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The second investment purpose is in the non-oil producing Arab world in loans 
and guarantees. Thirdly, in the undeveloped world outside their world, where they 
have done very little and probably will d~ very little in the future. 

Fourth, iE' the investment in government bonds, buying treasury b llls or 
bonds of the U. ~. G0vernment or the French Government or any number of other 
governments in the developed world, and lastly ! .1v2stment in non-government, buying 
hands of corporations and at some future time L;L~esting in common stock of 
corporations . 1hat is not comtemplated at present. 

Dr. Logsdon: I would like to comment on the public's understanding of the 
permanent fund , w~ were discussing that maybe we should invest in a stocking 
factory or mattress Factory so we woulrl have something to stick all developers into. 
That would bf1 one forn of permanent fund . People may not think in terms of develop­
ment bank, but they lo think in terms of putting their savings in a b:.mk. Maybe 
development bank iF the wrong terminology. The World Bank does not ••. 

Member: !he real name is International Bank for Reconstruction Development. 
The short te~m is World Bank. 

br. Logsdon: Then maybP. we should have an Alaskan Development Bank, but give 
it some other name by which it could become known. An1"lther thought I had was that 
since wealth only is created by change in r esources , r~ot resources themselves, but 
the change in either form or place, jn order to avoid a boom and bust there is only 
one way, that is to broaden the economy based on resources, based on change of 
resourcei::. 

Mr. Pihl: I think we have a 111t to work with. I view the Yhole program as 
one of managing asRets. My own preference would be fishing. Anothe r would be 
emphasis on increasing the standard of living, helping communities with projects of 
development:. 

Mr. RhJdes: If the State of Alaska were to set up a wine industry in Nome . 
made greent~ousea , import the grapes ,tha t would diversify the economy. 

Hr. Ri~hards: You engage in t hose enterpri ses , which in the long run, Aloskn 
has a co01p11rntive advantage. However, t hat is really not answering the question. 
Taking the case of n petrochemical plant, nevertheless, Alaska has no comparative 
advantage at the present time or even in the (oreseeable future ln the petrochen1ical 
industry. However, the construction could be subsidlzcd by l ow interest rate louns , 
gifts of property , to make a petr ochemi cal plant viable. If the existence of that 
plant then ~enerated ancela ry ac tivi ty, thnt may in fact bring about a continuing 
viability. 

Mr . McUowcll : The dollars s pent for those products remain in the State a bit 
longer, then perhups a secondary tertiary benef it will provid ~ enough to accomplish 
something. 

Mr. Wohlfarth: Any development loan bank thut Js cr•utcd 'JOuld btl able to 
invest either on nn equity or a net bnsls , only o percentage of n given projec t, the 
discipline of forded by the necessary other privutc s ource would be n br~nk in Rnfe­
guard on the effi ciency of Jts investment. 

Mr . Richnrds: There ..,ould be praci: tcal 11m1tnttons on the nmouuc: of debt t hot 
could be inve9 ted and those would Le govorncd by .. .'· e market • If you looked Cor 



external sources as wel l, the amount a development bank woul d invest in an equity 
is what you would be concer ned with. You certainly don't want to own it all, 
even though the public might own the development bank. 

Mr . McFarl and: I think we better set up some priorities. Thi s i und we ' r e 
talking about, basically, is going to go in i ncome producing - - the income produced 
will go to the State, the principa l wil l r emain with the fund. In inv~sting this 
f und, we have long range goals that will develop a broad range economy , also some 
short ones, such as mortgages. There e~e other s available, but you have to make 
the decision if you want to shut off any outside capital. I t hink you have to do 
something that the people see that there i s a need. That could be mor t gages, 
and the second might be promoting the bonds, etc . 

Mr . Gallagher : We talked about the role of t he permanent fund, we shoul d now 
t alk about the structure - - how peopl e view the structure of the permanent fund; 
some of the drive lines tha t might go into making sure that all the ·processes, all 
bases have been touched i n making l oans . What sort of structure is best to keep out 
unwarranted political influence . Not that political influence is oad, but the 
proper political in f luence in a policy direction. 

Mr . Wohlfarth: It seems to me the problem in Alaska is quite different from 
the problems in South America have been. We are a highly democraticalJ.y oriented 
state wi th a maximum personal access to our legislators . I am speaking ·1ery frankly 
of my own point of view, wi th people having expectation and in many cases the 
r calizatlon t hat they can get t o a legis lator and talk to him and achieve ~ r esul t . 

I t hink whe re t her e i s a problem or an opportuni ty, we will have to recognize the 
ot ruc t ure of fl deve l opment loan bank . I f you will contend with this issue in a 
democr a tically oriented s oci ety you would have to face the very realistic fact that 
in Alaska a borrowe r fo r bus iness woul d feel that he has an entitlement to a parti­
cular loan and would want access to that . Within that context, you could build an 
effic i ent development l oa honk. Pleaae don't take what I s ay as makine a value 
j udgmen:: . 

Mr . McKi nnon : Nor t h Dakota has a sta t e bank. British Columbia has a s t a t e 
savings and l oan and t lmaglne t hey have gone t hrough the s ame problems. I t would 
be lnL~res ting to l ook a t t heir experience , s ee wha t safeguards they have built int o 
t heir systems. 

Mr . Wohl fa r th: The Nor t h Dakota bank i s s t i ll pretty smal l . I t ' s not a big 
opern t i on - mo r e a crop loan ope ra t ion. 

Mr. Cal lagher: That bank haa invested Di t hings t hat mu~~ s ens e in North 
DakoLa. I t hi nk it haa mostly i nvested i n guatant ecd l oans by the Fede ral government, 
SBA sore or l o ns . 

Mr. Wohlfarth: [ t hink t he repr uscntnt ives nnd pol l tlc ians can have r enl lnpo t 
hccauoc "nch one of these develops in 11 t.l if fe r ent s ocial pol tt 1.cnl context. The 
South Arner icon count ries have real di cLator ships. I t' a go t t o be difficult to run 
an c ff i cicnt l oon program chcr o . In Cnnnda you' ve go t govc rnmcrit r espect . 

Mr . Cr ucning : You -we re tnlkin~ llbOuL nr ens wher e t he permanent fund could 
i nvest . l have t rouble t hink i ng about t he managcm.:?nt nspcc t without t hinki ng about 
some of t ho ore11 s t hat might go i nt o LL. l Lhink Mr. 9arnes ment ioned t he s ll.v inga 
por tion of Lt. I think, a t l eas t i n t he l ni t i nl d~cnde, t he permanent f und s houldn' t 
devise methods to pu t t his nll l nto l ong te rm inves t ments. Ther e ough t t o be some­
t hi ng to t 1tke ca r e of t ha t cycli.col probl em or t he problem that i. t1 unfo r eseen. 
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One of the criticisms of the permanent fund is the dedicated fund. If there 
is a portion of the fund which is made and just held as other state investment, 
there already is a statutory theme for devising it, so it is liquid. Then the other 
is probably a substantial area. I immediately think of the traditional resource 
development, fishing and timber, but maybe there are other areas that there is a 
comparative advantage because of some other source of power or something. 

Mr. Gallagher: If you wait and only talk about: management until you've got 
what you ;lnvest in -- even before you decide what yoll are investing in, you have to 
decide what the goals are. I think some of the management structure is tied i n, and 
the process you go through to insure you deliver that product out the other end 
in some sort of coherent fashion that would have an adequate structure to meet a 
variety of things that may come to the future. If you predispose that we are 
going to have a veterans loan program then you don't need a management structure any 
more than you have right now. If you want some flexibility for the :future, you are 
going to have to design it at this point. 

Mr. Gruening: If you find that Alaska has no comparative advantage over anyt'h.1.ng, 
that solves your problem about economic investment. They are all social in nature. 
Like the Alberta Heritage fund. They divided it percentagewise into area. I think 
before you could establish the percentage you have to look at what is available to 
invest. The e~onomic aspect of large projects are not something that are feasible 
and in the near future you're looking at the social area. I'm not making any con­
clusions yet, just wrestling with an approach. 

Mr. Wohlfarth: I agree. I think, just for purposes of talking out load, it 
might be that a structure was created, a board appointed, and a positive dictate, 
not to invest in anything for a year's time, until these questions ar.e answered. 
I think you have to appronch ;hi~ without presuppositions as to what types of invest­
ments are necessary. Cer t uinly , a giant hydro project, as large as this f und might 
be, would literally eat it all up in four , five , or t en y~ars. 

Mr. Pihl: The resolution says at least 25%. How is that percentage going to 
be set? 

Mr. Gallagher: The legislature has the authority to go with a number less or 
grea t er than 25%. Maybe we should talk about how this investment advisory committee 
s hould work. In the Governor's letter he asks tl1e Department of Policy Development 
Planning to bring to this committee some of the Governor's id eas on Alaska, Inc. 
Where would the committee like to go from here in the way of consultants? We have 
consultants he re. What are the questions you w11nt to know that will help us define 
their mission here. 

Mt" Wohlfarth: Whethel7 they see it a t ough priority study issue, the question 
of potential i nveatmcnts in Alaska and what the nature , size, composition , et(:. I 
would also like to see a little more def tnition on different types of structu}:es, 
and what they mi~ht fe~l -- at least suggested range of structures in Alaska ·~- I 
gueus t'm Haying t want th~m to do our work for us. 

Member: ln th11 1: r egard, we intend to provide this committee with n det.1iled 
a•u1lysls of ench of these funds, and comparisons can readily be made. 

Mr Wohlforth: l would be interested 1.n what the northern countries such as 
Norwa.t~Sweden, etc, have done. I s there any case studies on nations in geographic 
areAs that ore more analagous to ours thon Puerto Rico? 

Member : Absolutely. 

- 26-



Mr. Edenso: Apparently the public does not know what HR-39 says. HR-39 says 
the permanent fund ' s principal may be invested or will be invested in income earning 
projects, opportunities, or investments . That pretty well states what the permanent 
fund will do. I can't see any person voting for or against a permanent fund without 
understandi ng what they are voting for. We understand there will be 25% oil revenues 
and royalties -- oil revenues set aside for a permanent fund which will be used to 
invest into different income earning opportunities . Something should be done about 
educating the public. 

Mr. McFarland: What are the present sources? Did I hear about $120 million 
a year? 

Mr. Edenso: The veterans ' portfolio is $110 million and it would run about 
$50 million annually. That money is coming from the general fund . It is mandated. 
Any loan ~hat -he veterans make the Department of Revenue has to purchase the paper. 

Mr . Gallagher: The pension funds are $290 million in size; we have $80 million 
in loan mortgages, about $20 million of that is in commercial property and $60 million 
is in dwellings. The pension funds will go from $290 to $350 million in size by the 
end of the year . In the general fund there is $450 million, $110 million in 
veterans loans. We have ~nether $20 million in ASHA loans and purchases of AHFC. We 
have $27 million long ter .n deposits with banks in Alaska and they will s tart running 
in 1981 through 1985. T11at was part of that 14 year program. We have $9 million in 
fishing loans; $5 million in agricultural loans; $200,000 in Native Corporations, 
and $8 million in municital loans . 

Mr . McFarland : We really don't have any problem of where we're going to put 
our money until fiscal 1978, is that correct? I think this committee should take a 
position for or against a permanent fund. That might be a place to start. 

Mr. Wohlfarth: I move that the committee support the amendment establishing 
the permanent fund, 

Mr. Gruening_: I'll second that. 

Mr. McFar l and: Moved and seconded. Any discussion? Any objection? 

Mr. Gruening: What do we tell the publJ.c , aside from the fact that we support 
the Cun<I. l get the feeling 1 even though a lot of legislatoro will want to act on it 
righ t awny, you're looking at least two or three years before you have enough to get 
into any of these areas , the social er just purely economic. 

Muybc one of the reconuncndations, aside from .1ust a broad general area thac the 
fund could hnvc multipurposes is that the legislature may take more t han one session 
to l ook at it . I think it would be a political mistake to devise a lot of things 
that may not agree with what the people have in mind. There is also a11o ther area 
that ls intereating . What do you do with the income that lt says will go into the 
generl\l fund , that was how it came down from the Governor, unless otherwise provided 
by law, which would enable the legislature to either dedicnte those revenues for t he 
specific purpose or to require them to go back into the permanent fund , or to have 
a dividend check to every Alaskan. 

Mr. Callagher: When you actually look lit Alaska , !nc. . i.nd look at what ls 
meant by Alaska, Inc ., you nre really talking about not the investments that RO lnto 
the bank itself, but about the income that comes off the fund and how you could use it. 
Jim, do you have any comments? 
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Mr. Rhodes: I would say, with the staff work that I see ahead, it is going to 
run some four to six weeks. I can't see any further than that. 

Mr. Edenso: I find the Governor is anticipating some sort of legislation. 

Mr. Rhodes: That was on the other side of seeing how large the job is. 

Mr. Gallagher: Administration has two jobs. The consultants having to do the 
industry study question will probably be worked out in the next four to six weeks 
with legislators as to just how we go about developing those industry studies. We 
will come back to this committee with some sense of direction on that question. 

Dr. Logsdon: Is the Growth Policy Council looking at these figures on the 
permanent fund, or state royalty income, or anything like this? 

Mr. Gallagher: No, I don't know what their exact topics are. 

Mr. Rhodes: No, I was told the permanent fund will be one of them. 

Ms. Lehr: It is certainly considering the permanent fund as one of the issues. 

Mr . Edenso : My other job was investment opportunity, the potential for a bond 
fishery in Alaska. That seemed like a natural for something like the permanent fund. 
You couldn't ask for better timing. Passage of the 200 mi~e economic zone bill in 
Congress, and becoming effective in March 1977 changes the posture of all the people 
fishing out in the ocean. 

Alaska has the opportunity to begin harvest operations of a total potential 
production volume of between 400 and 600 million pounds of fish. For example, 
Japan imports are catching 80i. of its consumption of fish within a 200 mile economic 
zone off the State of Alaska. That is a substantial catch. Alaska could benefit 
from that. You would also have management capability over the resource; it is 
labor intensive, but it is also capital i ntensive . 

Mr. McFarland: I think we need to get into the swim of things in Kodiak. 
All the big fishermen in Kodiak send their money outside . 

Ms. Lehr: I think you might have a good investment idea , but I think instead 
of talking about specific investment we should wait until the cornmittec has the 
information on which to evaluate. 

Mr. Wohlforth: We can 't help but speak of specific investments. My pitch is 
that we indeed address the specific problems first . 

Mr. Edenso: 'l'he question is put to you, then. Where are Alaska's major 
industries? 

Mr. Richards: l think when you look at potentials you have to give that a lot 
of thought . For example, there is crude within t he State - - very seriously conaider:fng 
a Bt~el mill, because of the availability of natural gas and raw mater ial. 

Mr. Edenso: If you can't approach it from that direction how about approaching 
it from t he kind of vehicle or organizational structure that you might contemplate. 
What kinds are available, what kinds have been used? As you picture it, how wl.11 
funds flow through the St ate to finally arrive at something called "permanent fund." 
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E.r. Logsdon: How many more people woul d it take in ~evenue to handle the 
per manent fund as a separate entity? 

Mr. Gallagher: I don't know . If you made vacat i on loans it would take about 
500 , i t depends on what sort of inves t ment you are investing in, whether it is short 
term or a small ticket item. I think the Small Business Loan has five loan officers 
and five loan secretaries, the veterans loan has 27 people . 

I think that will vretty well wrap things up. We will not set a meeting until 
we get some sense of readiness by the consultants. Jim will develop a paper and 
circulate it to the committee . Maybe it could be something that could be put out 
to the public before election time. I don't know if we will hold the f.inql approval 
on that until after we meet the next time or we circulate it and get everyone's 
comments e.nd then move. 

/ 
I assume there is a need to get it to the public twenty or some days before 

the election. 

Mr. McFarland: Any other business? If not, we'll adjourn. 

Meeting adjourned at approximately 4:00 p.m . 

~e Secretary 

ATTEST: 
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CERTIFICATION 

I, JIM EDENSO, Executive Secretary of the Alaska State Investment Advisory 

Conunittee, hereby certify that the foregoing Minutes of the August 26, 1976 

meeting of said Committee duly called ani held at Anchor1ge, Alaska, on said 

date, are a substantial verbatim extra~t of the recordjng of the proceedings of 

said meeting wil <1 deletion of insubstanti.al matter and changed only to clarify 

the statement. 

~~ 
C::::::-,......,Jim Edenso 

Executive Secretary 



ADDRESS TO THE STATE INVESTMENT ADVISORY COMMITTEE 
BY STERLING GALLAGHER, COMMISSIONER OF REVENUE 

OCTOBER 13, 1976 

I . I would like to welcome you to the second meeting of the State Investment 

Advisory CommitteP concerni ng the establishment of the proposed Permanent Fund. 

Th2 l ast meeting served to introduce the new members of the Committee and to 

initiate the process of establishing the Permanent Fund. This meeting will allow 

the Committee the opportunity to begin evaluating the work currently being under­

taken by the Consultants for the Permanent Fund . 

Bob Richards will further describe the State's economy b;t'providing a 

~ectional analysis of each segment. His input will al low the Committee to begin 

focusing on the potentia~ent -;pportun1~ available in Alaska . Information 

of this nature will be useful for considering investment policy. 

Price W~ terhouse will present their report on the organizational structure, 

management and control of existing funds which currently undertake the administration, 

management, and investment of large development programs. Their report compares 

the characteristics of funds whi ch are similar in nature to the proposed Permanent 

Fund, e.g., the limitation which permits only income earning investments. 

White Weld & Co. will present their report on existing permanent funds. 

Characteristics of these funds will be reviewed and outlined for the committee. 

II. The Governor has asked the S. I.A.C. to actively pursue th~ establishment of 

the Permanent Fund . This committee was expanded to include a broader base of 

Alaskans to provide a greater breadth of ideas and input for establishing the 

Pennanent Fund . 



There has beP.n some concern expressed i n the new media that the SIAC has 

become a "powerful board." ihi s is a bas i c misunderstanding of the SIAC . The SIAC 

i s mandated by statute to advise the Commissioner of Revenue on investment policy for 

the State's funds . The use of the SIAC for t.he Permanent Fund i s an exception and 

the expansion i s intended to be temporary. Upon the event that the Permanent Fund 

is establ i shed it is anticipated that the SIAC will r~turn to its previous status . 

III. There has been much concern expressed concerning the goal s of the Permanent 

Fund. Let me share wi th you at thi s t ime my vi ew on the potential goa1s of the 

Permanent Fund. Bri efly, I see three major goals of the Permanent Fund: 

1. The Permanent Fund could have as one of i ts goals the strengthening 

(l of the State ' s economic base. Th i s could be accompl i shed by adopti ng policies 

.. ~for the i nvestments which tend to stabil i ze the economy - a flattening out of 

(J)JY ~ the so-called peaks and troughs in the economy. Investments into renewable 

resources using non- renewabl e resource funds will help future economic condi t ions. 

Po li ci es which tend to reduce the seasonality~mpl oyment would provide greater 

empl oyment opportuniti es fo-~lask?Je be~fhe Permanent Fund 

should reach a broad popul atien base of t he State. 

2. A second goa l could be to provide assistance i n the area of community 

development. This idea fa l ls with in the broad population based concept . Ass i stance 

in communicati on development, housing assi stance and ether socially related programs 

coul d be goal s for the permanent fu nd. 

3. Finally , a t hird goal cou ld be to support the "savings account" concept. 

Thi s would affect the economic growth of the State and al l ow for greater se lectivity 

and participation in future development. Additional benefits would be deri ved from 

direct tarnings received on the f unds . Fi nal ly, this could provide a "cookie jar" 

for the ciccas i ona l ra i ny day . 

........................................................... , ~~ .................... .. 



IV. Many people have expressed concern for safeguarding the funds. There are 

many ways of developing safeguards and some of these have been traditionally used by 

other organizations with similar responsibilities. Safeguards are generally provided 

procedurally through the management and control of the organization. 

Management provides safeguards by building checks and balances into the decision 

making process, e.g., a loan committee in a bank; limited lending authority; banking 

and cash handling procedures, etc. A further control is the use of generally accepted 

accounting reporting and auditing procedures. Annual audits are very effective check 

on ma11agement activities which enhance greater control procedures. Further, public 

reporting requirements on a regular basis greatly inhibit the misuse of funds. 

V. A bri ef revi ew of our activity will establish that there is a ···"\ jar effort by 

the State to establish t he Permanent Fund: 

1. The coopera ~ion between the administration and the legislature 

to establish the Permanent Fund. 

2. The use and expansion of the SIAC as a human resource pool to 

develop the Permanent Fund. 

3. The hiring of consultants to provide research and data relevant 

to the development of the Permanent Fund. 

4. The use of the public forum, the Alaska Growth Policy Board, to 

carry the dialogue of the Permanent Fund to the general public. 



STATE INVESTMENT ADVISORY COMMITTEE 
WORKSHOP ME~TING NOVEMBER 16, 1976 

Minutes of Workshop of State Investment Advisory Committee, 
held on November 16, 1976, in the conference room , Department of 
Revenue, 509 Nest 3rd Avenue . 

In attendance were: 

Eric Wohlforth 
Dennis Waldock 
Jamie Love 
Dr. Charles Logscton 
Jim Edenso 
Commissioner Sterling Gallagher 
Mr. Jim Rhode 
and others 

The meeting was specifically called to conside~ the structure 
of the entity to be developed by legislative enactMent for 
administration of the Permanent Fund. 

l. Dr. Logsdon read a paper which outlined certain 
issues to bP. considered in deve loping a suggestr.d structure. 
He noted that there should be accountability of the board 
or boards, but that the boaras should be free from political 
pressure groups. He sug<Jest.ed initially a board structure 
with the Legislature sitting as the primary board to consider 
pol.icy. In addition, he mentioned the desirnbility of a "secondary 
board" also to determine policy matte1·s and a executive board to 
administer the specific investment programs. 'l'he issue whether 
the structure should be within or outside of state government was 
discussed , and it was noted that a structure developed outside of 
the existing state government would ins11latc the administration 
of the fund from political change through e l ections. The 
question of management of the (und and where operating money 
is to come from was discussed. Under this hcnding the question 
of either direct appropriation by the Legis lature or permitted 
use of fund income for operating expenses wns noted. 

2 . The suggestion of a policy board along th ~ lines 
of the Price Wuterhouse suggestion of a citizens board wns 
rejected since such a policy board, it was f0lt , would have 
too little power and oversight function. It was noted that 
there should be a separation of policy and line functions 
in that the Legislature was a policy making board in fact. 



Mr. Gallagher noted the World Bank policy of sector analysis 
in making loan determinations . l>1r . Love noted the desi:r.abili ty 
of two boards below the Legislature which would provide in 
his view both double accountability and a proper check and 
balance. 

3. It was determined that there should be a closer 
examination of the existing state loan programs, such as the 
Veteran ' s Loan Program, the Tourism Loan Program, the Small 
Business Loan ·Program and an evaluation of the effectivenes s 
of theP~ programs. There were queries as to the existing 
managen. nt structure of state loan programs . 

4. After considerable discussion, it was deterP1ined 
that there should be a policy committee, composed of two legi­
slative members, two cabinet officers and seven members of 
the public. The policy committee would be Alaska resia.ents , 
appointed by the Governor, subject to legislative confirmation, 
if this is constitutional. All the mf>..rnber.s would serve four ­
year terms {initially staggered) , and would be removable for 
cause. The functions of the policy committee were outlined 
as follows: 

(a) to perform sectoral analyses in .areas of the 
Alaska economy . 

(b) to provide financial audit and operational 
analysis as well as program evaluation. 

(c) to provide an annual report to the Legislature 
and to the public . 

~ d) to provide for an annual budget of the opera­
tion~ of the fund. 

(e) it was not decided , but suggested, th.:\t the 
policy committee have loan approval authority over loans 
of certain amounts. 

