incotnc clislribulion as well as to 
othor l'lements of this 1md 'h • community slucl ics 
prn~ram. ltegionnl economic growth will bf' tnmslatecl 
into sch<!dules or occupulionul dcmmHls (via Lho 
industry /occupnLion matrix developed in Phasc J) , 1111cl 
lnhor suppliPs will l.>c projected by combining 
population projcC'l luns with occ11patio11nl pu1ticiputio11 
rnLl'S. Supply·dvmnnd imbuh111cc•s will be key inputs lo 
m11 11powN plnnnin\;. 

Alusk11'11 Nnlivl' pupulution responds gcncmllly to 
different fuclori; lhon does the non·Nulivc population 
and rt!qu lrcs 11 special fitudy focus. Thus, projC'ctions of 
rcuional populution nnd luhor suvply will need Lo bf' 
diso~mrc~utcd by rncc. Also , udclit.io1 ·ti information, 
throuch survey rcsC'mch to be undertnkcn ns pnrt of thl' 

community studies, will be r ed about Native 
mobility patterns and re1~.cd socioeconomic 
characteristics. These data , combined with projections 
from the economic and demographic models, will be 
used to produce projections of Native popu.lation 
movements and indications of their economi-; and social 
effects on Native villages, which is one major concern of 
the community studies program. 

Communit.Y Studies Progr~rn 

Economic and demographic change models, and the 
energy, migra tion , manpower, and related studies, will 
provide the broad development context and ·specific 
dala inputs to the community studies component of 
MAP. Community studies, in turn, will : 

• Provide policy alternatives that can be tested by 
the models. 

• Contribute greater refinement to economic and 
population (especially migration) analyses. 

• Add an important qualifying perspeclivc to 
projections of an apparently smooth path of 
economic and population growth. 

The community studies program consists of two 
projects: urban ization nnd human setllement, and 
community behavior in respom-e to rapid economic 
growth. 

The urbanization and human settlement project will 
be closely linked to the demographic program, and 
analyses will re fie cl lhc cff ccLo; of alt,t'fnulivc rules anti 
likely locutions of growth projected by the economic 
mod ·ls and energy dovclupmcnt scrnarios. Jn uddition 
Lo statewide anulyscs and development of Hll 

nrbunizntion modnl, studies will focus on: 
• Tho r.ffccts of economic und demographic 

changes in Alaska'i; nwtropnlitnn center 
(Anchorngc). 

• Prospective chan~es in the pntlcrn 11nd chnrndN· 
o f Native villngc~ communiti ('s. 

• Alternative pnLLcrns of resource devC'lopment 
communitlt!s. 

Tiu' lntlrr will pay purliculnr allcntion lo spcc iol 
environmental fnc.:Lors relutcd l o ttrcli c 1mcl sul)llrctic 
environ men Ls. 

Community behavior studies will examine: 
• 'l'hC' effects o f Lhc oil hoom on sp<'cific 

co11m11111 it ics. 
• Thro oil boom hnpncL on Nutive villages. 
• l'osl ·hoom community 1·codjustnie11t. 
Pnrt icu lm· nll<'ntinn will he ~iVl'11 to study in~ the 

llCCll l'U<'Y 0 r prNI i c t iOllR of boom and post.ho o m 

prohlums, N t.ive cmploymrnl and mi1rratio11, l'ff<'clb on 
111101·111 iun or n•sotm:cs, nnd "rr<'clivcncs11 o f nltcrnt1tivc­
poli<:y rt•!lpOll !ll'S. 
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The I nslilute of Social, Economic and Government Research was cstabl ished in 1961 ror thP pmpose 
of conducting interdisciplinary research in lhe social sciences and related fiplds. The inslilule is part of the 
University of Alaska and is located on the Fairbanks campus. In addition to lhc 1\/a.-;/w Reuicw of lfosi11ess 
a11d I:.'co11omic Co11dilio11s, the inslitule publishes ISEG R Report . .;, Occasio11a/ Paper.-;, Re.~carc:/1 Notes. und 
otlwr special puhliculions. Recent institute publications arc listed below: 