(f) the policy committee should develop a program 
for its subsidiary management board. 

5. 'l'he policy conunittce should hire and fire 
the chief operating officer. It was suggested that the chair­
man of the board who would be electecl by the board itself, 
possibly have a specific staff to perform sectoral analyses. 
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6. It was further determined that there should be 
an in-house staff developed with minimal reliance on outside 
staff. 

7. The management board and its composition were 
next discussed and it was determined after much di£cussion 
that the management board should number five including the 
chief opera~ing officer, and the four other members should · 
be appointed by the policy board. The management board would 
meet perhaps as infrequ~ntly as every :t"~o weeks. It ".'las . · · 
determined' that a policy board member should not sit on· the 
management board and the t\-10 entities would be distinct und 
separate. The function of the management board would be approval 
of loans or inves t ments. It would further exercis·e loan evalua­
tion and supervision. 

8. It was determined that the term "investments" 
meant marketable money market instruments and that loans con­
stituted everything else . 

9. The chief operating officer who would sit on the 
management board would have complete control of the hiring 
of sta ff and the setting of salaries. The staff would have 
at least four separate functions which would include a) internal 
audit, b) post audit, c} disbursement and, d) loan supervision. 

It was recognized at the meeting that the tentative 
structure suggestions were made i.n the context of a development 
bank type proposal. At the end of the meeting Mr. Love suggested 
that the next meeting should concentrate on the necessity or 
desirability of regionalization of the fund, that is whet her 
regional institutions should be established by legislation to 
promote or veto loans within the particular area of the region. 
Mr . Wohlfarth menti.oned that in his view, the activity of the 
permanent fund board should be directed through existing political 
institutions in Alaska as far as possible. He noted distinction 
between public loan programs wh~re there perhaps should be 
complete control and approval at the local level, and private 
develop1tlent loan programs where such local control ~ight or 
might not be desirable. 
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DATE: January 27, 1977 

TO: Hugh Malone 
Sterling Gallagher 

From: James Leva 

MEMO 

SUBJECT: SIAC Permanent Fund Proposed Legislation 

NarES ON THE PERM.AMENT FUND DILL 

page 2 . Section 37 . 13.017 (5) limits the permanent fund from rlaking 
investments in areas where private capital is available. Naturally, 
those areas which attract private capital are the best , offering the• 
hi<Jhest rates' of returns at the lowest risks. The effect of this 
limitation is to force the fund into soft loan areas. The fund 
should be able to compete in t hese areas. 

page 3 . In Sec. 37.13.030 (b), the president of the fund, who is 
really its executive director, is made the chairman of the policy 
board. In my opinion, this makes the staff person too powerful, and 
diminishes the power of the board itself. I feel very strongly that 
the chairman of the policy boa.rd should be chosen by members of the 
board , from their own ranks, if they are meant to be a strong group. 

page S. Sec. 37. l3 . 070 states that the president shall have the 
sole responsibility for bringing investment proposals to the invest­
ment conunittee for a vote. I feel strongly that any individual or 
business should have the right to demand that their proposal is 
taken before the comm~ttee. The president should not totally control 
the flow of proposals to the committee, although she should have the 
ability to recommend against proposals sent to the committee against 
her recommendation . 

page 5 Sec. 37 .13. 080. '!'here is no reason to exempt the permanen'c. 
fund from the executive Budget Act ,---;:;xcept to remove it from normal 

"review of government programs. If there i s a concern that the Budget 
Act does not allow for sensable budgeting of reserves, then it shoul d 
be amended. 

page S. Sec. 37 . 13. 000. Only t op officcrn s hould bo in the exempt 
service. One of the problems with l\.5Hl\ Wil S tha t it was exempt from 
normal civil service guidelines . It became a haven for pcltronage jobs. 
On a federal level, agencies such as cite SEC give employees civil service 
protections . Yet, they nre fully able to attrnct qualified and motivated 
stnff . '!'he permnnent fund necdn this protection to kaep from being 
subject to political manipulations. 



. , 
page 6. Sec. 37 . 13 .090 • . This should read: "The Permanent Fund 
shall ••• " 

page 6 . Sec . 37.13.100. (2). This is another e"ampl e of language 
to keep the fund from making loans attractive to 'the private sector. 
It shoul d be stricken. 

page 6 . Sec 37.13.100 . (3) I don ' t feel that this paragraph should 
be in the bill. Perhaps there could be a statement that the fund 
should not manage projects, but I feel that it should reserve the 
right to exercise its stock voting rights. 

page 7. 37 .13 .100. (8) . The last sentence in this paragraph . · "Ti .. 
permanent Fund shnll be sensitive t o the views of affected local com­
munities and shall include an analysis of those views in proposals 
for l~rge investments." , is. a step in the right direction, but it shoul d 
be worked on more. First of all, consideration should be given to 
giving local government units actual veto power ovez proposals of a 
certain size , which primarily affected their r:onununity., This was .an 
area of much dispute in the SIAC, since 1C1any of the committee members 
felt the fund should be able to finance projects in communi ties regard­
less of the local feelings toward the project . These committee members 

I 

felt that development projects would be hamstrung ir local communities 
were given a chance to approve or disapprove project=- Frankly , this 
line of thinking bothers me , and I am sure that it does not fit in 
with the thinking of the Governor. You could easily have another 
Kachemak Day on your hands. A section should be written wh.:.ch requires 
that local communities be deeply involved in large devel opment pro­
posals which significantlv affect their areas. At a minimum, such 
projects should require the endorsement of local government units. 
If the projects have any merit at all , this should present; no problem. 

1\lso , the bill should require the managers of the permanent funrl to 
work with the loca l governments to evaluate the permanent fund pro­
grams , and to set priorities. Perhaps wordin<J like: "The Permanent 
Fund shall consult on a regular basis with local gdvernment units 
to determine the funds ' goals and priorities . " I believe that 
proviSions like this should be built into the bill. It reallv l acks 
accountability to the public. Nine people nre just given the entire 
responsibility to make too many important decisions.-

pago 7. )7.13.100. (9) . It seems that there should he a li~it on 
this paragraph. What is n financial intermedinrv, .1nd hoir large of · 
lonno r.an they mannge without the ilPProval by tho permanei~ t fund l oan 
conunittco. 

page 7 . 37.13.110 . There has lleen much talk ;ibout us ing the per­
manent fund as security for loan guarantees nnd ociler type of leverag­
ing. 'l'hc legisl ation might consider some initial limits on this. 
Say , to only a portion of the fund or its enrnings. Also, the legisla­
tion might consider s ome limitations on the risk of projects that it 
oxtends guarantees on. 

• 

,_ 
u-



page 8. 37.13.150. We are working on other, more detailed conflict 
of interest and bribery measures , which I will forward later. One 
small point , during the J\SHA investigation, nttorney General Gross , 
determined that the State ' s bribery statutes did not extend to anyone 
but Executive Officials of state government. Obviously, key people 
working with the Permanent Fund should be covered. 

page 9 . 37.13.170 . This section is much too vague. In the process 
of protecting confidential financ ial information , public access to 
records involving loans of public funds , are l imited to: "Publication 
of statistics presented in a manner that prevents the · identification 
of particular r eports , .items, persons or enterprises •• • ", Much 
broader disclosure of loan records should be available . For exampl e, 
recommendations by the staff to approve or dissapprove loans. Interest 
rates , security for loans, repayment scheduals, and other terms. 
Delinquency should also probably be s ub ject to disclosure. Confiden­
tiality should be limited as much as possible , nnd maximum public 
scrutiny should be the policy. The language in this paragraph definitely 
needs work. 

The bill does not state whether or not it is bound to adopt its opera­
ting policies by regulation, via the adminis trative procedures act. 
The SIAC rejected this . Surely this should he required by the.1bill . 
It requires the agency to go through a public process when adopting 
its regulations . The regulations then have the force of law. The 
entire e;:perience with 1\5111\ should teach us something. There, the 
agency was totally unaccountable because it had no regulations which 
had l egal standing. Also, under the administrative procedures act , 
citizens may prc. .'ose regulations for the «gency . This will help, 
by pre~erving the public's rl.ght to formally petition the Permanent 
Fund to adopt certain policies or procedures. Again, it builds more 
accountability into the systeQl. 

These !;uggcstions are adclressed at the l>i 11 in its .1-1resen t form. I 
will have more comments later. Specifically , a code of etl1ics , and 
some work to require sophisticntcd economic planning, including a 
proposal that the fund adhere to state policies for growth of the 
Alaskan Economy. I will be studying alternative structures , and point 
out areas which I feel have not yet received enought ::; tudy and which 
need to be addressed before the state decideG on ci1e funds ' structure 
and goals. 

JAMES LOVE:nj 

·I 
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There has been much discussion regarding the relationshi9s 
between goals for the Permanent Pund anC. the types of invest­
ments the Fund eventually makes . I asked Tom Si~ger, a 
talented temporary employee of this Division, to consider 
these relationships conceptually and practically during his 
tenure here and as a special project during this past 
semester at the Stanford GLaduate School of Business. 

I think you will find the attached draft result, "Structuring 
Decisions for the Alaska J'.•ermai1ent Fund: A Conceptual 
approach to the Allocaticn of ~ Public Capital Resource " of 
interest. In it, Mr. Si~ger ~xplores practical ways in · 
which individual investment proposals can be measured against 
stated fund objectiv0.s, considering non-market, or "social'', 
benefits and costs as well as marJ:et factors . 

Upon final publication of the repcrt, I will be sure to make 
"clean copies" available to you. 
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1'11£ ALASKA Pl::l\MANEN'l' HJNO 

. 1 . . Background 

. · . .. 

The idea of a permanent fund is based on two r.elated concepts: 
. . ..... . . 

; .: ... 

1) 
·:·: .~ f. ~: .. :!··:: 

that natur.:il resources (primarily oil and gas) are a non-renew- . ; :~ ~.~i:): ... 
. : · . : .':\;;~-:.\·, ,' "' ~'i . . ' · 

able resource an:! that a portion of th~ wealth the.y r~pi:eseat _- : : t_: .::~~?~·~ -~:.~_:· 
. ~ ... --. . ::· .:~';~. ;'! .. ~ .· . : . - .. , ... ::, . 

to the people· o.f Alask.:i should be sa.ved for · fut•.ire generations,. . · . . 

and 
.. : ..... : ::'t·.! .. ·: .. ~ :. 

. . : ·~'-. :··:,' ~ :··. 

.. ... .• .. I", :·: , •. 
·. • • • • • ' • t • •• •• . 

2) that, given ~he likelihood of rapid. developm~nt of these re- .. 
sources and the accumul ation of <lol~ars by, t he St~te, thi~ money .. 

" . . ..,., . 
s hould be ke pt out of th~ St•ttc' r. 0 1lc r attng budget; _,-cta iaetl :is . .. 
nn . anset, and put to some long- term beneficial uG e . 

':-: 

l 'hE!se c once pts , and t he creatio n of D pcrrnaneu t fund, create n profound pub-
:· 
' 

l ie pol.icy problem : lto\J can ~ public copito l asset, cs ti:nn t e;d to r ea::h $2.5 

;"' 
hillion by 19857 be olloc~Lctl to 1c hi. cvl! th e co111petlng and nonil! t imc:s con-

£llcting goals whtch nre vnlued by Alns kuns ? 

A portla~ nns wer to this qut::>tion· is vrcsently ttnfolding t hr·ou$h the 

nctivitic ::.1 of the Stotc Investr.H:ut: .A<lvi:>ory ComrnittCt: 7 .? 1 ' L>P-." charged ~ 

~~u~ to c>:plorc nlterm1ti.vc us~!l n11tl 111trnogc1nent ::;tn1cturcs fo r.· 

Llw p~rninncnr: !uml. Thie croup tins focua c <l nt:tc11Lion on devcJ opmt:nt bank• 

or. the ino!:t p rom l:;tni Lype or org:inlznttou tu 1nn un1~c a cupi t ol #\ s sct to 

nchlcvc ltot li c·co110111 i<.: :11H.1 tloi.: l :it {'.O:llt; . 'l'\IO m:ijor qvc:1t:io11:; n1.i ~:c1 l ~.i' n 

\, 
'JI : !-. :.cnt lua:n l i :i 1 h e• l'f•!l1d l o f rli (· !1lioc k f ,>J 1 hy 111: 111y /d n~· k:'l :t !i nv l'I.' 

h u ;1 q11lcl. ) }' Ili c> ~'JOO 111U l ion Crom llw l' r u tlli o t· nay o i l 1 1::1~<· t::l l ~~ \IJ S ::11 t·nr 
li y l ~l' V <'111 11 1 c 11 . 1.1 11 l ~ t:i l iunn l <ll t: c u M.lo11 lt:111 o · , · 111· 1· C! tl c ,11t <.:ct"nini; 1.:J• tt: Lid:: · 
111011 t.:y """ :: , •<' Ill c111, I .~. , t lu· M 1 c: 111. t o 111a ic li i I Im:: fi11 ancC'<I l'.OVC' r • ~·' '-' "t. 
:- t•r v i C l'~: !I v d 1 "II l1r ' 11t c· \/Cl l <' I· .. 

• \ ... 



rwr111r11ttrnt fu11cl will be formulated, ;inc.I ;o how thc~e policies can be ir.1plt:-

rn c.- ntccl by the managers of a development bLink. Concern has been ex.pressed . 

by 111;iny tntcrcstcd Alaska1~.s about the ncecl to combine public contt"ol over 

the fund with sound business-like managem~nt practices . 
. :.. -

The first part: of .... 

this report ~s a . brief ~iscussion of 
. . :: :-, ... :;_=: .. . : . 

the public c.:hoice process necessary ·for . ·":·:;· .. · . . . . . . .. . . : ~ .. 
the rational, 'systematic ·allocation of 'a public capital resourc.e ~ The sec-. :.:~ ·: =~·· ·. 

-------=--- :·::::::·r.::::. 
ond "part borrows from' the the~ries of public " sector e~onomics, and focuses .. -··.":· :.~~;~\1~f.:;--:-
:,__..::__ _____________ ~---___;;.-----· ·. :-·.·. ·- . 

on the conceptua·l difficulties faced by the. · fund's mao~gers in ~hoos i ng · 
.· 

Cl.tnong competing projects according to their non-financia l as WP.l] 
0

\lS ··the,it' 

finLlncla l returns thnt ·. 
. 

· on111cntal ' Dncl 

distribution ~npacts can be considered in additipn to the finLlncinl yield). 

offic i als cnn ' rctain contcol over the actual ~llocation decisions. 

.. r t 

2. A Wo r d ·on Objective~ 

'l:he cstablish111ent of the permnnent fund ccentcs n difflcult: problem 

concerning the allocation of public r esources. In ~he U11ited Statn~ ~ publ ic 

fun~s arc ~sually allocated through the budget~cy pcoccss, o p~lltica~ proc-

c:.;s thaorctically designed as a mecha n ism for the l!Xprcssion of voter pre f -

crcnccs throu1jh the ir elected rcprcsen to t i vcs (public s ec tor " ma rke t " dl!11ia11cl). 

·ricrnovinu from t he lw<lgctary process scm1e 0£ the money the Sta t c receives 

\/li o i.:; Lo d ec ide 1'01~ 011cl wht!cc th e 1nonl!y s ltC' uld be :;pent? /\t s 0 me point, 

c1h J <'c Li.vc!; 111u.; t: IH' c·r.tnhJ l :; h ~d ond "~ ich rc.:tl Lo t;uitlc cite alloca Llun of the 

. 
/11111.L 'J'hl :• wJ 11 oc cur c llhc:r thro ur.lt th !! poliLi.ca l p1:oc < : ~: ::, or by fiat l •y 

lhu::c· 1-1lu1 fj1wlly cuntro l 1.ltc: ( 1:11 <.I . 

: ·,~· =.·.:.: ··:,.: . 

. • 

\. -· 



. . . 

Indeed, becuase we are allocating publlc wealth, the traditio~al pri-

vatc.: "critcdon o( pruHtahiHty. (oml the 111t'<lllS for mcnsurinc it) .sliou!.u ue 

just one input to the lban proposal eval~ation calculus. · An argument can 

be .made that projects which pas;· the markei·cest ~ho~id b; turned out into 

the market, and the permane'nt ·fund should be used only for . those projects . . . . . . - . . 
. . · 

who~e spil:. vers ~~e valued by society but ~o~ ~~the market. -.. 

One.° of the justificatio~s offered for .a development ba~k is th~ ex-

i:z~ence of a medium and long term "ca pit.al s hortage" ~n Alask~. What does · 
. . . 

capital shortage really ~ean? The · capital markets respond to inve~ tC2nt 

· opportunities according. to bot~ financial yield and risk class. Thus many 

borrowers willing to .pay the goi'ng rat'! or even n pr.cmium may st ill find 

capital unavailable because lenders can find less risky investm~;ts · else-

where . This .:lp.pea rs ~o b·e the case in Alaska . If the private ma rket fou·,,cl 

i~vestrne~t opp~rtuni~ies acceptabl~ in Alaska, the mone y \.'Ould be .the:-e . . . . 

(fo~ example, the Tcans~Alaska ~ipeline) . 

. 
What does this mean for the permanf! nt fund 7 Ily making capital avail-· 

able to project~ which cannot find financing in the private mar~et, t~e 

State wlll ·in c!: senc~ be assuning risks unacceptable:: to the private r.urket • 

Thi~ is c.l enrly a . justifiab l e use ·for public money; since the .f:und is· a pub-

.lie capitnl resource, it can respon<l to a 11 -;ocinl" mnrket cleruancl rat~ei:- thLI ,\ 

p't ivntc mfll'l(ct demand. thus s pillove rs from investments t1> Alas ka :iiay bf! 

wort:h the h ightr r isk leve l s nr. s ur.1ed. This brings LI!: back to t he proolcrn 

o( public sector capitol nllocotion nnd Lhc ne ed (or the active p:lrticipa-

I.Inn o( Lhl! k1~l. ~ )a l:ure. ~~l)~~-t?Sf~~~~~ 

'thur., i. C t h e i\:ink ope ::ate3. lik<! 

·0· ·. . . . . . 

.. · ... . . . 

. . . .. .. . .. 
. ·. 

.· 

. \ . 

11 :: r· ric t priv:1t: c: 11111 1:!:c t bC1 nk, i t tdll h<· ~ uh!:Oidi z i111~ p rivfltc.: mn i:kct c! £: vclop- . 

111t•nl.!; hy 1~ li.'\LC!v cr d!:k p rl'111 i.u111 11<>uld \1ltinw t:.c ly he re<J1 1i. n !<I t.o <lttr~ct 

·-



,prtvnto .c.:tpltol. On the othcr . lwml, i[ t!.hc hunk opt:!rutcs to i.111plc:111c11l! vnri.-

ous State policies <lutl!rmLned by the l cgisl:.itu'cu , it w.i.11 be sl'.!eking to off-

. . 
set that subsidy by gaining marke t and non-market, social F~turns on fund 

..... 

. 
investments . Thus there is a need fo~ legis l ative objectives, measures f~r 

: ...... 
9bjective .. ach~evement, ~nd projec •: ana lysis to .identify b'otl} positive and 

use· o.f the fund. 
. . . ·: . 

Althoug& this is a dif~i~ult, even painful, pr~cesi oi .·. 
·con~lict to ~oncens us, , we a~~, after all, speakini. 'abou't a ·major determinant; _~ '. ~!-. '=- : "> 

. . . . . . ... • .. . . . . ~ . . ·­-- .. ._.•.. .. 
of ' the future of Alaska . . . A unique public h earings pi:o(!ra11\, ·the . Alask~ Pub-

. -... 
lie Forum, i~ curre.ntly- under t~ay ond will hopefully produce in formati~n .. .. .- ......... : .. . . . 

. · ... .. 

useful to elect~d o~ficials about how Alaskans feel toward the rate and 

kind of growth they desire for Alaska . The legislature has considerable 

control ' over the allbcation of the fund through its power to specify the 

~ 

types of incouie proclucing inves tmen t s which a c-e eligible . for loa ns. Afte1: 
" • ! 

the detcrminatio~ o.( objcctiy'es has been accomplished (an on-~oi.ng process)~ 

the . ~egislo.tm:e w!.11 be able to specify t he. 1:ypes of lnve:;t111e n ts. i.t feels 

will s e rve beot to achieve these objectives .· Overs ight of the Fun<l manage-

ment to ins ure implementation of the Legisl~ture ' G .coals might bes t b~ 

achievecl through the creation of a tH~IJ legislative committee on t he Pei:rn;;i-

nent Fund. 'J.'he Governor will presumabl y exercise so111e control and balance 

'fhus we have rca 5on lo hope! that cn1r c l cctccl c1Cfic ial !~ will be ~able 

to !ormuluLc.: nncl i111pl c111 e~t s pc:c i(ic po) i. c i.l.!S concc:t·ni11i; the ol>jcc:ti.vcr, tliey , · 

<1 ~ n:presc11t:1Livcr. u ( the: 1wuli.c , hopt: l o a c id eve: \J i th I.he: pcrn1o n c 11 t: fund. 

. ... 



Indeed, n sta tc111ent 0£ objet.:tives ~be forth coming before thC! ~.1'1nai;~ment 

.. 
of the fund begins ·operntion to servtr as a gu ide for thos~ operations . 

Other\~ ise, the legislature may be I~ccd with a powerful entrcpreneurbl in-

$ titution delugi ng them wt th investment. schemes ; ~ithout any. obj ecti-.r~-based. . . .. . 
. . . . ; .. ~· ···~ .. ~ -:: 

•· • • •• - · 'j :"!: ;, : . \' . 
c riteria for .choor ing among them . '£he problem of ·es tablis hing u n ifo:r::i eval- . · -. · ·· 

. . . . . . . . ; ·: .. :·: ·,:.:·.:f~<}.·:~/~··~~··· 
ua tion . criteri~ based on multiple o_bjectives is the focus of t .he rema-:~.~.er : ·.~; =~·..-.1:-:~ : -. :·. 

: . ·• • :· . - . • -_ • -~- : •• := .. :;{: :r::.~:~~:.::\:-t:;:~. 
~f this report. It· is up to e):ected o ffic ials · and the public to ·provi de : : :.· .·~·t:-; .· : ·:· .... 

. . · ... ~- .... ~ -~-~ \·!.~5·~~:·~·.r:·;;,: .. ::· . 
boals and 9bjectives. The .analyst can me r ely pc.•int the way to translating .. ~ ~'};1·: :,·: · 

• . . . . . .. : ': .. .::}-t!~~ .. ;·~- :·; .:: . 
these objectives int? criteria designed to identify and implement an optima l .".·: .-' ·:·:· :~ ·· 

. 
investment po~icy for the pe rmanent fund. 

. :.-: : -:· . · 
Analysis · ·3. 

; . : ... . · . 
.. . . . 

.. 
. . 

: ... . 

Some sort of ?nalysis ~~ill be requi red to jucl ge t h e degree t o ·.:hich 

. loan proposals cont:._ibute to the ach ievement of the goals for the pe::-::anent . 
.. 

fund. In this sense , ana~ysis denotes a s ystematic e valuation of t he 

attributes of proposed uses of the fund to Iacilito t c compa r ls on a nd ·sel ec-. . 
tion among the rn. As we have s~en abov~ , there are a wi<le ·va r_.ie.ty of fac toro 

which th~ devei~pmeni· bank ~hould be required t~ i d entify nn~ conside ~ 

'ieyot\d pr i va tc f i nn n.cial cons ideratiot\s . 

A conu 1on ct n<l wiclespre.:i<l technique for cvnlun ting pr.o:iect propo3al.~ 

in t he pub1 i.C sector is cost/bene f it aualys i s . '!his i:; a simple anal yt i c 

tcchni.q11c i.n co 11ccp l:: the .:rnulyst (or loillt o[ ( iccc) atl<ls u p :111 o.f the 

l> c11cCit$ .a proj ect i!: expected L:o produce , . and :td<ls up ;ill of the costs r.c-

q11in:cl to protluce t\t c.: ucne(it:.: . Il e t hen tli :.;t.:Ol\l\ l:!> 1.hci-;c cm;t!'.t <tncl benefil:t: 

. 
Lo t hcit· pn:!H:nt value, ;1nd t ho:.;c: pro.i "Ct:~: vith t he gi:c.:ite~t nc.t !J cn."! f it 

ll l:C c l1 n:~1· 11 l111 ti } 

·~:::·.: ... .. 
. ;. ··: 

:. :· .. 
~ ·. 

·. 

. · \ . _, 



by i::.s. Qllade; Cost Benefit Analysis by E.J. Hi.shnn; ancl "JJcnef5.t-Cost /\tH\J.y-

sis: A Criterion .for Soci~l Investmt!nt11 by R.C. Lind, In \foLer itc~oucces 
·. 

Hariageraent and Eublic Policl, ed. by 'Lit. Campbell) . . 

However • . c.ost/bene£~t analysis is not so simple in practice. The 

. . · . ... 
. . ·~· ~ .~=-.;, .; .. : .. 

-·· ' · choice of 'th~ dis.count rate and the measurer.1ant of non-market costs and · · ·. 
. . .. . . \:~~ ·.-;....,.:;· .--:.",; . .. · 

Also, the choi.ce of which spillovers are ... :::'·::~: ;·:.t·· 
. = • ···~;for.~.!.~~~~:.:.: : 

In Alaska, spillov~rs such as envi.ronmental '.. ~:_.:·.:;:: · ·. 

benefit• are well.known p~oblems. 

analyzed can create contr~versy. 
. .. '· ; .. ·;:·::-Jf:\ ~;:.' . 

im~acts, immigrati~n,· l~ni-term boo~-bust cycles, the distribution of i n-
· ..... 

state vs. out-of-state ownership, and the distribution of project cb$t~ and 

benefits are extC'emely 'important . lleturning to the problem of: measurern~nt, 

how are these spill.overs to 'be valued to pecmit the c:'c1111p:i1:ison o~ .altP.i:oa-

tives? These pr.obleius are explored be lo·w : 

(\ . The Diticount Rate :> 
I 

. . ... 

. " .... .. .. .. · .: . . . . . . ,,_, .... · .. ·: .· . .... .. ·. :. . : . ' . 
. :· . . 

.. . \ 

. · . . . 
. . : :}~<~ :·f ;:·;: 

· . ... · . . · . 

· "J:he problem: of ';=hoosinc the p1:ope1· discount i::1te has received a great 

.r 
clcal of attention w11ong economists a1~tl can 011ly be outlined h ere. It is a · 

. . . . 
problem because different discou11t rates can result i.n Vt~r.y di£fore 11t pres -

cnt v~lucs, und ·thus discount rates hnye bee n widely u:>cd to· ni1111ipniute the 

~csults of nnalys~s· . In essence, the soclal di!:>co11nt rc'.Jt:c should .reflect 

two compoClents, the cocial opportunity cost of c11pitn l nnc\ the :;oci.al r~1tc. 

of ti.me preference. The forme r is clctci:mi.ned by whrtt the i::~1111e rctiourccs 

... 
could cam ln thei1: next best inve:;t:mcnt, \Thllc t·h c lattcr. is tl ctei:r.ti.ned liy 

li o\1 much Loclny's ccncrati.on values tomo1: cow ' !: con~Lttnption. 'J:he £onnc-r. ii: 

11~:ually hir,lt c:r tltun the luttcr. Tltc lU!a:ounl: r11 tr: c;1n havl~ <-l majos: ir.1p:lct 

011 pi:uJccL c:valwtt:lon clcpci1di.ntt 011 Ll1 c l'X (H.!C l:cd li. ( l! o( a pi:ojcct: nml Lht! 

Li1 :1ln~~ of l'lt c ccn:t:; nml beneri.t:s. Tl1r• h ir.h cr tht: l• i:;cc1l11lt rnt:c! , the ft:s~; 

v.\\ti t: l.s p l :it:ctl 011 Cttl:l.1re , t:(l ~ l;t. oi: uc1H.: f i ts. The c.: ltoi l:c: o( :i di.!:C.:lllttll: r:J t: c.: 



l~ L.l foii.:ly tcd1nlc.il question ~rnu t;uid:1ncc is re:Hlily L.tvaih1l>lc in t he 

economics and public p~licy literatu~e. Let it suffice to say tha t: 1) the 

legislature may warit to consider the implications of using n low discount 

rate to reflect concern for future generations; and 2) the developrae~~ bank 
. .... :,;~··.:·-~·~.<=~-.~-.. :. -· 

sl;lould be monitored for consistency in its ·application of the· chosen. =ate· · .. ·.:;-. . : -.· : · 

. " .· 
or rates. 

•: . 

b • . Uncerti'.l. i.ntl 

. • • • • a. .· •• 

. .. . . · •.. . 

. ~ .. .. 
In 'nttempti.ng to assess the impacts of· future ~ctivj.ties, analysis· .. : ~:·\· : · ·'-;: ~ 

~ .. :. ;.~:::·: , ~. . 

is necessa'ri.ly.· fraug~t wi.th uncertainty. Huch of the. data produced by ana-

lysts will si111ply. L>e .cstin1atcs o.r rea~onecl guesses a::>· to the like lihood. of 

future events . It is. crucial t~:i.t uncertainty in the.: ana lysi.s 
. . . ·. ~ ; : . 

pe r for::iecl . by . · ·. 
"::. : ·. . . '; : -.~~-'.'-:~~'~:~ .. ~-:.~· ·~; : ' 

ruisr.cpr.esen t the fn- · . ;. ~he bank be made as explicit ·as possible Go as not co 

f(1rmation . One way to conve y uncertainty i ·s to pro"i<le n range of cs:imates 
• ? • . 

rnther than· a ~inglc value. Single values often po~sess nn ~ura of accu~ncy 

- . 
oncl precisio1' even \.rhen it h; clear that they ai;c <...; '. : "latcs . · 'fhus it has .. 
hecome common practice to prov~cle rnnBCS of estimates such as h lgh/r:1e'lium/ 

low or opti.r.1istic/!;t;:itus quo/pessiml!>tlc . Although more numbers o.c ·~ords 
.. 
·. 

are ~£ten. more confusing,·this practice flags the unc crtnLnty surroucdlng 

estimation and r.cmi.nus· tieci.sion-1naker~ that ti)cy are considcri11g e:<pert 

opinion :tncl not: bard focts . Explicit trcatmen~ o f · assumptions ancl unccr-

tni.nty he lp t h e clcc.:tslon make r to utilizC! nnalysi!> as a cleci!.i.i.on tool and 

. . 
Anoll11.: t: w.1y o( u11l:ovcd.11g 111u.: e r 1·ainly i .s thi.:ou~h Sl:n::d. tlv.i.t:y oni.lly-

r.1.s. Thi.::: j!_: th~ proces s u! repeating :111 nnaly !1 i:; with ::li&h't mttdificatio11i: 

ln one: o r 111on: of Liu! fncton; unde r n11a lysi!;. l f the res ults v;: i:y s~~ni(i-

c:nntly \li.Lh 011ly 1nlnor c l1 :ing<.:!• i11 n (nct.oi:, the: :innlyf:is i. ~: tonid to be 

• ·l> . -· 



·. 

highly sensi tive with respect to that factor. The decision maker should be 

;:iware of all unc;ertainty, but particul.:irly in important factor~ which might .. 
wai:innt further study to achieve n rcdµction in uncertainty. 

. .. ':. 

. . -.·-· . ..··:: .. 
. ·~:-·: 

c. Measurement . ·: ... -=~·- .~ ':! .· .. ·. 

. : : .:- . ·/ .. ~\;~:::,.<, . 
Measurement ·and valuation is an enormous and c.:ontinuing problem. ... . · 

· .. =~;:·:~~~;rt~: .. . · 
which has re~eived : ample - attention i~ the 'econdmics and public . policy iit'"'" -. -»--· . · 

••. • . .. ":T.: i. ' ·.; . ... .. ,_ -··n .... -. • -··:• : r<-· . . ,.. 
for solitude, the- pleas- .: :·.~ .. :· , .~ .-

.. ~~~:0\::.~~·~~ ~ 
How does one measure or value the desir.e 

.. 
ure. of ·catc~ing ~· sal~on, '. fife. sty.les, etc.? . Yet a.rei:i' t 'many people. Alas-

kans -.simply· because . t~ey could not- "purchas e" · such things else.where? Neas-. . .. .. 
urem~nt. and ., valuation of non-marl<et £actor~ and spiUov~t:s may i ndeecl be 

the greatest challenge = ~n the allocation 6£ the permanent fund , because .· . 
witho~t the means· for · 01easll~eme.nt and comparison, it is a ll ·too easy to 

rely . solely on dollars in analysis. If the permanen~ fund will be ~sed to 
-:. 

satis·£y non-mndce t (public ~obds) demand as well ;ts m;,rket demand, system-

. . 
atic measurement and compar~~on of s pillove rs will b~ required to identify 

t:he real.social return from fund inve::;tments. This will al:.;o be needed if 

prc:-ject scle.ction .crit17ria are: to be' bnsed on both Hnancial and non-finnn-

cil.ll costs nncl be nefi ts . · l'articului:ly in Alaska, where non-market goods 

nn<l services aie so impartant, th~ difficulty of thls task should not deter . . 

:·· 
.. 

those rc.s pon:.;lbl.e from n tt~ckine it: .. .· 

J~y measurement., economi.st:s .mean the c!iti.nH1L:ion of values [or costs 

n11c.J l>c11uf Lt ::, nn<l, in the ideal, vi.th those va 1.uc~; <::< prc s:.: etl bt <J single 

unit o( mcn:.;urco1ent · (dulln t:!;) . l'he prohl c;u o[ 111 c::1:;11i;e:menL n ri.scs becaus e 

111:111y fo-.:tor:> of: lntc!rc:!il: to pul>lic.: secLoi: <.i na lyst:;, ~u7h a:; lhc: foui.· li:.;t c d 

ntwve , nn: non-mnrkct: fnc t ors ; th<!y h:ivc: 110L r cce i.vt:cl tl0llnr v«lues in t h e 

... . . 

:/ 

. I 



because in irnperfcct 11wrkcts they do not represent true social costs ancl 

hcncfils . 

The developme.nt of measures 0£ value for non-inar~:et factors cannot 

be addressed in the abstract because of the lack of any th~o~etical =rame-
.... : . :i .: ... :· .. . : .~ ... 

work to structure our thoughts about values • . Markets and prices· are so· cen- . · .... _::. · 
.. - · .. ~;~:.,: ::~.-:.: ·! ;.':'t.· . 

tral to our· economic .system. that non-market, non-price · valuations ar2 · usu- .:_;~"(':. :: . . : . . 
. .: ·. . .. -.· ..... ~·.:;~:~~~ ..... ;··;:t;.~~~:-:.';t.:• 

' ' o' ' ~ .,. •• •'..I"~\ I·~~· .. •,• \ <"'",, ".,-'.• '• 
ally passed over as indivi~ual value-judgments with no .overall societal ·. ·::_;}fu_:_r_i+~_·;_~~.·:.·. 
validity. Thus, the usual approach. has been . to attack tbis problem on a· · 

I • • • \ • >~· • • "~·. '-;\~:~ i:: :::-.}.:' 
-situational bas~s and" rely on creative innovation to so.lve the measu::-e~ent .. ~. :·-. .. ·::·· 

....... ~:- . </ :·: 
problem (such as the various techniques for demand es ti.ma tion). · .~. :-.-. • .r~ . • • • . ... -

.. 
The first ste p must be a statement of goalz ond o~~~ctive3 · to provide 

·· .. .. · ... ·· .. . . ... : : .. : . . . . 
som~ direction, or value, . to measurement itself. Measurement is a rel<iti.v~ :·.":-" ·•.' .::""/"· 

. . . , . •,. . . . . . . . . ·. . .. :~~::._ :> ... . .· .<\-~ ... :. :.::::::: 
conceot, and here we seek to measur·e p1:oject impacts in terms of the~c con- · : · · · . . . . . . . 

I 

tribution to or detraction "from goals nn<l o!Jjective·s _ . 'l'hus analysis i.s 
.. > . . .. . .. 

ccare d ·to t~e measurem~nt and e valuation of both- direct 2nd indirect factors 

expected to result; . .fr.om projects as. they rcbte to goals ~nd objectbes. 

A well kno\..lo .~xarnple· of the me;isurement problf'~ involves ·a n~·il f:ac:-

tory in th2 Soviet Unton. Becaus~·profitability (i . e., markets and prices). . . . 
is not the measure o.f achievement in that society, other measure s had to 

be c.levised. .First, the total weight of output was selected, but had to b e 
. 

:ib~n<loncd · when o"nly hur;~ ra{l rond sp tkcr. wet·c p roduced. Then th~ to~al nu111-
·. 

ber of rwils was tried, but this res ulted ~n the over- production of_ tacks 

<tntl t:t:iplc::. H:iny ::;11cli c>:~1 111p l cs cxi!:t, nntl clc111onstr.,tc th;1L ntl)<.tS urcs 1:1u~t 

An often mentioned ~o3l (or t:h c I'cr111an c~ t Fu ncl is thP. 1 ',\ l<lsk;in ~zn-

t:i.011" .:1ml cli. vf!r~ificnti.on o( t l1 c /\ln ~k~11 · cc:ono:11y. A po .r.::; i.l1J.c.: rnt-nsure j_ !; 

. \ 
~ · 

, 



1iteo::aire docs dnly n pul."'titt l 

nores the distribution both of ownership amQng Alaskans and of assets among 

tht: enter pr iscs, nn<l does not place a vnlue on clcg1:ccs of :ichicvc111cnt. A 

more complex measure is required which 1) specifies a ·minimum ac~epta~le 
. ·. ... . . . . ~· ..... ·.:··::." ... ~ ... · . .. 

0

distributi"on o.f assets and owners· amo!'g enterprises, and 2) assigns "greater . -_.~. · · ·· 
• • •_.; :{:.:•:.I~~~~=.~(~':.· • 

assets in more highly valued :- · ~; ~:;:·"· ~, · ·· 
. · . .. 

. . . . .· .. . .. . : : . ·~. · ... :· .:·~1~t.t~(~·~{~ ·. 
enterpris~s . Thus .more complex and specific goa.ls will requi?:"e more complex. · . i ·. ~:!<:·.= . 

. . . .· . : ' : ·. ~-.. =~·?}~Y~~\.i~·< 
and. specific measure~ (as ~pposeci .. t~· a lower unemploy~ent rate as a measure . : .. : . . :;·~ :· . . 

. . . . .. : ": . : •:-, : ~ .. 
": . ~ ·. .. , 

wei'ght to both differ~nt asset . levels and to . . 

of the goal re<l1.1:ced. unemployl'!lent). : . . .. . . . ... . ... , .. . . . .. . . 
from n variety" of li,festyles) p'resent considerable diffi~uli: ies for the de- . - ., .. :- ' ..... 

Other goals, ~uch as freedom to choose 

sign of adequate measures of achievement. 
. : ·,· . . 

• •• • • • • • • ' • .. : .: •• ".: . • . • ... :--: •• • ... ~~. ~ ·:: / ... ;, t : •• 

indica~ors) ·~hic~~onstitute a lifestyle, a nd how can we measuce or estimate 
. . . . .: : :- . . . . .. .. . 

"the impact of project~ on . them? · . . . · . 

'-That t:isk is d.ifiicult, ~but by no means hopeless. Indeed, the fron-
~ . 

tiers of m<iny oc.:ide1~1ic ci"isciplines such ns economi'~s, anthropology, socicilo~y, 

an4 ecologi are in this very area. In economics, several techniques have 
.. ..... . . 

evolved · for estimating the ·value of spillov·ers . One method relies on the 

' . 
ana~yst ' s judgment based on expertlse and experience: Another is called 

' . 
. . 

con.tinge~cy calculations and 'identifies relative values by compar.i_son with 

the opportunity costs of foregone alternatives· (is this w'or.th as much· as • • . ?) . 
, ' 

A third technique is to ask people throu~h surveys and questionnaires how 

much non-market factors arc wo.l."th to them, :tn<l ma ny .pitfall::; with this method 

have lH! l:11 oveJ.·co111c through in~c11Uity. A J: i.n:tl tcdttd.qul!, called "throwine 

up our honcl:;," relies on phyi:;icnl desc ription nod cxplana ticn ;rncl leaves 

vnlu'1ti:on t:o tltc decisiun-m:lkc i:. 

J.11 policy nn~1ly:;i:;, n rcvolutio n:t cy c o ntri.bc1U.0 :1 ha5 l>cc:n th(! rcj1~c:-

ti.on of: 1.lu.: lH! C:cl 1·0. rc<htc;c ~vc:i:yth j n1· Lu cloll'1rf: (111t:;i~:ucl!ment 11i.thout 

. i ·-· 



. · 

\"aluntion). The sco·rccard technique (discussed bclo;-1) hils been hailed as n 

method \lhich permits clecision m~kei.-s to confront theii.· values directly 
.... 

rather th~n have the analyst hide value judgments behind tortuous economic 

~stimation techniques and a veil of dollars. Thus impact ass essraent ""can ... ~ . .. . 

proceed through the measurement bf physical impacts or t~"lr~ugh qualio:ati.V~! '\Y~i~/ .. :·· .... 
. . ·.:: .. ;~~f:?~i,7~~; : 

descriptions- of impacts without ·forcing the. analyst to place dollar values _.::::.~;· -r:- :·::· 

. . . : ~ :: '\:. ~ ~: ·:~ ~:j;~~~l.;\~!-~'· ~ 
makers to place · : ' !:::·r .. ·~ .. ; ' ·: 

. · . . . · • .. 
on them. Thi~·, in turn; ·does force the final decision . . . .· :: ~ :. :· ~~·~!:~t:~j~~~~~·>. 
values on them~ for ·. the approval or d.isapproval of bis electorate or con- · :·:: ... ·.I.: . . . 

. : ; • ,;,o: :' ~:;'. ~;l_ z~c~:~{~; 
· The .manage~s. of the fon<l, will undoub~edly explore these frontiers · ". · ':'° ',· 

.. . 
stituency. 

ind ide~tify useful ~easurement techniques to meet their analy~ic needs • 
'o : <• <t):'<.•.:, I 

They may evan have ~o inv=:nt some of their ~nm . 
. . ·,= : " \. \:.:~~~::::\\·~' 

It is premature· to · exploi:~ 
. : :: . • : • : • • i •.:,· • • :· :~:~;~:.~ ·~:. ;. • . • 

these t .echniques . in ' r£reat detail until we know .what neecls to be measured, ' :· 

and. that depends on. the' object;.ives for th e fund. Let it suffice tha: r.1eaG-, : 

ur~s, if not comparative value.s, ~ave be t:n nnd can be devised £or ~l;::ost 

any public ' ~olicy o~jective . The measures may never be as precise an indi-

cntion of rela~ive valtte as the dollar, but, as Rob e r.t · Dorfman says, "At 

th~ very least , such a process e nables .attention to be foc~se<l on . the ~ues-

. . 
tion of whether the unmeasurnble becefitc are Acemed impressive enough to 

justify sustaining the nH~asurable costs that. they enlail. 11 

..... 
11 • '!'he Sc:trch Cot: ltclcvant.: J.n(o r 111:1t.:io11 

Acconli.ng to Gove rnor H:in1n1ontl: 

Hlwt.: lllOSL Al:1sk:111s ask ru r i!; ; ·Ft:l:cdom 1.:(1 i.:ltoo:;c.~ a li(c­
•$t;yle dc::i1~r. cd to lHte'~~ c•1.,rn h ll1 ·print: n n:ll:ui:nl cnvii:o11:i1t!n'.: .• 
tltnL facilitates this li.fc-fitylc! and i11spirc!; rather th:in 
i111111t!r!;c,:s 011e ' s scn~H! of li. fc nnd r.pi.rit . Yet :1lr>o> most: w;rn::: 
nn c:c;o11 0111 i<.: c:nvironn1e11t \1ltich j :: 1·c\-1t1i.·d i.11~ bu t 11ntle i: the c;on­
trnl of. Lite pL·oplc it mo~:.: n[lt:cts ... 

.. 

.. -: 

. 

~· '• ·. . . 

·: -' : .· 

: · 
: ··:: .·. :.,· 

: " •; . . . .. ··.-



.. 

.. 

be achieve(\ through carc(ul
1 

thorough analy:>is in whi.ch ~11. rclc:~ant ques-, 

tions are as keel. The purpose of anaiysis is to develop· information, not 

just data. In order to be relevant> analytic techniques must focus on the 
=· ·'"' ..... 

important direct and indirect effects of each project as . t~ey relate to the ~ 

.. . · .. 
the ·uses ~outem~late~, and the resources available for analysl~. The_Y. also .. . . 
are conditioned on ·the goals specified by the legislature, i. . e. , what · to 

. . ~----· .. . . 
.l ook at deo'entls on what your goals a re. This s ection in!:roduces a nwnber · 

' . 

of issues and inalytic t~chniques which the .managers of the fund may want 

to con·s·i.~er 'when they .eventually ~ddrcss this t ask. The. following list cnn 
..,: 

nlso ser~e as n preliminary o~tlin~ of questions to whi.ch A.la5kans should 

demand an'swers ~ega"fding . the impact of the uses of the Pe rmanent Fund on th e 

future of 'Alaska . The list is not exhaustive, and overlap will be evident. 

Fi nnncinl Analysis 

Internal Rate of Return1 

: l 
Net Present Value 

Tota 1' Dollars ltcqui rc<l for lnve~ tment 

Credit Worthiness of Applican t 

'l'i.111c Fra111c :1ml C:1::h Flo1.J o( l'ruj l:c.:t 

)h1!i1.1\cs~ Annly::is 

lU.::k: Fin:wd.~1. Strength (If J\ppli.can t: 

Market: S.ttunt:lon of. Peoj cc t OuLput 

----- ----- -

. . 

., ... 
A 1\\1111bt: i: of 11:;c[11l 1.:ed11llCJlll! ~: :i r e ci.l. c.:d in the l>ilJU.~)~ 1:uphy. 

.. ' .. 



Husincss Analysis (con~in~ed) 

k 
. 2 

Har etJ.ng 

Manage111cnt .Capabl lity 

~1 .. "\._I •• 3 
1· a nagemenL. i· otJ. vati.on 

·. . . . 

... 

Ava.ilabili'ty of ·rnfr<?.structure an·u Hum~rn Resources 
: . . . ; . ·· . . 

Economic Analysis 

I,ong-:-'rerm . . Commitments of Resources 'L~rng-Term Flex:i.bility 

·~ontribu~i~n to Gross State Prod1 f t 
. .· 

. . 4 
Balance of PaymentG 

Employment Effects: Tota l Numb~r cf Jobs 

.· 

·.·· 

.. 

Numbe r· of Jobs Filled by Alnskan Lnbor Fo:-ce 

Duration of Jobs . 
:? . 

. .. 5 
I.abor Hix · 

, 

Al~skan Owne~ship6 

. : f. . . 7 D.l yersl. 'J.cat:ion 

.Xnfinti.on Effects
8 

Income Di!::t.dbution EffoctG 

P~oj.ect Bene.flt Dis t rib~1tion9 

J>ircc t Contribution of Project (t·!il~es~ 'l'rtXC"!s) 

Impact of Compe titio n in ln-Stntc l:lnrkctLJ 

1111pac L Oil s~1v Lil )~!· 

Rec rc~t ti on and Lc: i. tou re: Supply 

lkma nd 

I 1 I ] . 10 
Ef Huc.: 11t. ~ :in<l Rc·s i c llil . !: Moc t: Lng 

.. 

· . . . 