REVIEWS REPORTS 

( Frt•c• s uh::.cri ptinn upon req ucsl) • Alnsl:a 1'11blic Policy, rdilrd by Gordon S. 
Harrison ................ . ............ $5.00 

• "Oil nncl Gas Hcgulalion in Alaska," Tim 
llradnn • J\ lasl:o l?ipc!linr Urpor/, A rlon IL Tussing, 

George \\' . Jlc.1gr•rs, nnd Victor Fisclll'r .. . $5.00 

• 

• 

• 

• 

• 

• 

• 

• 

• 

"Agt> and Hucr by 1)rx CharnCll'ristics of 
Alaska's Villul(r Populalion," Hon E,·ans nnd 
Pl'~gy Hayhcck 

"Eslimnll'<I Gross Stale Product for Alaska," 
David T. KrrsJ?<' :111d ~lonicn Thoma~ 

"Al:tllka Economic Growth, Hlli1·1972," Da\·id 
T. l\n'~l(I' 

"Co11s u111 r r l'ric1·s, l'l•rsc111a l l ncoml' ;11:d 
Enrnlni:s in i\ la~J;a," Arion R. Tu~sing and 
~tnnira Thoma~ 

" Eslimntc•. of 1\ laslrn Gross Prorlu cl Jly HeJ!io11, 
19G5· 197:l ," i\ lonica E. Thomas and Earll0 111• 

C:uocl win 

"Flscnl l>nla fo r Alaska," Neville 0. Bl'lwrlr 

O<.;t::/\SIONAL P/\PERS 

l\'f/1/l l(1• "1111111i:1•1111 •11/ 11111/ 1\ /as/:11 l .11111/ lfsc• 
/ J1· 1'i~i(ll 1 ,.; , Hnlll'1L II. \\'<'1•ch·11 •..•....... $ 1.00 

f :q1111/i:u / i1111 11( / ,ocal (;111•1•r111111•11/ / frt•1•11111•.\ 111 

1\ fo,, /:t1, Hll'l111rd \\' . C:11rn 1•tl. 111. •• •• •••• $ 1.00 

N111 //11• r11 f:.~ 1: i 11111 l .1111• \1'11y., 1111tl '/'/11•1• 

llrlcili1>1 1 ~ /1i11.~ /11 ( '1111/1·111p1ir11r,\' /'m/1/1 '' ' 11( 
"/111,, Ji ./mli1·I'," Arthur E. llippl1·r u11d St 1•ph1•11 
(;111111 •.•• . ...•••••••..•••.•••.••• • •..• $ 1.00 
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INTRODUCTION 

This paper wlll seek Lo evaluate lhe fi1rnncial viabilily , us;ng a variation 

o( the standard 13cncl il Cosl /\i1alysis (!' . [.)method of nn allcrnativc 

pipeline for the Lrunsport of the Slulr.' :-; (1/8~ royall.y share of Prndhoc 

l3ay natural gas Lo lhc lnterio:· o( J\ lasku . The v i ew wi ll be Lhat o f the Slate 

as a potential inves tor (Pennnnenl Fund Use) in such o venture. 

HISTORY 

There arc now t.llree (3) cc11npclin9 rouL0s f.or the de l ivery o i natural gas 

from the NorLh Slo pe· Lo LIH1 lower tl 8 Stales : 

1 . /\rlic G t1 s 

l. . 1: 1 Pu so 

3 . Nor thwcs l Pi pc ! inc 

Only the ll1 llc r two (2) propo .ti l s wou .d rnnl: c uvuil<1bl c energy und feed stock 

lo the Stcil•' dnd prinrnr il y lo th e inlc r io1. 'lhc /\rt 1c Pro posu l If succcss fu 1 

wou ld ncc:c."'!;si l<Hr: 11 11 nltcrnn l r. dc l ivL!ry system sim iliH to tlwt proposed 111 

th is Pil prr . 