:~--·:;£:::.:.::;.::.:. : 

. : 

. . . . . . .... ·· .. ... . .. 

. .. 

-· 



I111p:tc t on JfoJungc tetl or Inclico tor SpcciC!s 

Impact on Areas of Critical Conc~rn 

Impact on Specie~ Popula tions 

Co~pliance .with State and Local Regul.:lt.: <. ·s 

Socio-C.ultural · Analys.is 

. "11 
Impact on ~if_es t;yle_s 

. .. 11 
. Subs~s .tence . 

Pres.sures 'roward Urban.i.zati'on 

Cross~Cultucal Ef£ects~2 

'Population Dist.ribution <:hanges 

I 
. . . ·· :13 

mmJ.gratJ.~n 

.· : 
~mpact p~.Local Self-De t ermination 

· . .-::· 

•' 

.·Infrastructure Annl.:Y2is (School!> , llospitols, · Poli.cc , Fire, etc. ) 

Impact: o n De1iiancl £or Public · Services 

.· 
.· 

. ·. 

. . ... .. 

Cost (aucl Burde n of Cost) of Incrcrnent:il ruhHc Ser.vices Rcc1uii:ed 

Demands on Ex~sting Communications Sys l:C;!m 

Demands on Existing Transpo rtot ion Sy s t cm 

Demand~ on Ex is ting En~r'gy Distribution Sy~ tern 

'J.'cchnict'.l l An:1 l y}; J.:; 

'J.'cchnologicu l Risks 

'l'ccl1110J.ug lcn l Ucvclo1m1l' t1 t GcarcJ Lo Alaska 

• • I 

· . .. -· 

: . 



FOOTNO'fES 

·l ~ 
These nre measures 0£ the return on investment after .discounting, 

and provide an estimate of the ultimate profitability of a project . 
... . !.·.,:.:.::i~·:. :~ ..... ·. 

2 . : .. : - ... : .::.·.::··';"~,-., .. : ... :.. : . 
Narket~ng includes analysis of the clemand for the ioan prcj ~ct:· out~ .. :/:: .:· .-·. · 

. . .. .. - . ·-:.<·.;.-.~\-=~--~~J·~~( . 
put (both 'in-state and· ~~~p.ort markets), the timing of that output and the ... '.-~·.:: {~·?"'· .. :::::": · 

way in· which the outpU~-; ,,: o~f er~d to· t~ .. pu~lic • . .: . . ; ~,·'~~·. :.<: ~:~~;.;}~f i~~; 
3
The int~ntions of the loan applicant r~garding both· Alaska and the 

. . - "· ·. ·: :·· :·: :~:·.::~·~:.~ .. :: .. : 
noals speci.fiecl for the Perman~nt Funcl should be a matter of concern to the .. . . 
fund's managers . . . '.Al~ -::;-,; ·~};·;:;f.i.~f~A~;~; .. . ... . . . . . . 

4 . . . . . . . .•. 
Balance of payments refe~s to the ~mpact 

· . .. : .. :. 

of projects on the. _types " ... · · 
. ::.~· . 

and amount~ of goods a nd services imported and exported by Alaskans . This 

trnde framework extends into impacts on ownership> competition, 2nd e!nploy-, 
ment and hos i111plicatiqns for Alaskan control unc.l self-sitffici~ncy in its 

economy . . Project analysis should look . lt both coinpai:ative advantage and 
. . . 

imper~ substitution depending on the goals spe~~£ietl for the Fund . Analyst~ 
· .. 

should also pay cnreful nttention to the extent to which benefits frcm ex-
I • • . . . 

port industries (employment ·inco.me, profits, multi~lier effects) reG1a in in· 

AlaHka, and to the impact of these industries on the non-exp~ rt sectors of 

the economy. 

5 I . l .~I >(Ir 111 I ){ 

c r cnt:ctl :rnd to Lhc variom• types of ski.lb; rcquir.: cd for the project. 

6 . 
11,crcasetl 11.l.:tSk<ln ouner!~liip and conLt·ol uf lrn si ncss operi'!t.in& . in the 

St.:tLl! lt:i:; l1 l:C n Crcc111c 11 tly 111 ent i.011c.:cl by e lected of:Ii.c i.:tl s as nn ira~or;~ut 

.. . .. 

.·.· 



' 
7o · · f · t · <ld 1 bl f b tl b l b t tl l.versl. l.Ca l.on a resses tie pro em o · o t 00111 ant us· <?n 

scasona l cyc les which have plagued the Alas.kan- economy. Analysis is re-

gLI:i reel to dctcr1nine the extent to which pro posed project!; · . .,1 ill l>rm1<lcm the 

.·· --- . 
economic base of the State and therefore stabilize the economy by insulating 

. . : . : .. --~-=: :.:.: ~ :r·:: 
it from seasonal and external market fluctuations. 

" . -. . .. <·· ~:. -

· 8Analysis .of the . ~iming, coordination, and d~sign· ·~~· .proj~c~s··~a~· · 

help pr~vent · unwanted inflationa~y effects ·~aused by tight labpr markets, · . . . . 
: .- • I. . : .: .: • • . 

bottle-necks in suf>ply, or other· foe tors. Indexing is useful here. ·.·· · · .. 

. <.:·~~~. :/: ..... 
9A . .. iticnl 1u1<.l o(tcn oycdookccl nrca ~n 'prnjcct: un:1ly:;ls is tl,tc. ~Ii.~~ :·'.·:.=:::.- .-- . · 

: ' .... :; '~.·:{.) .. ~t:~·i :~ 
tribution of projec~ ~~sts and benefits . The t3 rget gr~up for- bene.£its .. · · · 

:-=_-:.;--·: .:~: - : ··::; !~~?\y:.:.: 
should '.be analyzed . and specified, us t·ie ll a s groups who \.Jill pny rrny c:xtei:- .. :• . 

I _. • ,: o: o ,• ' , .. ::¥"!: ·r, :=•-:•· 
This .must be· <lone for both clirect cos t::; an<l .benef,its and ·for ~1al costs~ 

~pillovers. In specifying obj.~cti ves, the legislature may want to addres s . 
the question of distribution (bet~·e 'n d emoeraphic groups, sectors of the 

~ . 
. economy, geographic~l r~g~ons)' and L-' lace more wetght on some groups than 

others . . This would enable the loan officer to take the distributional irn-

pli.cations of alternative proposals intq account ond weight· ~;ho se projects 

with a more . highly valued distribution of. costs an<.l benefits. The legisla-

turc may also want "t .o adclre s s equity ques tions an<l inv!:!sti.gatc ' ;.cheraes 

whereby those who eain fro:n funded proj ec t s fl ": C fo r cec.1 . to compe nsnte those 

who lose. 

lOHocl c ling tecltnigues ha ve been d c.: vP.lopcd to c: s tim:.ite .the quantities 

O[ hoth ail" [ll)d W:tl:C( pollul:.:tlltS pt:O clll t:t:cl hy V:lt'lOllS ).ndu!:l:rinl prO CCS!;CS. 

J·:!a: i.m:itcs of tl1c:.;c "pol.lu li.on 10:1cliui:s " c an the n he tt·d11!;lntccl into n~tua.l 

i.111p:11.: ts on t: h c <1111bienl: cnvi.Lunme n t:. 

. . 

: .. . ~ 

.. · .. .. ·· .. 

... . . 



11 P.eco~nizing t ha t tt1e Pe r manent. Fund will be n 11wjor t ool oJ: State 

.. 
ccono111 tc policy) tlic cent1:~l question of grm..rth n ntl lifes tyles lilay well l> c -

come critical to the managers of the Fund. Ana lytic techniques utilizi ng 
.· ... 

.• .... .. .. . . .. ... :--.--. ... , ' 
. ''!;ocinl indica t ors" will need to be identified or devel oped to m E!\lSU!'~ the .. ·: ·.: . '. .: · • : • • ~ ·. t • 

L ~ z - - ·~ ~ , .... .. 

::p:::. 0:~:~0::::d p ::~ •::• a::o:::·:: t::::2::. C::µ:~:::::nc:~e d if ficu~:.,?.i~!1!tt~; 
Ce tween l:::::::::l::::~::f::::h~::::: ::.::: ::::c :• p::::c :u::::t::n::c :~~ ·:: .. ~'.~li,~i{ ... 
bush. ·· . . .. · ::. ~-hM~;i,;!'. : 

· .. I • ._·, -r ~...,: • -··' ! 

13Acce lerate d immig~ation i s often p~ rcciv ed a s o nt:: o f t:hc ~=eat·c~t · :" .'~:?:::.:--:~<:~~ 
Estima tes o .f th e impact ~~·.· .. ~ .. ·: ~:·. ·~:·::_' ~;~:J·: 

negative bene.f~~s o f de.ve lopinent ·in. A las :-.a . 

i>roj ects on immigration, linked t o employment a nu l abo r nix, m.:iy p ro·J~ to 
..... . .. 

Le a rnnjor d ecis ion factor 1:o i:- loan r e qW""- tS. 

-. 

l'• Impact on l ocal s e H - <lete rr.1i.mLt ion r e fe r ::; to the e xtent t o -..:hi.ch 

proposec.l p
0

rofects confo cm to the local land us (! a nd dcv~lopmE!nt pl ~1;i . nntl 

coirununity goals in t he proj ect a r ea . 

.. ... 
... . 
. . .. 
. . . , ...... .. 

. . . . . 
. ·· . . . . ·. 
' 

.. 

. \ ·-· 

.. 



. An~lysis i s not free. A thor,C?·:eh project analys i s i n each of the 

nrc.:i s di'scusscd above could cost mill ions of <lollun;. '!'hcrcfo1c it 1nay b e 
- ... ,. 

wise f or the legislature or the bank management to de velop some sort of . -':. . ..... 

~c.r~cning process , · s .i milar to the max.imization , cons traint tcchniq~e dia-
. . . 

c~ssed ~elow. · · This iould invol~e n two stapa proj ec~ analysis system . : 
.· 

As n first step, each loan applicanL.would be required to evaluat~ .. 
... ... . .. . .. ·.: }:; .: .. : ::.£:· ;,.·,. 

checkli:. t of minimum or maxirr1um standarcl!l:. . : =: . .. _ :. his · project against a ·prelim:.nary 

This checklis t could: b~ develop~d ~y the Dank or the l egislatu;r::-e to incor-
. 

por.:itc mnxi111um or 111ini11;uu1 acceptable iri1pacts or l e vel!> of contrJ.but:ion to-

\lard goals . This process ass 1 •.me~ that there <lof/t.I exist· l '.mits to. certa in 

tradeof fs oi: impac·t s of 'concrrn to thE! legisl ature . Such a scrC:!cning proc -.. . 
\ 

css \,,ould case . th.:- analyt t •. burden of the . Bank, :incl force l oi'\ n appli.c;ints 

to bear the coot of project i~p~ct ns:.essm~nt . Loana or grants f or f ca 5i-

uility nnd iu1pact studies could be mad e nva ilub-lc ~o .needy npplicnn ts . . I f .., 
r 

n l oan pr.oposal 'p:is!ies thi:. sc ree n ln~ p rocess . it could then b e s ubj ec t ed 

to the n1occ rigorous types o'f an:ilysis dis cuss1.Ll .-ibove . · Such in-dc:(lth anLtl­

ysi!l wou,l<l focu:J 01\ the dominant attr~butcs o ( t h E7 propo~a l, <lefined by c or.1 -

pocln~ the attributes of the propo~HtL0!',11 lnst t he ob jectiv es of the fund. · 
--~=-=:=:===-~~~~,~~~-=-.;;.~=-=.:--=-=-~-== 

1'h is s ys tem uoul<l remove :t ll c l earl y unaccc:ptnulc pi:opus:tls from further 

con!ii<lcraLion, ond would fre e t h e B;ink ' s t: tllff t"<> pu r!: u~ the mo re pro1'llsinf'. 

p ro pm1:-.l:1 J 11 dcln l l. 

(1 , J nfo rmnL i 011 Trn 11~ (er 

So:uc t J 11l1,::; Luo 11111cl1 i11f11rru.1t.Sc1 11 c:111 lit· n :; 1111p r.culucll \'l' for lh:c i:•io 11 

" • ' · . .. ... .... 

... · . 

~ ·. '\ -· 



. covernrnent, top decision makers delibernting many issues need only infor ma-

tion critical to their decisions . For clccinion:; conce1·nlng altcrn.ative 

. . 
project proposals, such information i.nclu<les only data rev~aling the sign t-

I .. . ·-

[icant cli ffcrences among projects .. Presented belo~-1 is a 1aatrix of th~ vari-

. .. : 

OU$ analyies discussed above. ""· . ' ... ... 
~ . .. .. ~·· .. ":. ·~ 

• • • • • • : .~:.~~::::- t_• ~:. 

sco!=ec~rd techniq~e and can he usecl to convey only the critical info~tion . • :. ;,_1-:;. · .. 

·. : .; ~.~ ;: ~ . :·. ~~:J;~t0~~--~ 
required_ by _final dee is ion maked. • . : · . • , .... ,, \p:..._-,r·~".'\{ J. 

. .: · ·. :. : -~-.:~P-f~f~~:·:::, .. 
All 0£ the information present~cl in the matrix. . will ·not be iri the· .· -~ .. ~ .. :~ .:·. ~ 

. ·:~~~ :·~ · .. ··~·. i : t:·~~ii::~(t .. 
sarre units of · measur:ement • . Indee d, much ~if t;he · inf.o~at:ion may be qualita- ' . : ~ - · .. . 

tive ~n<l verbal. 
. ~· :· 

Thus one of th e analysts 1 t~sk·s to1ill be" to tr~rnsi.ate the . .. ; . . 
various units of impact r.teasurement into terms understandable to decisi~n :'.·· · ·· : . . . . . . 

. mak.:!rs (:rnch as the deposition of so ma11y tons of suspende d solids ·:r.e s ul·t ·s ~~ ··: : .. ··.\.)~~{: ·~:·( 
in so much reduction in salmon spawning sites or the construction of a 

· project may result h so much secondary economtc :tctiv.ity). '!'his will en-· 
., 

; 

nble the decision makers t:o com pa rn impacts clii:ectl:t. against th e V<t r ious 

obJectives for the fun<l, and to make tlie necessary ti:.:ideoffo .:iccocdin_s to 

.. 
the lcg~slntiv~ cuidelin~s or his own values 0norc on t~is b elow). 

·. 
It is unlikely th~t this soi: t o.f project nnoly::;l:; will result i11 

proj e ct!.> which .:ire clearly objectively (i.c . 1 net p"r.cse nt dollar valu~) 

~·uperlor to competing ' projects. Although thir. rnny ho o cause of conci! rn 

for come, in the author' s opinton herein lies the vnlu£: of t his tlec i sion-

111:1klnt.; pt:\11.:CH~:. ProJ c.:c l ~• election wllt 11lLi111~1Lcly r~Clt.:i.:t :t v:tluc ju<lgrnf: nt: , 

for nc:Llhc r pt:c.fcrcncc r e vela t i on nor in(orrnnt~on \/ill ever. b e p er.fee:: or 

uhj cct lvc . 'l'hc proccs:: outlt11l'tl i11 Lhh rcpu t:L rc:cui;lli.-:c:s Lh•at.: the r e i:; 

1~ rcnt. lati.Lmlc in Lii e puhlia: i: cc tor for co11!;i.d c: dng V:ll11t·!i, ho t:h m~:· ::et amt 

11011- 111.1 d ;ct: . lt: Lhu~: s eek!: Lu: 

' ... 

.. 
: 

.. ~ 
. ·, . .. 

. 



recognize th~· strcn~ths 
J/~ 

. f~r -~~'41 particip;:ition; 

. (2) identify the sorts of in.forma tion which will be relevai:i~ in the 

a-llocatio~ of the permanent fund; and 

(3)' insur~ that the in rocn :\tion is prese;ntecl to .d.e~ision. makers .. 
. . ·. 
. . .... 

.. 

w.ith a .mi~imum of di'..stortion . so that .decisions (tradeoff~ ~monl'.) . :--::: ·­

.:goals) can. b.e held account~ble to the owner~ of .the fund, the ~ .~·~:?,:~~k~h .. '· 
. . .= .... : .. ~) .'.~:;·: 

Ala·skan· people. .. .. ;-.,.:-·\:. : · .: ~ : · 
. ~ ... , - . 

• • • · • t .... . 

... . · : .:·: ·.... ... 
: 

· 7. Tradeoffs Among Objectives · . .. 

Even afte r direct and indirect project costs nncl ~encfit s have been 
' . • ' ,. . 

identified, a pr~~lem stil l remains for t he proj ect (loan) ;lnalyst t.iho must 

choose among projects with different degrees of cont ribut!on towa rds th e . . 
' v:trlous goals. Inclc~d. ali of.,.the BO<llS or the fund may 11ot h e cqu;:illy <le-

' l 

::;J.rnble. Shoultl the ~cgi !:luturc or th e c:xccut ive l ci~v c t li e <.lcci!;io1.1 cou-
. " 

· ~ 

cei:ning .tra<leoff:; t ·o the a11aly!lt? 
. . 

Or . is there a 111ean!i uy which clcctccl 

. . 
officials can transmi.t th e lr preferences among goals t o tlt c ~na tys t along 

·.· ··. 
with goals th em!lelves ? l.'resentccl be l0t1 nrc thl' t.!e p r:omi.si11g th<.:orctical 

. npproaches to th e problem. . . 

n~ . Scorccotd Tcchnlque 

'l'hlu tcch11.i.quc c.1n he ju:;L: pnrt of . th e fo lloHing 111t:tliocl:;, or it c ;rn 

HL:uul olone . t::::scnti:1lly, t:h c ~con:c.: :1 nl tcc.:h n i. <J tlt~ J11 vo l. vc-~ the p1:t:scntottc11\ 

uf a lJ tlal.:t oy 1· l ll~ 1111:1 ly::I: i11 lhcl i: tWLUl'u l 11n iL!l l11 ~: t: c11 d of COllVC l.' ti. 111; th c111 

·/ · 
iol:n one mcnr.urc.: ( ta 1c h ,1 $ dol1 ~1 rt; ). · Tlt t: v c:i luc of l:ld.s uw r.h ocl lies in_ t l1v 

.;, 
/\11 c>: :1111 p.l c i :1 p rov I d t:d 111 fq1p1•11<I tx L. 
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trnn~m ission o[ t he 111~n:i111u111 omount of infori.tatlon to p:1rtlcip;rnts j_o dcd.-

sion mak ing. lly · leaving the da,ta .in nntt. .:al units ( such :lS numbers of jobs , 

nu:nber·s of eagles, dollars of . income, or pounds of sulfur d i oxide); the 

tradeoffs made by the dec.ision:.m~ke~ can be readily p~rceivecl by all. · For 

example, (f two potential projects produce th~ following hypo ~h~~ica l ben~-
. . . . 

fits, ·it will be clea·c from ·the analyst's !=hoi~e wh.a t ~1is values are . 

'· 
PROJECT A 

100,000 Ac.res ~f Wildernea~ 
· 50 Brown llear D~ns 

1,000,00P Visitor Days/Year 

. . . 

PROJECT B 

$20_,000,000 J.nco111~ to Individual!.> 
200 Perniant!nt Jobs · 

700 ,ooo .KW/hrs • . electr ic~.ty/year 

If the benefit figures simAiY appea~cd in nggcegate dollar figures, ~he 

"; . - : .. 
: ·-:. : . ' 

·.·· •. :;..· .. . 
..... '·· .. .. . 
• : -:.- • I•: 

~ ;·-'·~~t·f ~~=f~: .. .. · ' ·-, ~ . . . : . · .. -: :'"'' .... · .. · 
. ·":" :'. ' ! . . . . 

... . :.: -· . ... · . .. . .... . 
. ·. ~ : ·-· . 

true tradeoffs would .be much more cliffi.c~lt to unc.ove r (nncl the .cstimritcs· n· 

gr.eat deal more. t~~uous) .° . Rega.rd less of which, if a ny, oE the other tech.­

niq.ues are atlqptcd, tlu~ · scorcc'"~rd tech~1ique for cl:tto collection ancl prcs~n -

tation should be u~~d. Althqugh the· nn~lyst i.nitiol ly makc:s t h.e trc'.ldeoH> . 

subsequent d eci sion makers will be aule to unuer::.:toncl exactly what t h e 

tradeo.ff .was . 

b •. Naximtze One Go.a l, Set t:h t! Rest as Constrnints 

!his technique a r i s es from t he str-ucture of. many pcoernmming tech ·-

niques, :::uch as line;ic nnd gc:ial pror,nir;1111ing . Instead of'tt·ying t o mLJ.kc dif-

f icult trocleoffs , Lhe clccis i.011 ma ker with this method !;imply chooses one 

goal (the uvct·- ritllng on e i[ on e c:xU: t·s) tu m.:n:imi.zc: 111Hl !:t•L!; 11d.ui.tr1l11n 

oc.:ccplaulc lC'vc:ls (or .iU. L\11.! ulhcr:: to ~:cn·I.! ;1s conslrni11Ls . 'flies c 111i 1d.-

111u111 leve ls c:oul d be <.lc!:ij~1wd ;1s ud ni1:1U1:: :innual go<l l nc hicvcment level s r e-

qu;, r ed o.( t It c: )l:rnk' :: pro Jc: c.: L 111 ix. 

. .. 



For cxn~ple, assume · the legislatur.c chooses cconor:tic divei:-:.i £i.caticm 

c>.nd "Alaskan ization11 as the over-ri<J_ing go,.tl, and a measure of nchiev:u:ent, 

dollars of assets 0~ned by . Alaska rcsl<lentu in a specified set of c~~e~-
.. ....:.:.. .. -· 

prises,- is clesi'->ned. Assume 'the . l egislat.:ire also chooses ~ob creati.:>n., 

expans.ion as the other ·go.a.ls. Heasures· for eacl;l of. · thes~ ·o ther. 

be aesigned, and. then · minimum acceptable l evels of each oust be 
.· . I • 

time~· .. for achievemen~ by the management for a given period·of By settirig · 
. .: . ·:· .>:. ::·:: . 

these constraints> · the l egislature will have insured at:- least minim~ 
. ... . ! •.·. .- . . . ... 

accepi:able tradeoffs or levels o'f achiev~ment omo'ng. goals antl g1ven ::he man:- .. 

agers a more ~ tructurecl, constrained, and operatioral task. 
. . · -: i.-:. :. : ... .. 

Unlike ::he pur e;: 

. .. 
:scorecm.:d t·e~~nique , with this method the clcc i !;ion .about tradeoffs n:;;ong 

· .. . ··" 
goals i s not l eft entirely to the analyst . 

I 

/?, 

·c. Explicit Wei~hting or RankJng of Goals 

The final teEhnique offers the createst control> and the grea:e~t 

challec:ige to e lec.ted officials. · It is base4 on the desire for v; lues to 

de::crm.tne choice, rather than for choict! to detcrmi.n,_, ·m~ues . I f o r.:: agrees 

that ' the lcgislatute con best represent the values of Aloskahs> th~n perha~, 
... . . 

tli e ·legislature should specify no~ only the types of: invc:sl:ments which will 

contribute towards goals, but also the allocntion of the fund :tr.iong invest-

mentc. Indeed, it would be for b -21:tci: for the l egislature t o i<lcn:::i:y ex-

pli.<.:i.Lly I lac values \1hich dctci:111im: Lrudco (h: 111110111~ l~<>al s , t:h:111 co lc:ivc 

~uclt vi\lue judgments to the mnnagers o( t he fund. Consider the folb~.tini.; 

:;jmpl c liypothc.t i.cal cxat:1plc:: 

/ 111 nnalys t i.I; f:iccd \Jit.h choo:~i11g between two co1:: ;:> t t.i11~ lc.la n request!: 

prwl ut: i ng Lii t: (ol 10\·li.nt; li e nC? flt:..:: 

\ · .... 



PROJECT A 

$10, 000 Ruvt~1wc l:o Cun:> ti:ut! ti on 
Workers 

Capacity for 51 Additioc• .1 
Salmon Boats 

J>i,OJECT H 

$1£,000 !ll!vcnuc ~o Construction 
Workers 

Capacity for 50 Additional 
-le . Salmon Boa ts . 

' · ... . . .. 
If the analyst chooses Projec~ n, he is implicitly determi':'ing that one addi- :·: · .. :-. 

. . . .. ·. . . .- . - . ,.,.,,, . . 
has determined :.:- · ·· ·: ~ Th•1s the choice 

: . .. .... . · . tional salmon boat is .worth less ~han $2,000. 
• • .• - \ • .J:-. ·: •• : ~.;;. 

• • . • •• : ·".,/-, ..... ~ ""· .. _,:_,;v 
valu·e~ On the other hand, if the l e.gislnture hatl s ta.te<l that the survivGtl : ::· :;~~:·.:. :.'. 

. . . . . . 
and stability of the salmon incl us try is an important goal. . fol: the funcl (and 

. . . 
said nothing about income to construction worke~s), the analyst would have 

been cons trained to choose Project A (assuming that one additional boat con-

. 
tributecl to th{lt'goal). Hol./ev'er, weighting is not quite that si1.nple. Is fl 

sn~ll inerc~ent' in .stubility of the .salmon ind~stryworth a laFge fcr~gon~ 
.. ·: . 

amount of· income . tb th2 construction wo rkers? Some lGnits a nd pe rhaps ac-

tu.al weightG must be specifie~., to guide with the relati~e mngnitude of the 
f • 

tra<leoffs. Thus the legislature must consider a ! l of their goals in reln-
. (' . 

tion to each other, and determine how mu '1 gains in each one a re worth in 

lossef. to ·all of the others. This task could be , acco111plishecl by a ta:.k. 
.· 

·force or co"~i~tce which ~ould develop a goal weigh tiug scheme for consid e r-

ation by the legislature. 

One way to establish the preferences OL' wcightin:; hy decision in;1kei::: 

among compet ing goals or investments i s Lo r e vi ew pust allocation 'cl~ci.ci.on s 

.as a guide to future allocation. This me thod is us ually rejected because 

p t'c.(:ercnccs c !1ange and because the ran~c of. past tlr:cisio 11s i~ U!.:ttally i .11con -

. 
l';'J:hi.i: c:>::.unplc :i~: s u111es Lh<it tlic :: oc i.al vnl11c: of nn :i<llli. tic.1n;1l snl111011 

ho:1 t tr; no t me r e ly tlw (H'C:~wnt vnltw u( the: <lo ll:11: v:1l11c of tlw c::pecl:c.:d 
t!<1Ld1 <.•vcr t l1c boat.':: · 11::t: ftt l "lire: . 

.. 

. ·~ ··~ -:: · .. . : ·:.·.: ·.' . 

· . . - . . · - .. . . .. . . 

>: 

: :· .· 
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jllocati.on. The sp::!ctrum of choices ·.(and a range of quality ancl quantity 

·for cnch choice) within eligLble investment categories are enumeratecl> ancl 

each legislator is given a fi>:ed number of ·points or dollars to allocate 

among th~m. This technique . i~ valuable b~cause it forces each legislator 

to consider the whole range of choices ~ithin a fixed resource 
·. 

and. to reve:al his P.refere~ces among the choices . Nore of some 

.of ~thers. altho~gh with $3 billion t'o allocate the.re should i>e 

less! This is indeed the verf process th?t unfolds through the budg~tary 

proce r- s . The c-r:eation of such a 11 tria"i run" i.n a goming situation wo~ld ·. 
permit a ~ys~ernatic co~~ideration of tradeoffs by each decision maker, ancl 

: . -. . 

. .. ... ... 
'·· 

." I 

. :: 

• • • ' • I 

:··=·:. !·~.:. : ,: t 

.; .. ··· : : 1. I 
: . ,, . . . ' ... ,,"' ' 

could r~ sult in an overall identification of tradeoff weights for the entire · .. · · ~ .· . 

legislature . 

A· detailed plan for "he \raplemen t ation of goal ra nking or ueig:ttin.g 

.must ;.iwait. th~ ic.lent:J.fication or obj ec tives uy the · legisla ture. This sec-
tio~ is merely int~n<led to point out tho t ouch procedure i~ possible and 

perhaps desirable. · If goals nre sped.f:iccl nn<l m~ri:rnres for th P.et designed, 

the le~islature can r ' nk or weight them to. r,uicle the trodeoffs r c1uired in 

making choices nmoni compe ting ~rojec:t propo~nl~ . Trnc.le oEfs will thus rt-

fleet the v:1lues o[ the lctLslature , not tile project: analyst . 

rc!:ourc.: c :; . Unfortunately, t:rcntc r c o11l.tol cun 0 11 ly h e.: oht:1ined thcotlgh 

1~1 · 0<1l: c r c ([o 1: 1. The sco re::c:lrcl appi:C1:a:la i t: the cns i c::t Lo j111pl c:11:1!11t, l>ut 

.... . . . : 

; 

.. 

.. 



• . • t . . f 1 'f f:\ .<l. l d Mnximiz3t1on , cons r a 1nt is us e ·u 1 · one overr1 1ug coa . LG etcc-

\ 
mlned) nn<l it min imum <1cccpt:1hl~ level!; o[ otit~r goa ·-B cnn be cstaulished. 

If thi.s is possible . more automatic Icgi5lv.tive conti:ol of tradeof:fs is 

poss ible . The mos~ difficult and tirne-co~suming ~~chni.que i s the weig~tiug 

of goa~s, "yet thi.$ techniqu'e also o.ffers the gre".t ' •t · flex~bility and ·con- .. ~ ·.· .: . . 
..- , .. ··.:· . 

trol. Weights P.royide the fund's managers with. specific legislat:iv·e. guide- . .. . : . . . .. . 

~ 

I . ' 

lines to t.cadeoffs among .all of the goals · f~r the fund and they can b~ ·~:d·~ .'~~~~·~-;~~_,.~·: 
. . . . .· \~<~~-~~ ~: ... 

Unfortun.ately, for l egislators, safety often lies. in · ·. . ·::'- .: :·':: ·:. 
• I •·: .. :,:. :..,::,· .- ,::, j 

:imbiguity~ · To "fight it "out11 t o identify ~rad2offs acc eptable to the entire·. · .. ··· · ~ .. 

justed over time. 

lcgisluturc is much 111orc difficult nnd l:cvcaling' than the pi:cparution of n 

simple list of eligible investment~. 

ReeardlE7ss o f 1-1hich 111ctl~ocl is nctually i mplcmcntccl, it i.r. import:11nt. 

to r~co"goize that some one i::; goine. to hnv9 to make! t r a<l.eoffs ninong goals . 
. . 

Ench project which i s chose 11 will contribute towc11:d differe nt.. "gortls, nntl 
.~ 

to dif fot:cnt clegrees, than the' rcject:<:cl n lternatives . . ~t i:; up to th:- l ce­

i s lnturc -and t he Governor ns to 1Jhat extent· they wa nt. to l eave these choicc:s 

to t h e ·managers of the fund. The nbo vt:? technique!; offer. \·my:; to h e lp 

cleC'tcd of fie ials cith e: r runke the c:ho ic c~i thc1nsclvcs, oi: ·canst.ta ln thos~ 

t o whom authority ha:; been de legated. 

8. Cone lus ion 

11: 1.:1 u~c rul, and 0(1:1~ 11 ess L~ nl J.:11. 1·0 place p11hl lc poU.1..:y p i.:oulclllS 

in some r.urt of t hcorc t.ic:al rrnmewo rk l o p i.:ovlcl<.! 11 :;t:i;llt: Lure fol' 1:lttnlc.i11g 

nho11t t li c·111. 't:hl :1 rc:po1: t lt;i:; :1LL <.:111pl t:u 10 t1Llll •~C! 1.l1L•o1· J.c!1 £1:0:11 p11h l l c :: c.:t: -

to1:· cco1\0111lcr. 1.11 onlc!r t o I ormulnt.c: 1111 .1ppru:t ch l.n wh.11". Lo tlo with t l1c p C' 1· .. 

. ... · .. · .. ... ··· . ·- . 
I • .,. • .. • I 
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step 
11l 

preferences through c variety of mechan isms such as the legislat ure, the 

&overnor) nnd. the Pu,blic Forum. The "need for this should be clear: the 

citizens of Al~ska O\tn . the pern1ancl\t fund, :111d in the. United S tLI tcs ·~= rely 

nncl accountability over the allocat;ion of governrn:nt resources • . 
pr~ferences h~ve be?n cla.'rif:'. ..: ~ the legis'lature and .the G~vernor c~n 

must be identified or i nvented co serve as criteria for selection among . 

alternative uses of the fund. · . 

. Once the_ goals aita. 'objectives for the .fond have been S.denti fie c
7 

the. 

.. . 

• • I•• • ·. . .. . 
...... .. . · ·.:·: . "' .... ·.\.·· . 

role of th~ a~~lyst begins- Compefing uses of the ~~n~ wLll"con~~ibu:e to . . ... . . 
. . ·.·_ \ .... . : .. . 

"· · : . . 
different cleure~s to. the 'different: coals, aml will result in various int.li-

rcct cos ts nncl b~nefits which iii che pllblic sector not only. c<in be · b1,;: must 

be considered. Thu'sr the task of the! nnulyst is to identify both 'the r.mxkct 

•rntl non-tflarkct attributC!S (co~ts and bene f:iti;) of the altc.rnatives a nd pre::-

cent this i nformation in ~ manner useful to both decision makers and ~~e 

i.nterestecl publ'ic. l~inally, the. report inttoJuccd t hree tcch~iques foe . in- ·. 

. . . 
sucing that elected officials retain control ov~r t~e trn<lcoffs a mo ng goalo, 

and rccommencled that !iome effort be expencl ~ tl townrcls the most po~•erful tech-

11ique , t lw systc111atic weir,hti.n~ of coali;. 

In !;t1111, the repor t lws nought to clni.· j (y ctnd p:i1.·tLally i.l lustratc 

<• publicully clt:rined soci11l return on it!: j 11vc:sl111cnt: of Lht? per1r::inent .runcl . 

. •' 
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In November, Alaskan voters are expected tu approve an amendment to the 

Alask.l Constitution establishing a Permanent Fund for the receipt of 

certain proceeds from non-renewable resources. According to the estimates 

by the Department of Revenue, the Fund balance will approach $2 billion' 

by 1985. Assuming passage of the amendment, there are at least three 

major issues relating to the Permanent Fund which must be addressed: 

1. Defi.nition and sel..!c tion of eligi ble "income p-:oducing investments" 

for use of the Fund principal. 

2. Ol!tcrmination of the uses for income (earn··.ngs) from f u:ld investments. 

J. Development of the organizational nnd L•anagerial structure for the 

Pe rm.anent Fund necessary to implement (1) and (2). 

Clearly, these i ssue:; arc i nterrelated - appropi.:iatc organization and 

mnno.gement structure1:1 will vary with the selected ut1e of the principal 

and it1tcrcs t. Further, the inves tment strategy s elected for the principal 

wlll de termine the amount of Fund earnings availnble for a ny purpose. 
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The range of choices regarding the Permanent Fund is wide. For instance, 

listed below are several possibilities which readily come to mind. They 

are meant to be suggestive rather than exhaustive or mutually exclusive. 

A. Use of Permanent rund - Principal 

1. Financial investment (possibly outside lhe State) yielding the 

highes t rate of return (given some risk factor). 

2. Bonding security to improve State infrastructure or to finance 

capital relocation. 

J. Development Bank - Loan Funds: 

a. housing or other construction; 

b. intl~strial development; 

c. s mall business; 

d. fish hatcheries; 

e. employee equity participation in bu!liness or 

cooperative enterprl3es; 

f. or rlcultural development. 

~. Equlty capital for State participation in joint ventures. 

5 . Direct investment ln renewable resource sector. 

ij. Use of Pcrmu11~nt Fund - E<irnlngs 

1 . Rc lnves Lmcnt in PcrmL nent Fund (accumula te ond compound earnings). 

2 . D l !l tr lbutlon o ( eornlngs ln caoh payments to Alaska n rcs l<lcnts 

(some Corm o ( "J\l uaka, lnc ."). 
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3 . Reduction of a personal tax burden through the use of earnings 

to finance current expenditures. 

4. Financing of increases in current expenditures with earnings. 

(e .g. health, education, and transportation) 

5 . Distribution of earnings to local governmental units for l ocal 

financing of public goods and services, or for local tax 

relief . 

6. Use of earnings for any of the purposes suggested above (Part 

A) for use of principal. 
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The sheer size of the Fund coupled with its range of alternative applications 

has vast policy implications. Are the expenditure decisions to be made 

in the public or private sector (government expenditures or investment s 

versus cash grants or reduced taxes)? Are expenditures and investment 

decisions to be made favoring present or future generations? Emphasizing 

industrial development or renewable resources? Maintaining or replacing 

particular lifestyles? Speeding, slowing, or smoothing population and 

economic growth? 

It is i nevitable that specific objectives will differ substantially 

among individuals - varying with political philosophy as to the role of 

government as well as with normative judgements regarding what constitutes 

a "des irable" future for Alaska . A goal of particular importance to 

this Administration is the enhancement of renewable resource-based 

industries such as fisheries, forestry, and possibly agriculture . 

Another prime .concern of this Administration is the participation of all 

Alaokans in the benefits from the utilization of nonrenewable resource 

wealth . Wl1otever the particular goals pursued, disposition of both the 

principal and earnings of the Pi?rmarumt Fund have long- ancl shor t-run 

policy effects. The Fund ond its uses should be viewed as a policy 

tool, and its pott?ntial uses and implica tions carefully examined. 

Since the Permanent f und is a critical policy tool, i t is the proper 

role of the Division of Policy Development and Planning to insure the 

consideration of the follo~dng concerns: 

1. I nvcs L igation of a wlde range of alternative strategies, eschewing 

a nar row view of economic cllver slfication or investment possibilities. 

2. A clcnr s tntcment und uncJerstandlng of benefits to be obtalned from 

Fund oct-Lvltics, L e . - careful proj cc .: evnluation iu terms o.f net 

socia l bc ncHL ra ther than vogue asse rtions of t he public good or 

private proELtnblllty. 



3. A determination of the distributive implicatious of each plan, 

i.e. - who benefits from the activities directly and indirectly? 

(Are plans couched in terms of the general good really for the . 

specific good or benefit of a particular group or s~gment of society?) 

4. An interpretation and integration of various alternatives in terms 

of short- and long- run policy goals. 

There is au immense amount of power implicit in control of the Permanent 

Fund, given its size and potential . Those who control the use of the 

Fund will shortly be presiding over resources greater than the current 

State operati ng budget. It is safe to assume that individuals from 

within and outside the public sector wlll be attracted by these resources, 

and the power and influence their control represents. This point is 

stressed to emphasize the critical need for a thorough, and balanced 

evaluative process on this issue. 

The State Investment Advisory Committee will play a key role in this 

procl!SS - weighing various typea of Fund organization and management as 

well as alternative Fund uses. This Committee has a major responsibility 

in contributing to these vital choices . The resolution of the issues 

rai::ied above has strong iopllcations (or the kind of Alaska •11e will sec 

in the future . 
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ALASKA STATE INVESTMENT ADVISORY COMMITTEE 

PERMANENT FUND MEETING 

509 West Third 
Anchorage, Alaska 

October 13, 1976 

AGENDA 

99501 

.. 

Opening Comments - Commissioner Gallagher 

Adoption of Minutes of the August 26 meeting -
Bob McFarland , Chairman 

Status report on Alaska Economy - Bob Richards , 
Alaska Pacific Bnnk 

Update on Revenue Projections - Vince Wright 

Open Discussion 

Break for Lunch 

Report on current Permanent Funds , Characteristics of Management, 
Legal Structure, etc. - Ken Butler, Wl1ite Weld & Co. 

Report on the Organization, Management and Control of Development 
Banks - Peter McDowell, Price Wate rhouse Co. 

New Business 

Set Date of Next Meeting 

Adjourn 
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Jim Edenso 

Avenu.e, Suite 30 
Alaska 99501 

Deputy Commissioner, Treasury 
Department of Revenue 

September 20, 

FILE NO: 

TELEPHONE NO: ., 

SUBJECT: 
SIAC - Minutes 

The last meeting of the Alaska State Investment Adv;isory Commi ttee was 
very informative and served to indicate the magnitude of the task we have 
before us. After a considerable wait we have finally received a copy of the 
transcript of that meeting. Please find enclosed a copy of the minutes. This 
should serve as a ref ercnce document for your use in reviewing the meeting · 
and consideration for future discussions. 

Since August 26, we have unde-rtaken the following activity: 

1. A contract with Price Waterhouse & Co . has been signed. This firm 
will provide an analysis of potential organizational structures and management 
for the administration of the permanent fund. 

2. A contract has been negotiated with Ezra Solomon. This contract will 
provide a reference source for questions concerning either the national or the 
Alaskan economies. Mr. Solomon will also provide his knowledge and expertise 
concerning financial investments and social benefits. 

3. Negotiations with the firm of Arthur D. Little, I nc. ar e currently 
underway. The purpose of this contract is to provide macro econometric modeling 
as it relates to the national and the Alaskan economies. This firm w:Ul work 
in close cooperation and coorc\ination with Alaska Pacific Bank. 

In conversation with Commiss ioner Gallagher and other SIAC members it has 
been determined that October 13 would be a good date for the next meeting. 
Please put this date on your calendar and pl an to attend. Anchorage is the 
most central and consequently the most logical place to hol d the SIAC meetings . 
I will be forwarding to you any reports and information received from the 
consultants prior to the October 13 meeting, 

If you have any questions concerning the l ast meeting or relating to the 
permanent fund pl ease feel free to contact me <lirectly. It would make planning 
this meeting easiE1r if you can inform me of any conflicting dates concerning 
the October 13 meeting date . 

JE:ge 
Enclosure 



STATE INVESTMENT ADVISORY COMMITTEE 
MINUTES 

October 13, 1976 
Anchorage, Alaska 

Chairman Eric Wohlfarth called the meeting to order at appr oxunately 9:45 a.m. 
on October 13 , 1976 in the Department of Revenue Conference Room , 509 West Third, 
Anchorage, Alaska. 

Members present were: 

Dr. Logsdon, Associate Director, Agricultural Experiment Station , 
University of Alaska, Palmer 

Mr . Eric Wohlfarth, Attorney at Law, Anchorage 
Mr. Robert Barnes , President , Alaska State Bank, Anchorage 
Mr. Dennis Waldock, Foster & Marshall , Anchorage 
Mr . Martin Pihl, Vice President & Comptroller, Ketchikan Pulp Company, 

Ketchikan 
Mr. Robert Thorstensen, Petersburg Fisheries, Inc., Petersburg 
Mr . Jamie Love, Alaska Public Interest Research Group, Anchorage 
Mrs . Lanie Fleischer , Anchorage 
Representative Hugh Malone, Kenai 
Representative Richard Urion, Anchorage 
Representative Clark Gruening, Anchorage 
Mr . Langhorne A. Motley, Commissioner, Department of Commerce and 

Economic Development, Juneau 
Mr. Jim Edenso, Deputy Commissioner, Department of Revenue, Juneau 
Mr . Robert LeResche, Office of the Governor, Juneau 

Absent hembers: 

Mr. Emil Notti, President , Alaska llative Foundation , Anchorage 
Mr. Robert McFarland , First Federa J Savings & Loan, Anchorage 
Senator J 1hn Butrovich, Fairbanks 
Senator Jalmar Kerttula, Palmer 
Andrew S. Warwick, Commissioner , Department of Administration , Juneau 
Mr. James Crawfo rd, Anchorage 
Senator Frank Ferguson, Kotzebue 

Advisee : 

Sterling Gallagher , Commissioner, Department of Revenue , Juneau 

Others present were: 

Peter B. McDowell, Price Waterhouse & Co ., Inc. 
Kenneth Jensen, Arthur D. Little, Inc., San Francisco 
Kenneth Butler , White, Weld & Co. , Son Francisco 
Bob Richards , Alaska Natlonol Bonk, Anchorage 
Charles J . ruhrmunn, Wh lte, Wclcl & Co, 



Othecs present - continued: 

Gary Larson, Price Waterhouse & Co. 
L. Patrick Oden , White, Weld & Co . 
Dan Regis, Price Waterhouse & Co. 
Susan Andrews, Anchorage Times 
Paul Engelman, Federal/State Land Use P~anning Commission 
Bradford Tuck, Federal/State Land Use Planning Commission 
Thomas R. Packer, Alaska National Bank 
David Rose, Bond Bank Authority 
Jim Weber, Bureau of Land Management, Anchorage 
Jim Rhode, Staff, House Finance Committee 
Frank Reed, Jr.~ Dean Witter & Co. 
Jack O'Quinn, Alaska Oil & Gas Association 
Dona K. Lehr, Policy Development & Planning 
Carol A. Greil, Area Realtors, Inc . 
Vincent Wright, Department of Revenue, Juneau 
Paul Dodson, Depa rtment of Revenue, Juneau 
Lisa Jorgenson, AKPIRG, Anchorage 



MINUTES: 

Mr. Wohlforth: In Bob McFarland's absence I will now open the meeting. The 
first item of business is opening comments by Conunissioner Gallagher. 

Mr. Gallagher: I would like to welcome you all to the second meeting of the 
State Investment Advisory Committee concerning the establishment of the proposed 
Permanent Fund. The last meeting served to introduce new members of the ConunlttP.e 
and to initiate the process of establishing the Permanent Fund. This meeting will 
allow the Committee the opportunity to begin evaluating the work currently being 
undertaken by the Consultants for the Permanent Fund. 

Bob Richards will further describe the State's economy by providing a sectional 
analysis of each segment. His input will allow the Committee to begin focusing on 
the potential investment opportunities available in Alaska. This information will be 
useful in considering investment policy. 

Price Waterhouse will present their report on the organizational structure, 
management and control of existing funds which currently undertake the administration, 
management, and investment of large developmen t projects. Their report compares the 
characteristics of funds which are similar in nature to the proposed Permanent Fund, 
e.g., the limitation which permits only income earnings investments. 

White, Weld & C., ..• pany will present their report on existing permanent funds. 
Characteristics of these funds will be reviewed and outlined for the Committee. 

The Governor has asked the State lnvestment Advisory Committee to actively 
pursue the establishment of the Permanent Fund. This Committee was expanded to include 
a broader base of Alaskans to provide a greater breadth of ideas and input for 
establishing the Permanent Fund. 

There has been some concern expressed in the news media that this committee has 
become a " powerful board." This is a basic misunderstanding of the State Investment 
Advisory Committee. The Committee is mandated by statute to advise the Commissioner 
of Revenue on investment policy for the State's funds . The use of the State Invest­
ment Advisory Committee for the Permanent Fund is an exception and its expansion is 
intended to be temporary. In the event tha t the Permanent Fund is established, it is 
anticipated that the Co~mittce will return to its previous status. 

There has been much concern c.<pressed concerning the goals of the Permanent Fund. 
Briefly, I see Lhree major goals of the Permanent Fun<l. 

The Permanent Fund could have as one of its goals the strengthening of the State's 
economic base. This could be accomplished by adopt i ng pol.icies for the investments 
which tend to stabilize the economy, a flattening out of the so-called peaks and troughs. 
Investments i nto renewable resources using non- renewable resource funds will help 
future economic conditions. Policies which tend to reduce the seasonality of employ­
men t would provide greater employment opportunities for more Alaskans. The benefits 
of t he Permanent Fund should reach a broad population base of the State . 