PROJECT POTENTIAL 

This pipeline as with any similar system must have a use for the 

products it transports to be considered for potential investment. The 

interior of Alaska is in dire need of low to moderate cost energy. However, 

this in tlO way could justify the need for an alternate pipeline. Less 

than five (5) percent of our share of the reserves could be used for 

energy needs . The development of a petrochemical industry as a 

symbiotic partner would then follow. Since this would be the major 

customer an overview of its potential and costs is necessary. Using 

the estimated gas analysis provided by the producers, we arrive at the 

volumes of natural gas liquids shown in Exhibit B. As you will note, 

Alaska's royalty share of ethane alone Is sulficient to support a 

500 million pound per year ethylene plant, based on an 80% yield factor. 

If propime is included, Alaska by itself has almost enough royalty 

feedstock for a billlon pound per year olefin facility. This would be comparable 

in s ize to the largest worldwide fncilitles now under construction. It is 

quite possible, however, that when n potrochmnical project is developed in 

Alaska, thnt one or more of tho oil compnnies who control the remaining 

LPG fractions at Prudhoo would be :i .1 nctlve participant nnd would nssign a 

shnre of its LPG to the venture. 

LPG supplies to petrochemical plnnts in the lower 118 will conti nue to 

decline in rough prnportion to the prcdict:..1blo dee-lino In nnturnl gas 



production. Spokesmen for the petrochemical industry now flatly state that 

no new olefin plants based on LPG facilities will be constructed. All of the 

new l :, including several that are now under construction, will have to 

employ naphthas or gas oils as the feedstock . Olefin plants using the 

heavier feedstocks cost at least 50% more to construct than if ethane or 

propane were the raw material. Another disa. ... vantage for plants using 

naphtha or gas oil is that a very brond spectrum of products is pr(j°auced, 

ranging from methru1e n.nd ethylene all the way to heavy f ·1el oil. While the 

yield of ethylene from ethane is around 80%, it is 011ly 25- 30% for naphtha. 

Any company desiring to produce ethylene today would be most fortunate 

to have a secure, economicnl long term domestic supply of ethane and 

propnne s1~~i1 as should be available in Ala;:ika in the near future. 

LtJt us cons Ider the range of potroohem !cal projects bnsed on 

natu1·a. gas and natural gas liquids that could be established in Alaska. 

There are only two mnjor petrochem ical candidates that are manufactured 

from natural gas or methnnc: ( 1) ammonia nnd Its derivatives , and 

( 2) methanol nncl its derivatives . Both products arc hi gh volume 

commodities. By 1980, ccnsumption of ammonia In the U.S. will 

reach 21 , 000, 000 tons of which 75% will be consumed ns fe r tilizer 

nitrogen and 25% will be used to produce industrial chemlcnls . 

Worldwide cons umpti on by 1!)80 wi ll be close to l 00, 000, 000 tons. 

Unfortunntely, nmmonin does not nppenr to be a very good pros pect 

for Al:iskn for the forcsecal>lo future. Tho m:1jor problem seems to bo 



one of excessive production capacity combined with rather poor price 

prospects . 

The situation for methanol is s imilar to ammonia. Without going into 

details at this time, I would also categorize methanol as an excellent 

future possibility. 

This brings us to the LPG fractions; ethane , propane and butane. 

I believe that the n1ost experienced venture development specialists 

would identify the establishment of n major ol efin producing complex 

as a µrime commercial opportunity for Alaska. The principle olefins, 

e thylene and propylene, have become the. major building blocks in 

mn.nufncturing a wide range of synthetic r os ins nnd/or orgnnic chemicals . 

Elhylene would be produced by s team crackin~ of eth:me; and propylene by 

crncking propane . Nnlurnl gns would bo used ror fuel . 