A second goal could be to provide ass i stance in the area of community development. 
Ass i stance in communication development , housing nssistance, and other socially 
rela ted programs could be goals for the fund. 
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Finally, a third goal could be to support the "savings account" concept. This 
would affect the economic growth of the State and allow for greater selectivity and 
particip;1tion in future development. Additional benefits could be derived from direct 
earnings received on the funds. 

Many people have expressed concern for safeguarding the funds. There are many 
ways of developing safeguards and they are generally provided proceJurally through tl\e 
management and control of the organization. 

Management provides safeguards by building checks and balances into the decision­
ma king process. A further control is the use of generally accepted accounting reporting 
and auditing procedures. Annual audits are a very effective check on management 
activities. Public reporting requirements on a regular basis greatly inhibit the 
misuse of funds. 

A brief review of our activity will establish that there is a major effort by the 
State to establish the Permanent Fund; the cooperation between the administration and 
the legislature in establishing the Permanent Fund; the use and expansion of the 
State Invest~ent Advisory Committee as a r~man resource pool to develop the Permanent 
Fund; the hiring of consultants to provide research and data relevant to the develop­
ment of the Permanent Fund , and the use of the public forum , the Alaska Growth 
Policy Board to carry the dialogue of the Permanent Fund to the general public . 

Mr. Wohlfarth: Thank you, Commissioner. The next item is the adoption of the 
minutes of the August 26 meeting. Is there a motion? 

Dr. Logsdon: I so move . 

Mr. Waldock: I ' 11 second it. 

Mr. Wohl fo rth: Any discussion? If not, all i n favor of adoption signify by 
saying "aye . 11 Contrary? They are adopted. We will now go to Vince Wright, Director 
of Research for the Department of Revenue , to give an update on revenu~ projections. 

Mr. Wright: Each quurter, the Department of Revenue publishes a "Revenue Journal.'' 
We fea ture what we consider to be the results of vital researc~ efforts and this 
particular one is devoted to permanent funds. We are not advocating any ideas what­
soever. We're simpl y presenting a series of thoughts, concepts nd ideas that council 
members, administration and the legislature have developed over: a period of time 
in re ~ ..it ion to the permanent fund con· er t. 

We l1uvc lis ted those items that Joint Resolution No. 39 has specified as being 
qunlifiable for the permanent fund monic's . Right now the amendment reads u t leaRt 
2~% of State oil royal ties, State gas royalties, Federal royalties, mineral lease 
rentals and bonus sales wi.11 be set aside .for permanent fund purposes . We have 
listed tliese it~ms in numerical amounts that are attributable to each of these cate­
gories by year commenc:l.ng in FY 77 and going out thrc-,ugh fis cal year 1985. We have 
also calculated what the actual contribution rAte would be on a per year basis . 
Then we have s imply accumulated those figures so that by fiscal year 1985 based on the 
25% contribution rate , we're roughly calculating $1 .8 million. 

In arrivlng at these projections there are many assumptions such as price of the 
oil , throughput assumptions , tariff rotes, e tc. and we constantly have to update these 
figures due to changing conditions . 

It ' s on the basis of wr>llhead value that we detennine our royalties ; at 12-l/2i. . 
Pirst, we start out wlth reftnery products. We're adopting Saudi Arabian crude 
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and from that we subtract what we call a series of tariff rates. There are various 
tariffs . For example, you have the tax tariff which represents the line itself; you 
have the tanker tariffs which in this c.:tse coincides with shipment from Valdez to 
Long Beach. The third set of tariffs assumes that for a six-month period we're going 
to ship oil through the Paname Canal. Another set of tariffs we've identified with 
what we call the SOHIO line project. In other words, assuming that everything is 
approved there will be a line running from Long Beach to Midland, Texas. That line 
consists of an El Paso gas line which El Paso has agreed to convert to an oil line 
should the FPC aprove it, and it also consists of 200 miles of new lines that would 
have to be built across Southern California. 

All of those items make refinery prices from which we derive the wellhead value. 
From that wellhead value you take your roy.ilties, which amount to 12- 1/2%. 

Are there any questions so far? 

Mr. Motley: What was the allocation for going around the Panama Canal'! 

Mr . Gallagher: It's 75c to Long Beach, probably about another dollar to the East 
Coast, au~ut $1.60-$1.75. Other tariff is $2.20, so that adds about 45¢ to SOc by 
taking it through the Panama Canal past Long Beach and going by water . 

Mr. Love: What would happen if the tax rate was changed drastically'! Is there 
a1 area where taxes will go into this? 

Mr. Wright: Taxes do not go i nto this, only percentages of royalties. 

Mr. Love: Would that affect the royalties or anything? 

Mr. Wright: Depending on which route t he oil goes the tariff. rates can be 
affected, therefore , wellhead value can be affer~ed, there fore, royalties. 

Hr. Love : I'm talking just about the Alaska State taxes. 

Mr. Wright: The tax does. 't. 

Mr. Waldock: Have you cons idered shipping any of this excess oil to Japan? 
What would be the savings in exchangJ.ng oil with the Middle East coming to the East 
Coast? 

Mr. G~llagher: There is a considerable savings to the State. The advantage to 
the United Stat es is minimal because you just displace the Saudi crude. Just different 
people get the income. In one case s hippers senm to get the money, or pipeline 
companies, in the other case it would go to the owner of the property. We, being an 
owner, would receive quite an income differ.cntial, but the nation as a whole would 
not get that much dif ferencc. 

Mr. Waldock: Do you have any statistics on how much it would save the ~lnskon 
people? 

Mr. Galldgher: Tl1crc ls about 9C per barrel differential. l 'm saying t he 
advantage to the JapaneAe is somewhere nround 9c . 

Mr. Wohlf arth: If there ore no further specific questions we will ask Mr. Bob 
Richards to give us a status report on the Alaska economy. 
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Mr. Richards: Thank you. My discussion today will be in four parts: What the 
Alaska economy looks like today; where the Alaska economy seems to be headed; a brief 
examination of what sort of policy implications seem to naturally flow from the first 
two; and a little bit of regional observations . 

There's really not too many surprises in t~e structure of the Alaska economy 
today . We have charted the cyclical behavior of Alaska's economy , particularly the 
civilian employment. The first chart is the historical development employment; the 
second is the historical development of population. Other charts show the diversifi­
cation in industry and the geographic diversification . 

Mr. Edenso: What are the industries most affected by seasonality? 

Mr . Richards: Tourism anJ fishing; forest products and construction ; trade a nd 
services. 

Mr. Gruening: What is the av~rage month of employment? How many people unem­
ployed and how many people employed of the total work force? 

Mr. Richards : I don't have the absolute numbers here with me . But there are 
14% more people employed in At!gust than there are in November and about 12% less 
employed in January than there are in March. 

Mr . Edenso : What you ' re saying is t hat ther e is more stability and seasonaU.t y 
in employment in trade ; , services and fi1 ances , govetnment, possibly transportntlon , 
communications , and utllities than there is in cons truc tion , manufacturing an<l mining . 
In other words, produc tive industries plus limited service industry of tourism is 
largely seaeonaljty affected . The mainstay for employment in the State is not 
affected by seasonality. 

Mr . IUchnrds : That's rJ.gh t . Government Ls and ls noc the mainstay nf employment. 
Government and bnsl.cs ure the only things that r esul t f rom autonomous investment 
decisions. Dis tributive is an induced Jnvestment decision . Distributives arc u 
function of what ' s going on in Alaska economy, and government partially is, and the 
basic is not ut all , and government 1.s pnrtially not. 

Mr . Edenso: T' m not sure I really understand what is basic ond what is dis t ri­
butive. 

Mr . Richards: Basic is mining, manufac turing, tourism, fores t products , f ishing , 
petroleum , ha rdrock mining, and some construction. 

Mr. Edcnso : Those aren't really af fected by seasonality , t hen ? 

Mr . Rlchnrds : No. Some of them are se.1sona l nnd some arc not. I ' m not sugges t i ng 
that all bnl:i ics nre seasonal. Bnsics 11re boslc. They ' r a autonomous ly i.nduccd . 
Distrlbutivc is i nternally induced. To tlie extent of whether or not some basics nrc 
s easonal and some are non- seasonal , tho t ' 11 another dimension. 

Mr . Edc:mso : Tha t ' s what I 'm trying t:o get n t . Whn t nre t hos e bn~ lcs thnt arc i n 
fact se11Ron11l, nnd what per centage or proportion o f the ..!Conomy, diat ls the lmport:mcc 
of t he ir ro l e in the economy? 

Mr. Cul l11gh c_E.: We want n breakdown fo r cnch i.nd 1a try. 

Mr. Richu rcJs : All right, we' 11 do j L for euch 1ndus t rv. 



Mr. Pihl: Do you have any data on r esident and non-resident employment? I 
would judge that the peak is greatly increased by non-resident employment-7 

Mr. Richards: Yes, we do have data on that and I will develop it for you next 
time. 

Mr. Love: Are we to assume that all of the data is f or 1975 unless other.wise 
indicated? 

Mr. Richards: Yes. Graphs 7, 8, and 9 a re 1975 data. The next graph is f rom 
1973 data. This graph definitely has some investment implications in terms of a 
permanent f und. Almost 2/3 of our gross state product comes f rom the South Central 
re~ion. The South Central r egion has 54.5% of the popul at i on, so the gross state 
product per capita is considerably higher in South Central than elsewhere. South­
eastern also has a hi gher than proportionate share of gross state product rela tiv0 to 
population. Alaska is a highly labor intens ive state . Lc.1~o r costs have been of 
concern to al l of us. Alaska heads the per capita personal i ncome by s tates for 
1974 by 30%. The maj or source, 90% of persona l i ncome i n Alaska , i s f rom wages and 
salaries as distinguished f rom other sources of personal i ncome, Soci al Security 
payments , retirement benefits , e tc. In other words, over 90% comes f rom wages and 
salaries . 

Mr. Gallagher: Has there ever been a chart done correla t i ng i t back t o in flat ion 
or real dollars? 

Mr. Richards : The change in real over time? 

Mr . Gallaghe r: No ; i nf l a tion . Thi s sta t e in comparison to the nat i onal economy. 

Mr. Richards : Yes . 

Mr. Gallagher_: l would like t o see t his cllAr t: reposed over t he real, discoun ted, 
fo r instance . 

Mr. Richards : Okay , what do you want to use as the base per iod? 1960? 

Mr . Ga l laghet: Can you ge t the cost of livi ng i ndex for each s tate and t hen 
r epose i t here? 

Mr . Richards : Yes , but a I i ndicated, tha t is '1 func t . m of time. 1'he cos t of 
living i s a function of clrnnget. ove r t ime. 

Mr.. Love : lie ' s say lng t hat H t he cost of ll v:lng i n Alas ka is 50% higher than 
the cos t of l lvlng in t he Di s t r ic t of Columbia it wou.Ldn't make sense t:o say i n r eal 
dolla r s tha t ou r i ncome i s higher than that of n per son l ivi ng 'ln t he Dis trict of 
Columb ia. Our s tandard may be lower i n some i nstances. 

~fr. Richards : I t' s not i nf:latio n you want; but t he cost: of livt ng diffe renti.Al 
ut a moment :ln t i me . 

Mr . Reed: !la ve you eve r clone a study of t he 
l s a c r itical factor wh i ch ln tcgr ntes i n t he cos t 
centage of our income we s pend fo r housing , etc . 
wis e i ncr eased'/ 
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Mr . Richar ds: I can give you some general reflection of the situation now , in 
terms of the 1974 data the cost of living <lifferential between Anchorage and the rest 
of t he United States was close to 25% . The next chart arrays the sectors of our 
economy on the basis of the extent of their labor intensi ty, and as you cnn see , 
we' r e n highly labor intensJvc economy. 

Mr. Gallagher: If you want to raise that basis, t ake out the seas(1nality, you 
invest more in government? 

Mr. Malone: Looking at the breakdown on per capita income across t.he United 
States and relating Alaska to Washington, D.C. , it looks like government: might be the 
best investment , if we just made a simple assumption . 

Mr. Richards: The last two charts reflect the disproportionate role played by 
the petroleum industry in terms of the public sector. 

Mr. Love : One of the advantages of a large percentage of our revenue coming 
f rom petroleum related industries is that you have to raise less revenue through 
th1ngs like personal income taxes and state application of sales taxes , etc . What 
you may perceive as a problem because it' s a centralization of our revenue source in 
a single industry , may be interpreted by others as an overall benefit because it 
allows us a tax relief off other groups that otherwi se would be carrying the burden. 

Mr. Urion: It doesn't work out that way. 

Mr. Richards: l think the point you made is a valid one , but neve1·theless I 
still hold the notion that severe lack of diversification in any regard is in fact 
a problem. The final dlscussinn is a further elaboration of the role <1f the public 
sector in Alaska. It 's been by far the major cause of population growth in the 
State o[ Alaska and this docs not include the military . 

Mr. Edenso : You s how an increase in state and local government employees as 
nearly 15,000. For a specific period of time within that time frame have you had a 
larger increase than at some other time'/ 

Mr . Richards : Yes, the latter years the increase was greater than tbe former 
years. 

Mr. Edengo : We don't know where we sec a tremendous amount of growth taking 
place. I assume it occurred after 1971 or 1972. Maybe that's an erroneous assumption. 

Mr. Richard s : I ' 11 get you the specific pattern on that. 

Mr. Malone : 'Lhc increase in employment , par ticularly in the government sector in 
Aloska is very large. Are there ar.y statistics available or information available 
that might indicate to us where t~ese people came from who went to work Cor state 
government; whether they cnme fr~m the state itself or came from outside the s tate? 

Mr. Hhode : l checked with Ken t Dawson of the Governor ' s office on that . They 
did a qt1ick survey and found ab0ut 55% of those hired as state employees had been 
physically resident in the stat.e less than one year at the time of their hire. 

Mrs. Fleischer: Does that include students who had been living outside i n 
college for four yearn and then wer e coming bnck? 

Mr. RhClde : No, those would count as full bona fide residents. This was done for 
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the year 1975. 

Mr. Richards: No, I don' t have any answer co t hat. To capsulize where the 
economy seems to be headed. The next t wo or three years will be periods of rather 
se·rere slowdown in growth, then we ' 11 have a period of acceleration. The reasons 
for this are threefold: (1) the Jecrease of employment on the pipeline project; 
(2) more modest state spending inr.reases and, (3) a holding back in the private 
section. 

The slowdown is not going to be a bust for three reasons : (1) this huge stable 
underlayment of government providing '•0% of total jobs , 30% of civilian iobs , (2) 
the fact that the pipeline is not cont ributing as much of the boom as is normally 
believed, therefore the absence of it i s not going to contr i bute as much to the 
bust as normally believed . My study showed that 40% of those workers send their 
payroll checks directly outside . The third factor is that the businessmen are not 
going to squelch their expansion plans and investment plans completely because they're 
too much aware of what is coming in the 1980 ' s. So investment in the private sector 
will continue but at a slower ra t e than it has in the past two or three years . That's 
the short run outlook . 

In the long run , t he three mos t rapidly growing sectors of Alaska ' s economy over 
the next ten years will be petroleum, construc_ion, and t he visitor i ndustry. I 
think by the end or the next decade t hese thre~ indutries will surpass fishing i n 
their importance as sources of employment. The hardrock mining and forest products 
industries are impossible to predict , hopefully, they ' ll experience some growth, but 
probably at sli ght l y more erratic patterns and uncertain rates. Finally, I think 
agriculture cont inues to remain a long shot , though a tremendous potential . 

In the public sector , state and local government in ten years will replace t he 
federal government as the dominant employer i n the State of Alaska . Anchorage, I 
think, will continue to serve as the State ' s commercial and financial center. 

The relative thing is not so much the type of investments that t he Permanent 
Fund would be making but the timing of t he i nvestments , and perhaps the geographic 
location as well. 

Obviously we nred more jobs in the wintertime and we need more diversification. 
As I've pointed out , our economy is highly labor intensive. The petroleum industry 
is extremely capital intensity. The bank tel lers and hotel clerks are paid considerably 
less than roustarouts on dr illing rigs and bookkeepers for petroleum firms . The one 
thing that explains that is the differ i ng degree of labor intensity and capita. I 
i ntensity. However, in terms of the policy i mplkations of t he outlook, I don ' t 
t hink the.e ' s any r eason for the State to panic about going i nto a bust and, t herefore , 
t o go into some ma.1or explicit counter-cyclical spending s pree . The normal increases 
that simply flow from social concerns will be enough to keep a sufficient amount of 
spending injected into the economy, and t he i mplication of tl1e l ong range outlook is 
that because of the type of growth we 're going to have , the f und will be pr incipally 
capital intensive, and it ' s likely that public revenues will increase to a consider a bly 
greater degree than t he demand for publi• : services . Therefor e, the managers o( t he 
fu nd are going to have more l atitude (or investment decisions. 

Mr Wohlfarth : Thank you. Any quesLions? 

Mr. Mnlonc : The concept of using t he f.und balance or (und i nvestment as n counter­
cyclical device poses a very difficul t political question i n that wl1en you have o 
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great amount of ac tivity i .n the economy, something like the trans-Alaska pipeline, 
there's considerable demand for capital ; when the business commun ity perceives 
things may be slacking of f, they're not going to go on the hook for the debt. So 
then probably t:hese t ypes of investment s or expenditures may mor e normally come from 
t 11e State budget in t erms of a public works projec t rather than an inv~stment i n the 
private sec ~or ~s a cons t ruc tion of a new plant or service industry. 

Mr. Wohlfarth: 1 think it' s the public sect or' s experience in the l as t six years. 
After the l>il lease sale in 1969, we expanded state spending for cur~ent expenses and 
capital improvements . Tben with the pipeline f inally on the horizon we again expanded 
state spending in the capital lmprovement sector which, of course. means anywhere 
f rom $80 to $90 million in bonds per year. 

Why did t hat happen? 1 feel because there was a perceived requirement J.n con­
struction of necesslties in the State . We wanted schools, roads , and all the things 
that were necessary and continued to be necessary, notwiths t anding there was a 
t remendous burst i n economic growth r e lated to the pi peline. 

I come to no conclus ion on the subject except to say tha t it is a very difficult 
mix ~f public an<l private percept ion of what is needed in the Sta t e and a t the same 
time obser ve what' s happening t o the economy and the pos~ible i nfla tiouary e f fect. 
t would like to see some studies done on this s ubject. 

Mr. Wa ldock: Bob , have you begun to develop charts on ~11at ra t io of monies 
shoul d be applied t owards t he economic investments rather than Rocial investments ? At 
our last meeting 1 was left with the f eellng that you strongly felt tl1e major ity of t he 
money shoul d be directed towards economic investments r ather than social investments 
and i was wondering i f you had come up with a ratio tha t you might sugges t. 

Mr. IUchurds: No , I haven't yet bu t I will give some thoughl to this matter and 
s ee how we might come up with some numbe r s on it. 

Dr. Logsdon: ln r e l ation to spendable income , Alaska wlth over 90% i ncome from 
wages and salaries, how does this compar e with the U. S average? Do you have that 
figure? 

Mr. ltichards : I don ' t have it but 1 think i t ' s ln ch h1.gh 70' s . 

Dr. Logsdon : You can' t hide the wage and salari es from taxes . 1 Ll1ink chi s could 
be a s ignifican t figure. about 70%? 

Mr. Gruenl ·~i~ You' re tn lkfng nbo11t pop11Jn t 1.on growth related to Stn te spcnd l nr,. 
The money was gene rn ted by t h e. honuA l enRe sal e , t he mo ney WAH t he r e. . Whal 1Jouhl b~ 
the ulternntive? Could it be that t he Permanen t: Fund ua ii an al t ernativl! no a savlngR 
t o pre· c n t t he spending t hnL ~l!ne rated the popu111tion gr owth? Wha t is the pol.icy 
lmplication? 

Hr. Rlchards: As an economiRt , r don't t htnk i t' s my role to make any polltl co l 
ob~ervation or recommendnLion. 

!!.!'...!. Gruening: If the AOVernment hod decided not ro hfrr nny n '"' SLntc •1np l oycc"1 
out lnj ected 1.nto t he rn·Lvnte sec tor, lt seems to me you 1Joul<l cnour r g<' t he tHunc popu­
l ll tlon g r owt h • .tt ' s the f\Jn ct ! oo of s pending to f~cnc racc t hat. , not t he foct thrtl l t 
wns fJp cnt ln gover rnncnt, Urn 1 L thnt rlf~h t? 

Mr. Richards : Tc dC'p nd •• on 1Jhothcr you fovcs t in n htnhly l:lbc r fntcntJJvc 
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sector, which g,overrunent is, or a highly capital intensive sector. 

Mr. Gruening: Would you say that one of the goals of the Permanent Fund should 
be to even out the economic dlstribution to the State; to bolster regional economies 
eo that you don't have an unC'ven high cut? 

Mr. Richards: I think it should. but we have to be careful to uistinguish 
be ':ween what is form and what is subst ance . It should be invested regionally on the 
basis of something that will be sustainable in that industry, in what region, and 
what will i n fact contribute to a long run sustainable change in these proportions, 
as distinguished from the injection of funds to the present people who happen to 
reside there. There is a very real distinction . 

~r. Gruening: I would like to know where State loans have generally gone 
geof raphically. 

Mr. ~otlei: I can provide t hat as we keep the loans on file by election districts. 
It's in the public domain. 

Mr. Barnes: Eve ryone i n Alaska is r(:ally enamored at the cost of living today 
and use it as a juncture for higher salan.es. In showing the cost of living index 
do you th ink it would show Alaska at the top and Mississippi at thP. bottom of all 
the states? 

Mr. Richards: Yes , it will. 

Mr. Motley: Where t.iill it put Georgia? 

Mr. Richard1 : The Bureau of J..abor StAtistics measurement of cost of living gives 
as much mislnformntion as infonnation . It does not s uf fic::i .ently take into consideration 
life style differential s . We all know that a gallon of gasoline costs more in 
Anchorage than lt docs in Seattle and we all know that people in Anchorage s pend less 
on gasoline than people in Seattle. But it's really noth1ne more than a good rough 
estimate. 

Mr. Barnes: Do you think our Rl t un t lon is simila r to Venezuela in that if we 
take these funds thn t have been pro jected, put them into the economy (the money was 
there) wha t alternntivc waR thera to spending it? I would think tile alternative i s 
what Venezuela did, put it In ,., (und t h:tL is not used in t he economy on o short term 
basia but only brot1Rl1t bnck i nto thL economy diver ai(ied over a much longer period of 
time. ln oth<!r words, cnn we nh.irnrb t hese funds Jn to our economy? Cnn we build 
dama and othe r pro1cc ts? 

Mr. Richard1:1: Thot ' s a (ascJ nating c1uestion, Lhc whole qucsLiora of abs,rption 
and one Lo which t'vc not Mlurcssed any attention, hut 1t ls o key question . 

Hr. HcNolJ: L thJnk lfr. Rich:1rd 1 R r <>port i.R very he lpful tHld hu1-1 i<lont:lfied ;1 

number of thingt1 thnt the .invc-tltment pc llcy Hhould be dtrcc t cd at , such as seatJ'JnaHty. 
I t hink the n Ppcc L o( r t!tiidP.nt vcrtHHI non- r eA ldent empJ oymenL i ~ .111 impnrt:nat one to 
the Stat<! . 1 nol Lee tlw projc•ctlon o f growth nnd o the r lnoml! o f the Stntc i s 285 
million for fi»cnl yeur 197 7 nrowing co 800 mil lion in L98S. Thnt ' a n pretty s ub­
sr.antiul rule or growth; [ think around a 20% rni:.o of growth pe r ycnr . 

Hr. f':den::io : Uou , could \ ' OU elnborn r c on t.ltut o ll tt:lc, i 85 million ROing up to 
BOO rn.Ulion? 

Hr. Richards : Almost n i l o( t hn t I ~ ln1luc c.•d by tho g r owth of thu pctroluum 
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industry and the growth of Stale government, almost all of it is personal income-­
the majority of it is personal and curporate income taxes. 