Ethylene Ii:; the s tarting r nw material (or the two largest volume 

synthetic rosins or plas tics . ns they nro more com monly onllcd, 

polyethylo ie ~ nd polyviny l chloride. Tho lnller Is ~enornlly referred to 

ns PVC . In l!J7G , npproximntely 750 mm. ton!:! of polyethylene nnd 

1200 mm tons of PVC were produced In the ll . S . Oy UJ 0, those 

volumes nrc expected to rcuch !lO mm mHl 1300 mm llJY. 

1·ospectlvoly. Tho worldwide growth r:-ito fo1· polyothyleno I s es t:-ibll s hod 

osll malcd nt l 0% :mnunl ly. By 1 980 , l 00 new h I ~h dons I ty polyolhyl ono plltnls 

wi ll he nocdod, nlong wHh an equnl numbol' or low clons lly units . 

Tho product 1on of polyethylene in 1rnlollllo plants 11ppo:n·s to bo tho bes t 



first choice for converting the ethylene into finished commercial 

products. The satellite plants could produce low density polyethylene 

which is used to produce pliable sheets and films and soft containers . 

These plants should be located in the Anchorage area to take 

nclvantnge of the international traffic. 

In rough round numbers, a 500 million pound per year cthylene­

polyethylcne complex such us I have jus t described would require an 

investment of at least $GOO million; $250 mlllion for the ethylene 

pln.nt and $250 million for tho sn tcllite conversion plants. Such a complex 

would provide diroclly 300 to '100 high quality jobs Including n high 

porconlngc of technical people -- poss ibly ns many ns n hundred. 

Il Is possibl e lhnt a l:ll'ger billion pound po1· yonr ethylene pltmt 

might prove to be cconomlcnlly fom;ibl o. 

/\ second phnse expnnslon progr :1m mli.;ht logicnlly involve 

a cl'ncking plnnt to produce propy lene from prop:me . Additionnl 

c U1ylcne would be produced ns a co-product. Sntclli to plru1ts would 

inc lude a polypr opylene pl:ml 1111d poss ibly 1m ethy lene oxldo-ethylcno 

glycol unit. Al so , co-polymers nnd polyethylene and polypropy lene 

could be prouuccu. furthe r broadening lho product lino. These fne llltios 

would probnbly cost :u1 acldlllon:tl $!)00 million In 1 !)70 dollnrs . 



To provide feedstock for the petrochemical complex, it would be necessary 

to construct large, sophisticated e>..iraction plants to remove ethane and 

propane from the pipeline gas . As the result, propane would be readily 

available to the public, to industry, and to agriculture in central Alaska and 

could be transported in the existing product pipeline to Haines. Universal 

availabili ~y of propane throughout Alaska would be helpful in improving 

llviJ1g standards of the citizens. 

Natural gas would be m;ed as fuel in the ethane and propane cracking 

plants. We could conceiYubly be looking at an ultimate total investment 

of in the range of $2. O billion and n product volume approaching one million 

tons of product per year. Total direct employment w: uld be close to 1, 000 of 

which about 200 could be from the engineering· or chemistry professions. 

These products do not sell by the ton. Rather they sell by the pound -

currently c lose lo 30 cents per pound for tho products which I have described. The 

value added in Alnska will be s ubstm1tlal as shown in Exhibit. D. The present 

value or ethane and prop:U1e from Prudhoe Dny is approximately 17 cents per gallon 

or ubout $79. per ton. Ethylene nnd propylene, the intermediate products, are 

worth nbout $2·10 per lon. Polyethylene and polypropylene, tho finished products 

sell for $000 per lon nml there is no reason thnl a portion of the polyethylene 

could nol be ft1'1her upgi·ndcd In Alns l<n. For exnmplo, n polyethylene nnd 

polypropylene plpo m:mufucturlng plnnt could bo established that would serve 

J\lnsku and the Pncific Co:tsl stales ; or 11 polyclhylcno calendering plant 

could bo hulll to mnnu racturc vnriouA ~l'aclos of film s and shoots . 