Mr. Gallagher: Government spendlng made a huge climb in 1970, since then a l l 
we've bought with government is inflation, the bigger population base. All those 
big leaps in number8 are just in f lation and population base . This is boiling govern­
ment spending down to a real per capita dollar. The times when we were going through 
20% population gains we were also going through 10% inflation. So when the budget 
went up by 30Z it shouldn't have been that much of a ·urprise. 

Mr . Edenso: Bob, you give us "Gross State Produce by Region . " I ca n speculate 
on why you made your comments concerning the disproportionate distribution of that 
pr oduct by the South Central and Southea~tern, but will you elaborate a little more 
on why we have a concentration of gross State product in the South Central region and 
the Southeastern region disproportionately on population versus the Interior and other 
areas? 

Mr . Richards : In terms of Southeastern that' s where the resource has been, the 
fishing and the forest produc ts; that' s where our industry has been. The primary 
factor underlying South Central has been that this is the hub of the largest sector , 
the distributive sector, the public section and also it 's the financia l sector which 
is included i n the distributive Hec tor. 

Hr. Edenso: So where there arc different types of development or potential 
investmen t opportunities, a very prime consideration will be the ability of that 
particular r egion t o s upport an i ndustry of nny kind. So you're talking on l a rge 
capital outlays for cons truction development. 

Mr. Richards : Yes , I concu1· with lhat. 

Mr. Luve : I share some of the concerns in term::; of wunting more obj1:?ct1vcs i n 
terms of evaluating your basic orientation of wher e you think the dircctlo11 of t he 
Permanent Fund is. You gave a ve ry s hort and subjective paper on what you comJldcrcd 
to be the dif ferent investment possibilities in terms of how we would maximize• bc:ncfits 
to the Alaskan public. There's very a::rong i ndi.cntions for a development banking type 
npproach. I agree with a lot of your nssumptlons but I'm reluc t ant to see t his 
Committee submit ltself t o tl1at course unless some more objective data comes out t hat 
wo cAn have or.her: people look nt and have them soy that Bob Richards authoritatively 
sa1d that this Js the route t o go. L want to be nble to quantlfy th.is as much as 
possible in the future . I th'ink there's a l ot of support for that position nnd L woul d 
suggest thut we try to develop something more objective . 

Mr. Richards: r concur with everything you've ju~t stnted und r wt.11 endunv•)r 
co do that task. We face a practical problem of Aimpl y dntn. 

Mr.. Love: le was brought up earlier thnt thl!re nre time a when there> 1s n 
r~ J at tonsh:i p be tween governmun t. spending nnd prov Ldlng J ntrn-a L ructurca to clevclof'nH.:n L 
lndustr1 •a . You mudc some bo ld nnd swccpinR nsaertionR t l1n t government s pcnd lnA l s 
the maln fuel co tnflntJon. l would llko t o know more nhout Lite cnuae ond effuct 
relnt tons hip h •tween the development of a capital a~niniH othe r induNtry nnJ the nat!d ~ 
thnt c reat\?8 in termA of more ln t rn-structurc . Would you llRrce lh.1t t he r e nrc al.tu­
ntione whe ro dovdopmcnt cr enteA nl!edR for government spendlng, government scrv :l c·~s? 

Mr. RlchordH: AbtJolutc ly . We share t:hc same concorn. You WIHlL to conduc t t ht a 
enturpri~c known as lmpl~t?ntnCion of the pcn11oncnt fund so na to maxlm.17.e tioc ial 
benefits In the lonA rJn. Wr'vr go t to hove fo ctR befor~ we rnn hnvc l11vcRtmenc . 
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Mrs . Fleischer: A lot of my questions have been answered . But I ' m wondering 
if we really want to provide jobs in the wintertime. A lot of ti· .:. .i Jbs are seasonal 
by choice. Do we want to sustain a high population or to conti~ue doing things that 
attract people from outside. Obviously we want to employ people who live here and 
probably on a continuing, steady rate, but do we want to attract large numbers of 
p~ople from the outside and do we necessarily want to sustain them? 

Mr. Richards : I believe we're going Lo get a certain amount of economic growth 
in Alaska whether we want it or not, it's beyond our control. 

Mr. Gallagher: Minimize the population growth, change ·t he pat tern. 

Mrs . Fleischer: There is a 1.0t of movement in the State. P•'!Ople tend to live 
live in two places, a lot of them. 

Mr . Thorstenson: Being from Southeast, I was interested i n your long term opinion 
or outlook on minerals, forest and fisheries. The first two were almost pessimistic, 
a rather slower growth . Fisheries you seemed to have a lit tle more optimism on. 
We in the industry have had a recent bit of optimism with the extended jurisdiction, 
higher prices for fish, and world consumption of protein and higher standard of living . 
Do you see any inunediate i nj ection of capital that will change this term of growth, 
either domestic or foreign? 

Mr. Richards : I would like to know wha t your opinion on the matter is. 

Mr. Thorstenson: I know there's a lo t more i nves tment coming into t he i ndustr y , 
becnuse of the recent c risis created in the fo reign countries by our extended juris­
dict lon. I th inl. this group wll.l have to weigh that situat ion , whet:her t hat 's somethin~ 
we want to see ur we should see it or attempt to encourage the capital from domestic 
sour ces such as thls one . 

Mr. Richards : I certninly concur with your llnc of reasoning . 

Mr . J.el{esd1c: Yo u Haid our J~rowth will he discr eet rather than contlnuous , that 
we'll go throu~h periods of unemployment and inflation, that we s hould perhnps use 
the permanent f und at least pnssivcly as a cOlsnter- cyclical device. How do you define 
this buHl t hnt wc'rt? not ROing to h1wc? 

Mr. Richnrds: To fl ccrtnln extent there ' s n nema ntic i ssue hct"e , nnd mayhc C've 
reacted too muc h co t he term "bust". Th~ way outsi ders coming to Alnska nnd inqu lrin~ 
about the post: pipeline bust , the way they bd ng up the question nnd than t:slk about 
it, ua i nfj t:hc term ''bust" JmpJ t R t ho t when the oil pipclin<' 1.. over clrnL ' H all there 
is, there' s Bolng to be /Jn cconomlc c ollnp:.C' , something that oppronches t he rlt;!preHRl •r\, 
t his is what T'm ttsRcrttng we 're n.i t: go lng to have. I: npo logizC! I f r'vc over.-reuctcd 
to t he term "bust". We arc going to hove ryc l icn1 fluc tuntionH 11nd 1n·olrnbly rather 
seve re Crom time to t lmc, hut only n mnt tc1· of degr ee. 

Mr. LeRcschc: You hove unicl that t lw petrot~um 1.nchrn try 11 ncl r elntt-tl lnduH tric~ hold 
a diRproportionate number ol our cgg11 rlght now. They't'<' i;c r ttl!nly highly cnpita.l 
int e nsive , they ' re destined tO grow prohnb ly fl}St: Gl'lt Of ol 1 the lndllRtr'leR in the nex t 
tun years . Thi s implicH thnt b cc11u SL' o ( t lrnH• renRorHJ we shouldn ' t us e t he permanen t 
fund to Jl\vcst In pC'troleu:n related lndust ri•~S becnuoc 1 t ' s going to toke care of itFhd r 
anyway. l B t hoc n £n1r conclus inr to drnw f rom what you o~i~? 

Mr. Richa rds : Unless you investad 1L i n trnd1 n wny Llwt Lhc cyclicn.l behuvior of 
that induetry l s m1tifv1tcd through d lvc rn lflca Lion. 
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Mr. LeResche: It's interesting to me that tht: relationship between the fac t that 
we have so much of our income coming from that industry it would seem 'to argue against 
getting any more cf our income tied into that industry, but I see why there is another 
reason we might want to do it. 

Finally, just as an economist, what are the having our economy 
balanced reg ona y 

Mr. Richards: I'm glad you raised that. I don't know of any state in the union that 
is regionally balanced , certainly not California, Washington , Oregon, Utah, Colorado . 
So I don't mean to imply that if all those sectors were equal it would be better than 
it is now. It is just an intuitjNe feeling, thal in the Interior, the Western region, 
and the North, there are not sufficieatly s11~tainable economy to enable the paople 
res i ding there to do some of t he things they apparently wan~ to do in terms of their 
s tandard of living. 

Mr. Edenso: Bob, in the first part of your precentntion this morning, you've 
talked about distribution of labor between the variou 3 sectors of the economy. You 
didn't des r. ribe the labor as skilied or unskilled, how that was distributed, or how that 
was affected generally by the fact of seasonality which influences Alaska ' s employment. 
Do we have any numbers which do reflect tha t? 

Mr. Richards: The State Departmen t o( Labor does and we can get them . 

Mr. Edenso: We know there is a distribution of skilled and unskilled labor and 
that also has a major e ffect within t he economy . 

Mr. Motle}'._ : l have just one comment. 1t appears that the quest of the search 
for data i s in evidence here and I think it's a valid one. Probably, by its nature , 
it determines our first investment and t ha t appears to be the Full Empl oyment Act for 
Consultants. 

Mr. Wohlforth: We will go into t hat subject this afternoon. At 1 : 30 there will 
be a report by Mr . Ken Butler of \fuite Weld and a report by Pe t er McDowell of Price, 
Waterhouse . 

LUNCH BREAK 

Mrs. Fleisch~r: L' 11 t ry to keep my comment:-; brief, but I do huve n lot to say. 
l find myself sictinR here thinking we 're puttlng too many carts before the horce a11d 
that all of the i nformat ion bclng presented here may o r may not be relevant to what we 
renlly need to do. What I would ltke u R to do, ofter the r eports have been flnishecl , 
is to focus on th!.! thing we have to do f.lrst and t hat is estabUsh the goal~ and 
ob,i cctives for t hl1:1 Committee or for this Permanent Fund. We need to have un open 
discussion on what we see as the purpose of t he Fun<l and what we t hink it should be 
for before we really know what 4uestlonR to ORk our consultants. t know tl1cy can 
g ive us some usefu l i nformnclon , but we doi1't know whac informatJon we wnnt unttl we 've 
established our goals . 

r think we need to Lnclude the people Ln che State in t h l! dcci. i;1on mnkln~ process 
ln regard t o t.he gools and ob1ec tlves . T know Lhnt ' s probably m1 unpopulnr tho 11Bht 
bccauRe o f our time cons train t.. , bPI lt t s 11 necessary thing. T be lieve if t he voters 
of: the Slate nru shown t lv1t thlR lfl cli · '<lY .:.• ' s devised they won 't oppose lt. t don ' t 
r hlnk they will defeat the amendment on thC' pcima ncnt fund becnusl! I believe t haL 
whutev~r the pcrmnncut fund me?nn s to tho people , it does mean smne thlng posltive. l 
think it's up to t he Commit tee t. o SN' t ha t the gl'lul s nnd ohj ec t ·lves Hot do reflect 
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what the people of the State want to do with the Permanent Fund , that they are 
established, and I think we have to do that. 

I'm a little concerned that maybe som•? goals have already been established but 
I t 

as a Committee we haven t done that and that is one of our first jobs and I want to 
see us <lo that. I would suggest that we do that job befot'e we do anything else as 
i I t 

t is something we can t ask our consultancs to do, we have to do that ourselves. 

Mr. Wohlforth: Thank you. I think the forthcoming information from C"•r con­
sultants will fit in with what you suggest and I think it may be enlighteni1,v . 

Mr. Kenneth Butler of the investment hanking firm of White, Weld and Company, 
New York City will make the first presentation. 

Mr. Butler: Thank you. In accordanc~e with the request of the Committee, we 
have provided you with a survey of domestic~, foreign and international development 
banks, funds and development programs f or ;rour use in determining the future structurr 
and objectives of the Alaska Permanent Fund. We have selected those banks, funds or 
development programs which are of major importance, as well as those which are parti­
cularly relevant to Alaska's situation in 1:hat they are either based upon natural 
r.t:!source tevenues or confined to a limited geographic area. 

Mr. Furhmann and Hr. Oden are here ai; re:presentatives of a larger group of White , 
Weld people who are involved in advising you on the permanent fund within the State. 
Our analysis of domestic permanent and dev1?lopment type funds was headed by Mr. 
Pat Oden. 

Mr. Oden: In analyzing the domestic pet'manent funds we l ooked at two categories 
of funds. One of them is focused on those stateo whicl1 receive income from a finite 
natural resource and the manner that they use that income. The majority of the states 
receiving income from finite natural r esources spend the income on a current basis. 

The second one consists of two states-- a commonwealth and a state , which have 
fo:rmaJ economic development progrnms. We've requested from 1.?ach state its particular 
assistance programs and aid programs to industry and they vary from property tax 
forgiveness to income tux f or egiveness to outright guarantees. We're also in the 
process of accumulating a substantial f ile on complete information from each stat e on 
Lts economic development program. 

Mr . Butler: With respect to t he international and foreign development banks , 
funds, a nd development programs, Charles Fuhrmann headed the fi rm's effort in that 
area. 

Mr. Fuhrmann : Substantfolly all of the less developed nations of the world , 
and ll certain number of the more developed nat ions, have government owned or controlled 
entities whose purpose is to participate in the financing of toc.11 economic development 
projects. Cn most of the smull nations t hese entities function principally us the 
vehicle through which the major wor ld-wid~ institutions provlde funds. These arc olso 
the vehic les through whicl1 the nations ' development funds are di sbursed into the 
economy by tile government and they nre very heavily involved with politica l process . 
These entities also act as the conduit fo r World Bank fund s nnd other development f u11ds 
provided l•y the larger international institutions nnd ore invested in smaller projects 
in the country concerned through these development banks, the World Bank com>I clcred 
not being interested i n smaller projects. 

One of che advnntagcs of the Litter process is t hat thC! ui:;c of a l oca l bnnk as tl 

vch lcJ e ;H~ rmi ts the l aq~er institution' s l oan to recelvc n gove rnment ~unnint1?e, which 
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is a common prerequisite for the extent n of credit to that country. 

Our report covers the Swedish Investment Bank, Japanese Development Bank and 
National Financiera, the Mexican Development Bank. In each case these insti­
tutions are responsible for carrying out the ·. tat ional economic policy through their 
activites and they enjoy various degrees of autonomy from the national political 
process. The Swedish Investment Bank is the most independent. 

The international institutions with memberships consisting of several countdes 
whose purpose is to foster the economic growth and development of a particular region 
represent potent world-scale economic forces and tend to be both non-political and 
commercial in their operations. The financial strength of these entities is typically 
based on the uncalled capital subscriptions of their members. Virtually all of them 
borrow heavily, both locally and in the international capital mar~~ Substantially 
all of their activities consist of direct lending for specific pr .s in the various 
countries and lending policies appear to be determined on social benefits as well as 
economic grounds. 

The most significant amount these international and regional development 
i nstitut ions is the Inernational Bank for Reconstruction and Devel opment, the World 
Bank, both in terms of its world-wide membership and the international scope and 
significance of its lending activities . Importantly, all of the other i nternationa l 
institutions , whether the Inter-American Development Bank, Asian Development Bank, 
the African Development Bank, have been creat ed with the assistance of and modeled 
after the World Bank, both operationally and in financial structur~ . 

Of these three, only the African Development Bank is not a si· ~nificant inter­
national borrower and depends heavily on loans from other institutionq, such as the 
World Bank. 

The other type of i nstitutions is one wl1ich functions in limited geographic areas 
within a particular industry to promote economic growth and development , or to 
achieve a social ob.iec tive and i.s based on local o,r regfonal resources. Of the three 
basic groups of in ternational development institutions , this group contains the 
smalles t number of entities and is the most analagous t o the situation in Alaska. 
These development i nstitutjons or funds are new and basrd on natural resource revenues. 
Significantly, only two are international in scope; others arc modeled after the 
World Bank but limited in their activities to n defined geographic region, etlmlc 
grouping or social purpose . The remainder are national investment funds. 

The majority or t hese funds are bused in tl1e Middle East and dependent apon oil 
related revenues. Importantly , most of these funds have yet to become fully oper­
ationa l and lt is too early to judge Lheir potential significance. The two national 
investment funds , t he two which you ma y find are the most directly related to the 
proposed Alaska Permanent Fund , a re the Fondo de Inversiones de Venezuela and the 
Alberta Herltage Savings Trust Fund. The similarities here extend both to the source 
and the purposes. 

The purposes in these studies cover a pretty wide range. S "le are developed 
to encournge econo1t1ic nationalization nnd structural adaptation and development, some 
a rc to crente employment, improve persounl in come, expand regional development, 
centralize industry, promote exports, atimulute capital formation , fas t.er economic 
independence, urban rcdev "'lopment programs , supplement prlvate :investment, no t be the 
sole investor, improve land use and settlement, subsiJlze low income housing ; some 
deal only witl1 the intra-struc ture projects , ronds , utilities, water, sanitation. 
Educa t ion ia the main emphasis of many of the programs . Some are to develop conversion 



areas, replacing judicial activities with new industries; some are geared strictly 
toward better living and working standards; many of the funds are involved not only 
in providing monies but also in providing technical and financial services . Some of 
them are policement and police the operations in which they inves t. others take a 
back seat position. There are those that are a reservoi r only at the present time 
for public funds to keep them out of the current economy and avoid inflation, waiting 
for the time when the monies are needed. Some are geared for redistributing income, 
encouraging technical independence, and some are meant to assure rational and 
diversified inter nal investment which may not be taken care of in the normal course of 
general programs. 

With r.espect to j_ncome policy, many of them have the income of the fund 
retained by the fund. Others have it put into a statutory reserve, representing a 
percentage of their investments or as a reserve against bad investmencs; some of them 
have limited it to a percentage of their equity investments to protect against those 
going sour , or a percentage of soft loans , or of their total portfolio. Various 
kinds of teserve have been established by some, by others none at all. In almost 
~very case the fund is involved in covering its own operating costs; &ome are taxed 
by their national authorit:les, others are untaxed . Some, the income goes direc t 
to the state or national treasury general funds, but the capital is left untouched. 
Others have access to the capital. Some divide their income to the stockholders . 
Some have structures with common and preferred stockholders which brings in additional 
capital; some have the income transferred to related funds. 

Criteria that are us~d in maki ng investment decisions range all over as well. 
A large number of these funds have , among their criteria , that the funds not be 
generally available from o ther sources so that the fund is not competing witl1 local 
sources. Some demanu that the projects that are invested in are commercially 
viable, that t hey have an impact on the economy, that t he t e rms r e flect a satis~ 
fac tory return on investment, that the terms are consistent with the risk and 
ac tually a pply t r aditional credit s t andard to the project they are considering invest­
ing in. Some demand that they only participate in loans as a participant, not be 
the sole lender. Many have float ing r ates , some have fixed rotes . 

!lome say t hey can only lend to government agencies or other governments. Some 
say they can only be for productive purposes, they must be pr11dent investments, that 
they can only be! used to supplement private capital or to mak1! 1.- rlvate capi tal. 
availabl e by putting in subordinated monies. Some only support projects that arc 
for their local use; l t hers invest bo t h in their own geograpMcal environment, other q 
i nvest al l over the world and their purpose is to make money, build credit behind 
something. Emp l oyment is a big issue in many of these funds to stimulate employment 
or develop skills, talents or technical expertise t hat they don' t hAve. Many of 
them are only in~?rested in larger projects--they do not want co have a widespread 
dispersal of theil: funcis and limit themselves only to major, huge projects. 

Some i nsist on security on ull lnnns and others tuke the social good and Roclol 
benefit route and Jon't really care' Lher th~y 're going co loRe all their money ln 
terms of investmen ts , but whether t i.,,! social benef lt is determined to Qutweigh the 
social cost. So, there are n w1<lc variety of criteria. 

Re arc continuing co collec t information on acld1t fonu l funds , both domestic 
anJ international. We nrc also compllinp, a flle uf sou1·ce materinls which a:c 
essentlnlly background mate rials on each of these fu nds. Tl1is work i s not complete . 
This file will include Annual r eports , prospec tuses for those that leverage chem­
se1ves , copies of their charters , and Lhe legislation that wns necessary to implement 

- 15-



them originally, and just about auythl ng else we can ge~ our hands on. At this 
point we feel that it would be most helpful to have cer tain representatives of the 
Fund meet with the Alberta H~ritage Fund people and the State of New Mexico people 
to assess their programs c..nd to better understand the phjlosophy of their decisions. 

We would also suggest that it could be helpful to visit with us in New York to 
discuss first-hand with varius member s of our firm their experiences with the various 
international foreign and domestic funds nnd development programs. 

Mr. Butler: That's a brief overview of the domestic and international techniques 
on ground we 1ve covered . Are there any questions before we go on? 

M~ . LeResche: You alleged that certain funds are more relevant to Alaska 
tlIBn others for two reasons, first because the source of funds is natural resources 
and secondly, because they're confined to a limited geographic area. I don't under­
stand that. Why is the source a matter at all and how is our fund limited to a 
geographic area? We're not nbliged to invest i.t only in the state. 

Mr. Butler: That wasn ' t the implication. We were more or les ' concentrating 
on certain types of funds - non-renewable natural resources as the main source of 
fund~ , and it isn' t as applicable where, like the Development Bank of Puerto Rico 
or the World Bank, where their sole source of funds is borrowi ng in the inter­
national capital markets. 

Mr. Fuhrmann: To the objectives it doesn 't really make much difference, but i.n 
the structure it makes some difference because the member states are not going to be 
represented here. They're not a series of nat'Lons who are involved in this envi ron­
ment or in this fund as contributors, with respect to what they do l:'lith t heir 
income and what their objectives are and the kinds of projects they necessarily 
invest in. I don't think it's fair to say they 're irrelevant . 

Mr. LeResche: Do the management structures fo llow logica .Lly from thl! objectives 
ln all cases here? 

Mr. Oden: I n the states that we 've r eviewed wi t h respect t o permanent f unds , 
they fell into a couple of broad categories . In Texas , the monies are all applied by 
the Unversity of Texas system; they are on state owned lands ; New Mexi co is the ~ame 
situation. The funds were set up i n the previous decade and t he ra t ionale on where 
those should fit with i n the governmental structure would certainly not be relevant 
today. The objectives of the newly developed permanent funds are set up, as fat 
as their populace is conccred, to serve those objectives. 

Mr . Fuhrmann: On Lite lntet notional ones, obviously the ones thac involve 
member nations are going to be structured on on organization, management and policy 
level to ref11 .: t the membership of international bodies . The national ones, or the 
ones chat relate to n particular area often r eflect either the poli.tical environment 
Crom wh:lch they've come, whether it's more democratic or less democra tic . Some o( 
t i.em have recognized for their own purposes the adventagcs of independence , others 
have felt the advnntages were hoving it be less independent. 

Mr. Mo tley: ln going through this, I've been looking for n restriction 
according to t he b:l.g i.ncome producing i nvesLmen. ts and I hnvcn ' t found :1. t. l A t hat 
true or not? 

Mr . Fuhrmann : No, you mlgr;ed some, because there are a l o t o( them tha!: 
insist upon the commercial viability of the project; upon a sa tisfactory return on 
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their investment, coupling that with the ability of the project to meet those termR. 
The majority of the ones that are dependent upon the taxing authority of the nations 
involved are not worried. Almost all of them are involved in income producing and 
less socially good . loans than the opposite. 

Mr. Motlez: Are they as restrictive as just the one liner that the people 
decide on? that s my question. 

Mr. Fuhrmann: I think that one liner has got a lot of flexibility. 

Mr . Wohlforth: Has anyone used that terminology in the charter? 

Mr . Fuhrmann: I think both charters of the Islamic Bank and the Kuwait Fund 
insist that they be income producing, and the words th~mselves are used. 

~otley: The reason I raised that question is because it appears to me that 
the Permanent Fund is attractive to some people becuase in essence it will be a 
negation of use for public buil ding, e t c. In other words, if there are no 
restrictions there would be a lot of: latitude and that may not be what the people 
want . My question r eally is, How many specifically restricts to i ncome producing? 

Mr. Fuhrmann: I don't know how many, but I think you will find that it i.s 
specific about that. 

Mr. Thorstenson: You said t hat politics 
t hese funds particularly on a national level. 
some were less political. Would you r ecommend 
a problem particularly in our case? 

becomes a probl em in management of 
You said some were very political and 
n way that this could become less of 

Mr. Fuhrmann: Since I don't know whe ther you want to have it a part of your 
political process or whether you want it to be separa t e , I'd rather not answer t hn t 
question. 

Mr . Edenso : Maybe you could explain some of the politi cal processes that have 
occurred which have resulted in a structuring of some kind of management: entitles . 

Mr. Oden: With finite uatural resources , a lot o( states had a severance tax 
or some other sort of royalty tha : wa s coming i n t hat up until 1973 was not thut 
significant. All of a sudden they now ftnd themselves with a tremendous source 
of revenue. So states such as Montana , Wyoming and New M£:.:ico have c reated new 
programs , primarily under the auspices of the Governor and the State ·rreasurer , anJ 
the management of the fonds in these are usually lef t to a certain degree on a dis­
c·retionary basis with broad guidelines produced by the finance arm of the execut:lvc 
branch of these stat es. 

Mr. Llutler: In New Mexico the fund is managed by the Governor, t he State 
Treasurer and four or f lve members a ppointed by the Governor but approved by t ile State 
Leg:Lslaturc within the very brond guidelines of the charter . Then t hey ' 1·e free withi n 
that to invest t n any manner. Obviously, t hat could be quite politi~ol because the 
Governor ls on the board as i s his appointee, the Treasurer, ns ar c hi9 other 
appointees , oT'cl that' s where the sole decisions .Lie. Monetarily, it' s been n 
successful p· c.. n 1m to dn t:c as fu r ns they've hnd no losses . 

Mr . Oden: The Texas Permanent Fund an<l t he New Mexico Permanent Funt..! are r ea lly 
t he only two with n dec:initc policy to lnvcttt i n cominon stocks . The others have 
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become more wary about investment ir common stocks and have by internal regulation 
l i mited themselves to income producing, fixed income necurities, primarily f ederal 
government securiti es. 

Mr. Fuhrmann: Le t's t alk about where the people come from that manage these 
funds. Are they coming f rom the political arena, are they politici ans, are they 
involved in representing t he people either by election or by dictatc rial power, are 
they from the business community or the i nvestment community, are they financial 
people or a r e they agricultural types or engineers? To answer that question i s to 
say that you will find funds that had any or all of those or a combination of the 
above. However, the majority of them do ref lect people from the poli tical community . 
But they wil l argue that their decisions are taken irrespective of their pol i tical 
inclinations, whether it' s partisan, political philosophy, liberal or conservative, 
or whatever, but their decisions a r e taken obj ectively and that they run ther e 
things all on a businesslike basi s. 

What i s most :f.mpor tant is that whoever runs it must be answr r a ble and respons ible 
to t he pub l ic and easily i dentif i able and accountable. Otherwise t he op11ortunities 
for graft, mismanagement, etc . ar e enormous . 

Mrs . Fleis che r: I think we have t o know where we 're going bef ore we know 
how to eva l uate any of this i nf ormation. In other words , what are our goals and 
objec t i ves'? 

Mr . Wohlfarth: We wil.I. defer mor e questions unti l we 've heard from Pe ter 
McDowell of Price Waterhouse . Then we'll have t he benefi t of two th i ngs to r espond t o. 

Mr . McDowell : Thank you . Our report l s of five case stucl'ies , fu .. of which 
are specific l nstitu t ions has ed i n Washi ngton , D. C. We s elected these four , Ll.e 
Inte rnational Fi nance Cor pora t ion, t he World llank, the l ntc.·-American Uevelopment 
Bank, and t he finance progrmn of the U. S. Goveriunent' s Over s eas Pr i vn t e I nves tment 
Corporat i on partial.I y becaus e we know a gr ea t deal about the i nsti t utions and have 
u long-standinR client r el a t ions l1lp with each of them and partly because they ar e 
prominent , well managed and dive~se and general l y are r epresentat ive of t he types 
of ins t.ltu t ions ac t lvc in the de\'elopment banking f i eld . 

The Ei f th case study concerns a class of i ns titutions which nre normall y 
organlzed i n each developing country and go by the term common.Ly call ed devcl opmenl 
f i na nce corporations . 

A development bank .ts l. lke othe r banks w<:. ' re familiar w'lth excep t for t:wo 
or t hree d l ffarences : (1 ) it does not nccept deposi t s , ( 2) it i s very aggreesive 
in the promotion of the projects to whl ch it: makes loans or pr ovideR equity Elna.ic i ng 
and, (3) .L t is ac tive ns opposed to being relatively pas s ive . The bulk of t hem a re 
managed and ope rated and es tabl ished ns co1nme1·c i a l ins titutions. I woul d like to 
highl i ght some of the points of the sponsored Devel opment Finance Companies. They 
ur e normally nntion11l i ns t itut ions concerned wi t h onl y nnt i on/s tate now L"a thcr than 
a gr oup. They cooper a t e closely with their government i n order to r epresent pr i va te 
s~ctors during t he development of economic polic i es a nd pl ans by tl1e government . The 
i ni t i al obj ectives ls tha t t hey are experted to maintain adequate pro fi t s and sustain 
their credit wor t hi ness , i.n othe r words , to sus t ain t heir i ntegri t y arc; finnnd .al 
i nst itu tions and ma ke an i mpor tant cont r i bu tion to devel opment . That' s t he public 
policy goal t hat of ten cnuses t hem t o engage i n compromises that an ord i nnry business­
man wouldn' t countenance . 
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The governments apply pressures because they normally own all or most of the 
stock. As with any corporation they can dilute the independence of these insti­
tutions in many ways; (1) pressure to hold interest rates below market, (2) pressure 
to consider projects which are too small for economic investmen t and perhaps too 
risky. and, (3) pressure to fund projects in least developed regions. 

Most of t nese situations could be faced within the State of Alaska. The 
influence, which is political influence, can easily become inter ference with manage­
ment decisions, and this is where you have a problem. Most of the development banks 
organize to be i ndependent as far as management decisions on i nvestments , staff lng 
and internal administration arP ~oncerneJ . These are the three keys to having a 
well managed institution . 

The Overseas Private Investment Corporation Finance Program (OPICFP) is also 
interesting in terms of some of the ·except'Lons that it encompasses to the normal 
structure and control of developme11t banks . Its sources of funds are U. S. 
Congressional appropriations and proceeds from its own operations. In addition, it 
has authority to guarantee loans to a far greater amount than it has author :ty to 
make direct loans . So it ' s a guarantor of other people's loans in many more 
instances than it actually makes loans itself. That 1 s the difference . The others 
tend to strictly make their own loans; although most have their guarantee power 
they don't care to exercise it . 

The relationships with government a re interesting as well. OPIC is a corpo­
ration of the Unitecl State government. It ' s subject to review about every four 
years through the Congressional authorization processes . Selection of irs board , 
senior manr..gement and staff is a ver:y closely related governmental function. There 
arc six members of the boarJ of directors from the private sector and OPIC's pres ident , 
directly nrpointed by the President of the United States nnd confirmed by the U. S. 
Senate. The four other government directors hold specifk posts in the current 
administration. The pr i vate sector director can serve a three year term . They huvc 
rules about expiration so that the nppoint1nents and expirations of director's terms 
occur on n staggered basis. 

The World Dank was fou nded for two purposes; (1) to ass ist in reconstruction 
a[ter World War TI, and (2) to assist i n the development of economic development 
of under-developed countries . The Tnl ~r-Ame rlcan Development Bank was ~ormed ot a 
inter dote 'ln response to th ...: need felt by countries in Latin America t hat the World 
Bank was flne ~nd they liked the loons and t h0 projects but they weren' t getting 
enough, therefore they preferred to have their own bunk. The International Finance 
Corporation Js agaln n later development . !t wns found the World Bank did not want 
to deal in the pciv<tte sector directly so the International Finance Corporation was 
es t ablished to deal solely in that sector. 

In summary, some of the simllarities i nc!lude : they nll have a common purpose 
to provide Joun finnncing for high priority economic dev lopment projects; none of 
them make small loa11s; the operntlng philosophies a r e s imilar, they're all nggressivc 
ln projec t promotion , preparation a11d des lgn octivities to far greater extent than 
normal comntl!rclal banking institutions. They are nll run on n prudent and business­
like basis and mos t frequently the wnrd "prudent" is 1.ncluded in their charterA 
to lndicu tc that they should be run on o commercial businesslike basis. They're 
expected to generate revenues adequate to fund t licir operating expenses, i ncluding 
the costs of borrowed money und to provide Aome prof its to ins11 re security and growth 
as continuing i nstitutions . 
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Each institution is organized with boards, boards of governors and/or boards 
of directors , and a strong chief executive officer . This is a crucial factor in 
the success of. these institutions. They share common control structure. They are 
each organized to provide an adequate separation of duties and numerous levels of 
loan and investment revie~r and approval. Final responsibility and accountability 
clearly rests with the bo;1rd and the senior management . Their accountability 
in all instances extends co public accountability. 

Some questions that I think you want answered I will try to answer. One of 
them is, how do you insure political influence is minimized in the loan or investment 
operating process? They've done this partly by creating an independent corporate 
entity with all of its operating functions. They have their lending operations, 
cash management operations , they can control their own liquid assets, and they make 
their own borrowings as independent institutions . But the crucial thing is that 
they have all of their operating functions self- contained as to the day-to-day 
management decision making. That ' s the key . In other words, if you put into a 
charter that a certain item that's crucial in the management of on~ of these 
institutions and it ' s not granted, you would create problems. Part of the success 
of thPqe institutions is because they are independent corporate entities. 

Another thing is to delegate all operating responsibilities from the stock­
holders to a board of directors which represents enough diverse interest so that no 
single outside agency or group can control decisions of the board. There are many 
other factors i nvolved in insuring pnlitical influence is kept out of the operating 
process . 

Then the alternate side of the question is how do you insure that adequate 
political influence is exerted in the policy making process . The first thing they 
do is lay out Jbjectives in the charter for the institut ion, objec tives and an 
operating pl1ilosophy. Slmply said, the bank will make loans for development projects 
i n less developed countries and it will do so on a prudent basis. The ultimate 
powers are reserved to stockholders; they have the power to cl1ange the articles of 
lncorporation, the power to liquidate the institution , and they have the power to 
elect the directors. 

In accordance wilh the way the Constitutional Amendment is written regarding 
t he Permanent Fund , the Legislature of the State of Alaska appears to have the 
power to cl1ange the articles of incorporation and to liquidate the institution. 
The appointment of the directors can certainly be shared subject to guidelines 
provided by the articles o[ incorporation . In these very general but final powers 
you 've go t a lot of opportunity for insuring tha t adequate political influence is 
exerted . ttut you've the opportunity by structuring an independent corporation wici1 
certain other features In make ure that pollticnl influence stops at the policy 
making level and is not exerted at the operations level. 

Another question which I found Js , what can be done to insure that hiRl1 
standar1ls of credit worthiness of borrowers and project viability are maintained? 
The first requirement is to be prudent, make enough lncome in total to pay thei.r 
operating expenses Lo provide for reserves ugainst bud debLs ;ind losses. f\noLher 
major aren is th.:it they make sure they lwve competent managem1:nt and stnff . They 
have a strong executive officer. 

f\nother question is how <lo they <l o.!terminc pi· ioritlcs'? They have limited 
r esources. The institutions go t hrough extensive economic annlysis themselves. 
They arc n key for.c1·~ i n econom ic ~111aly sl1:1 for Che cc:onomlcs of their countries in 
wl1ich they a re i nvesting or loani ng money. 
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In all cases studied, all are closely invclved with government economic 
planning. Most have planr.ed economies to a significant extent and then have 
priorities established by the government for which sectors are to be emphasized. 
Then later you have project priorities. You must have a variety of projects to look 
at to be able to rank theM i n order of priority. 

How t rojects identifed? They're brought to the attention of the institution 
by the pros~ective borrowers and they are a lso brought to the attention of the 
prospective borrowers by the institution itself. So it is a two-way cormnunication. 

I 'd like to stop at this point and see if there are any questions. 

Mr. Pihl: I have a question concerning foreign investment and whether these 
funds are used to control their own destiny. Is there any role in the control of 
investment , in capital, that is made? 

Mr. McDowell: I don't believe the development banks themselves create new 
capital; they divert it. In Alaska ' s case, you are starting with the capital, you 
don't need anyone to marshal the ~apital for you. 

Mr. Pihl: You mentioned security and grcwth of the fund. Do the funds try to 
maintain a growth that's equivalent to a long-t~rm inflation rate, for example , or 
when you speak of maintaining the integrity of t he fund, $2 billion by 1985, it's 

got to grow by a certain percentage to r 1!main permanent. Do the funds try to do this'! 

Mr. McDowell: They try to; they ' re not all successful. They all •.take enough 
money to pay their operating expenses, i ncludi ng the costs of borrowings, and to set 
aside reserves for bad debts so that you don ' L shrink the capital by losing it. 
They aren't necessarily successful in counteri ng inflation. They try to maintain 
their integrity as best they can. But their soc ial purpose--in other words , the 
definition of "prud ence" only goes to a point and them it becomes more important-­
that you're prudent up to a stage, that stage being not to let the capital deteriorate 
very fast, although it's probably going to a little bit. Beyond that their objective 
is to get the money out at rates t he countries can afrord. 

Mr. Barnes : A brief question on organization and controls . It seems they ' re 
very elaborate which would crea te a large bureaucracy and a lot of overhead maki ng 
it uneconomic for the small loans. Is t:hat the natural progression'? 

Mr . McDowell: I t's not necessar i ly the size of the staffs that makes it 
uncconomc to do Small loans . It Is a combinat.Lon of the opera ting philosophies' that 
is to be active in all stages of the prc1jcct , definition , development, an<l imple­
mentation that runs the coats up. The c•ther fact ls their staffs are very highly 
qualified and to retain them they are wc:ll pn i d. They don't hove many employees per 
dollar, bl1t they do have highly paid employees and they spend a lot of man hours 
on any given project. 

Mr. Barnes: Has there been a problem i n any of th ese organizations with the 
-a- called strong exccutiv~ conce1>t--being t oo strong to be arcountable to anybody? 

Mr. McDowell: N11 , he's accountable cnuse the ult imate power l s t he member 
gover nment put ting a check on him by saying, "We won't increase the capital. Your 
leverage ratio is set oo we :ron 't raise that either . We <lon't think it would be 
prudent and you'll be held to your proper size J• 

Mr. Barnes: I notice there are two funds that a r e handled within the state 
treasury operation, Do you know if they have a lar .;e staff or if they have a 
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relatively small staff? 

Mr. Fuhrmann: They have a very large staff - about thirteen hundred people. 

Mr. McDowell: 1 gave the upper limits of size of the DFC's as a group, and I 
said they go up to 3,000 employees and $3 billion in lending . The one with 3 ,000 
employees is not the one that lends $3 billion . 'fh•ly vary all over the map, but 
then there are totally different employment objectives in the developing countries 
than we would even consider reasonable here. 

Mr. Fuhrmann: The Mexican one actually acts as the finance department for the 
corporations they're involved with, so they have enormous responsibility to the 
companies that ultimately get the funds. At the same time, the National Financiera 
cannot do anything without going the Minister of Fina."'lce for approval in a sense of 
its raising its own monies because they don't want to be c9mpeting with the ~overn­
ment's financing in the marketplace . 

Mr. McDowell: The crucial control is that these institutions are expected to 
earn a profit. The chief executive has got to make money and normally there's a lid 
on the interest rate they can charge. So his only flexibility is in his operating 
costs. He's got to manage his organization so that there is a spread adequate to 
at least pay expenses and to provide a return that is prudent . 

Mr. r.rucnin_g_: l ' ve been thinking about the source of the fund really bei.ng 
relevant . In the Alaska situatio~ the funds will be the natural resource~ , anJ ft 
seems to me that the responsibility to the shareholders jn the Permanent Fund L tse 
is somewhat different in that the shareholder s in Alaska would be all of the ciLlzens 
who have a right to tha t resource . I'm wondering how far down policy decisions should 
go in terms of political control? 

Mr . McDowell: I think ownership is important. The stO•!kholders of the Alaska 
Permanent Fund would be the CLtizcns of the State of Alaska . Just as the World Unnk 
has a board of governors appointed by the stockholders , I would suspect that some 
device is going to be necessary because you can't have all 450,000 people on the 
board oE directors . You ' ve got to narrow iL down. Who do you choose? You've got 
the legislature and the governor and some other executive officers elected by the 
people to represent them in most matters, perhapi:i including this one. If you tlo , then 
you've got a logical structure at this top policy level . Or you might llke tu 
sp read it out and have 12 or 15 people representative of the populat ion of the 
state , then they can represent the stockholders, they can be the board of governors . 

Mr. Gruening : Do we need a second board o( di recto rs? 

Mr. McDowel l : ~hrough the appointment and perhaps process , but I think tlie line 
stops at who decides whetl1er or not to grant a loan. Thot process should not be 
directly impacted by the stockholders . I'm not sure which body you wHl eventually 
pick to be called stockholders, or represent the stockholders . You 've got tu go one 
more ster down and that next group should have thnt power. 

Mr. Gruening: In the Alberta Fund t hnt Assembly appcnrs to have some klnrl uf 
committee that has something to do wlth the loans. Would it be going too far down Lo 

have the Legislature approve loans over n certuin amount or certnin spec lnl J.onnr; '! 
For example, we cou Ld set goals here, but then you hnve I.he problem of which gonls 
over n period o[ time take priority . Say , i.n flvc year 1·rom now one goal would tJ"' 

more important than anC'l ther , could the legislature say they wanted to emphasize a 
certain goal or not? 
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Mr. McDowell: You ' d be into op1' rations at that point, unless you left the 
power with the legislature to create and then to change the articles of inco r~ora tion . 
The purpose of the Overseas Private Investment Corporation is to encourage ~conomic 
and social development in approximately 80 lesser developed c11unt r i es considered 
fri.endly to t he United States. That's a mnjor res trictfon on their lend Lnp, because 
there nrc 120 developing countries and on ly 2/3 of them a re eligible for OP [C financing. 
However , the Uni ted States Government can change it at any time because they have 
created it . 

Another problem is that if you take an operational decision and transfer it 
up too far then you can't hold the management of that institution accountable; you 've 
jus t destroyed their accountability by assuming it at another level. 

Dr . Logsdon : Do these development banks borrow private money? Do they 
participate in equity1 

Mr . McDowell: Some do borrow private money, also some of them will participate 
in equity. There ' s no uni versal rule . 

Mr. Waldock: Is there an example throughout the world where a huge i nf usion 
of money has disrupted the banking sys tem? 

Mr. Fuhrmann : Both the Middle East and Venezuela had among their objectives and 
purposes i nitially getting the money oul; they have invested in external investme1lts , 
money market instru~Pnts, government borrowin1s , they've put money into the World 
Bank or subsidiar~· Janks of the World Bank. They 've token the money out of their 
own t·conomy to avoid that conflict as well as the r esulting i nflationary impact if 
they had a l lowed that money to gu into their own economy. 

Mr. Oden: In addition , in New Mexico there is a severance and a Severance Tax 
Permanent Fund. Inves t ments of that f und are in CD ' s of state banks . 

Mr . Waldock : What is t he length to share those CD' s? 

Mr . Oden : They vary from one l:o five years. With t hose monies the banks t urn 
around and make loans on capital projects . They do all t he research and all t he 
evaluation on the validity of the loans. 

Mr . Waldock : With a five year limit it r eally isn't rest r icted to short te rm 
loam;. 

Mr . Oden : Yes , lt is to a large extent . They can ' t bt:: :-n llerl over . 

Mr. Fuhrmann: The purpose of nlmost aU these funds, one way or another, Ls to 
help bUi'fd capital fo rmation internally and make priviite f i nancing avnilable. 

Mr. GaUngher: The deposit structure of the State of Alaska in comparison with 
othe r states resemble t he deposlt st ructure of more rura l Rl:ntes Jn that we hove hJ gh 
demand deposits and low in savings depos Jtu. Ir you ori ent t he Pe rmanen t Fund 
toward long-te rm investments (longer than f lve years) then you're noL competing w!Llt 
the commercial banking system . 

Mr . Mo lone: Mr . McDowell, you mentioned that you didn't renlly believe t hP 
World Bank was in thP 1>rocess of diverting cnpital. Will you describe t hat proccsM 
und whether that might huld any i mplications for the Permanent Fund ? 

Mr . McDowell : These institutlons do divert capitnl because they take c:ipital 
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out of developed country capital markets and channel it into specific projects in 
specific developing countries. Kuwait had a similar situation . They filled up 
their commercial banking coffers with kind of a wash in cash , everything else just 
flowed right out into the international financial markets in ether countries. In 
effect, it was just passed out of their banks into other banks and invested in 
securities elsewhere in the world. 

That could and probably will happen here in the early stages at least. The 
revenues to the Permanent Fund will probably flow through the treasury out into the 
capital markets of the U. S. int~ially, although some of it would stop over in banks 
in the states and create mer.~able assets. So you won't see a terrific disruption 
of your banking system b~tore its had a chance to grow and absorb some of this. 

Then, if that's all you do with it, that capital will be out there and earning 
a certain return for the State of Alaska , but it probably will be loaned to some other 
project. It may be loaned to U. S. Steel for expansion in Pennsylvania, it may be 
loaned in the European market for expansion in Europe, Africa , or somewhere e lse. 
If you create an institution that can call those funds back to you at a later time, 
channel them into the Alaskan economy, then you've gained a measure of control over 
your own destiny been able to divert a capital flow. 

Mr. LeRcsche: The institutions you've desc ribed have two meas11res of succes~ , 
credit worthiness -and project viability. Does that pretty much summar:i.ze the measures 
that you're using to tell us those are successful institutions? 

Mr. McDowell : No, tl1ose are really for the projects and the countries they lend 
money to . For the i nsti tut ion itself their measures of success a=e continuation, in 
other words , just survival. Do they survive intact as financial entities? The other 
meosure of their success is the changes in the countries they deal wi th . Docs per 
capit:a incorae go up'! Docs i ncome dis tributlon improve? In other words , within n 
g1ven country is the quality of life for the people of that coun t ry better? 

Mr. l.cResche: I think your strong message was that these have been successful 
institutions because of their execu tive autonomy of the operat"lons. 

Mr. McDowclt: Some of the banks in the countries themselves failed, went out 
of existence , they dlcln ' t survive. I n most instances they were susceptible to the 
pressures from the fact that their maj or or only stoc:khoJ.dcrs wns t he government of 
the country and the government of the country imposed r es tt ·c tions on them or. pushed 
t hem in different directions that t hey just couldn' t survive econom:kally . Some do 
go down becuase of poor mrrnagcment and just collnpse because t hey mude bad loans. But 
in many of the instances the fact was that this 1nev1tnble pressure becAme i nter­
ference ln the day-to- clay operating procedures. 

Mr. LeResche: So t he line of policy interference was drnwn a little too high 
or too low? 

Mr. McDowell: Too low , yes. 

Mr. LeRcschc: You soi<l it's proper co lay out t he objec tives 0£ the Fund or 
t he Lnstlt11t'lon in the c: hartc r--vccy general, one or two sent C""~ca. But. i.n t he 
cnse of the World Honk you snid the leverage ratio was set b~ l1mitatlon on interest. 
whic l1 qccms fairly specifi c as opposed to gcncxal . Isn't that an operationnl 
controJ ~ 

Mr. M1.. l1owell: Not r eaJ Ly. rt ' s r description oC the size of the institution. 
The stockholders stated that chey did not wu11t t he institution tu cxcoecl o cer tnin 


