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1. Asset allocation
2. Currency selection
3. Country weighting
4. Stock selection

Of the foregoing, country weighting is the most important. 
Referring to a chart setting forth performance figures for major 
markets of the world (1977 through 1986), Mr. McNamara explained 
that within any given year, returns in each of the sixteen 
markets were dramatically different. In 1977, the EAFE index was 
up 19%. The best performing market was up 58% . while the worst 
market was down 34%. In that same period, four markets (Italy, 
Spain, Sweden, and Hong Kong) were all down at a time when the 
EAFE index returned 19%. In 1983 the EAFE index was up 25%.
Only two markets were down. The U.S. market was up 22%. In 1985 
foreign markets were up 57%, and U.S. markets were only up 32%. 
There is thus tremendous differential in what markets do in a 
given year. There is also a tremendous array. No one market 
dominates. In the period 1977 through 1986, the U.S. market was 
never the best performing, and twice it was the worst.

Mr. McNamara cautioned that the fact that investments do well in 
a single year does not necessarily mean that the investments will 
do well over a long period of time. The key variable in 
management of a foreign equity portfolio is differentiation in 
market movement. If a manager can successfully overweight 
markets which are doing well and avoid or underweight poor 
markets, the manager can add tremendous value to the return on 
the investment.

In his closing remarks, Mr. McNamara stressed that international 
investment is complicated. If the state is not prepared to 
devote a great deal of time to it, Alaska should "get outside 
help." The decision to invest overseas, however, should not be 
looked upon as "risky" or something which will negatively impact 
the future of the fund. It should be viewed as an investment 
which will provide a greater level of return to the portfolio 
while reducing the level of risk.

In response to a question from Senator Uehling concerning 
regional management, Mr. McNamara explained that the state could 
"still index within that region." The choices are separate.
Should the state decide upon regional investment, it could select 
either active or passive management. The state could direct its 
manager to "make up an index of only the following countries."
Mr. Palone added that selection depends upon what is most 
important to the state. Does it seek diversification and risk 
reduction or enhanced returns? If the state seeks 
diversification, it would be better off setting up an index fund. 
If it seeks both diversification and enhanced return, the state 
should probably hire an active manager. The state must first 
decide what it intends to achieve.
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Co-chairman Halford noted that SB 218 allows for the holding of 
currency and asked that that provision be addressed. Mr.
McNamara explained that should the state decide upon a fixed 
income component for its international investment, it would have 
to hold currency, Further, should a manager decide to hold a 
percentage of the portfolio in cash, that cash might be in 
currency other than the U.S. dollar. Provisions for holding 
currency would allow managers to incorporate the full range of 
management for all four market variables.

Co-chairman Halford noted that an investment provides capital and 
indicates support for an enterprise. He then asked how this 
could be reconciled with the fact that foreign investments 
provide capital and support to companies which compete with 
companies in the United States. Mr. McNamara answered that the 
United States is no longer an "island." It is involved in a 
global economy. Investment in foreign securities does not 
detract from domestic growth. Foreign companies build plants and 
provide jobs in the United States, and U.S. companies build 
plants abroad. Mr. McNamara questioned whether supporting Toyota 
through purchase of company stock was necessarily anti-General 
Motors, and advised that he was not advocating that the state 
take all of its investments out of the domestic market. By not 
investing outside the United States, however, Alaska is ignoring 
60% of the world's investment opportunities.

Co-chairman Halford inquired concerning the impact of foreign 
investment of domestic pension funds upon the GNP. Mr. McNamara 
explained that there was no impact, since pension fund 
investments are not counted when compiling the GNP. Co-chairman 
Halford noted that domestic investments stipulate economic 
activity and suggested that lack of this activity would be felt 
when foreign investments are made. Mr. McNamara argued that 
investment in company stock does not ultimately increase the 
capital base of the company (unless there is a new issue). He 
further added that foreign investments by General Motors and 
Caterpillar do not indicate support so much as recognition of the 
fact that foreign competitors exist and are going to continue to 
be there. Making foreign investments is not "anti-American." It 
simply reflects the reality that the world has changed. Mr.
Palone added that as fiduciaries, the job of the trustees is to 
provide the best level of return at the lowest level of risk.

At this point in the meeting, Mr. McNamara concluded his 
presentation, and Mr. Mallott again came before committee, 
voicing support for diversification opportunities available 
through foreign investment. In terms of public policy, 
limitations contained within SB 218 are appropriate.

Co-chairman Binkley noted past unanimous support by the board for 
SB 218 and asked which trustees were now opposed to the bill.
Mr. Mallott answered that former Representative Oral Freeman was 
appointed to the board after the bill was introduced. He has 
informed the trustees that he does not support the legislation.- 9 -  2 / 1 0 / 8 8



Referring to language on page 2 of the bill, Senator Uehling 
asked if provisions would allow only a 20% investment in foreign 
assets. WILLIAM MEANS, Chief Investment Officer, Alaska 
Permanent Fund Corporation, explained that the bill was written 
so that the maximum that could ever be held in foreign stocks and 
bonds would be 20%. He added, however, that an additional 20% 
could be held in short-term bank deposits and certificates of 
deposit. A  total of 40% could thus be held internationally. Mr. 
Means further explained that the concept was never to hold 40%. 
There may be situations, however, when the state would want to 
liquidate stocks and bonds and hold a large amount in short-term 
investments. The cash allowance was intended only to provide 
flexibility when shifting from longer term to shorter term 
investments which, in the past, have been "entirely profitable 
with little risk."

Senator Uehling noted the current dynamics of world currency, and 
asked if there was any intent by the corporation or board of 
trustees to invest in currencies on a day-by-day basis. Is that 
part of the overall investment strategy? Mr. Means answered 
that while he had not discussed the issue with the trustees, it 
was not his intention to so invest.

Referring to Page 1, Line 21, of the bill, Senator Duncan noted 
reduction of bank or trust company capital and surplus 
requirements from $500,000,000 to $100,000,000 and inquired 
concerning the reason for the reduction. Mr,. Means explained 
that much of the reserve held by foreign banks is not revealed as 
are reserves held in American banks. In many instances, foreign 
banks (German and Swiss) have largely written off all of their 
foreign, third-world debt. This puts them in a much stronger 
economic position than many American banks. The reduction 
recognizes the difference in accounting conventions utilized by 
strong foreign banks. The showing of lower capitalization by 
Swiss, German, and Japanese banks is not indicative of a weaker 
or smaller bank. The corporation did not feel it should be 
restricted from investing in these banks simply because of the 
difference in accounting. The reduction is not intended to 
indicate that the corporation would invest in smaller, riskier 
banks. Senator Duncan advised of his understanding that the 
reduction would not place the state at greater risk either 
internationally or domestically. Alluding to possible problems 
from a policy point of view, Mr. Means suggested that the level 
($500,000,000) not be changed for domestic banks.

At this time in the meeting, Co-chairman Halford suggested that 
members of the permanent fund board of directors who had traveled 
to the capital from out of town come forward to testify.

JOHN KELSEY, member, board of trustees, came before committee 
advising that he was in full accord with provisions contained 
within SB 218., He stated that, should the legislation be 
approved, he would be very conservative in exercising his 
fiduciary responsibility when making foreign investments. Board- 1 0 - 2 / 1 0 / 8 8



members would be guided by "the best experts we could obtain in 
this particular area."

Senator Fischer expressed concern regarding the security of 
investments. He explained that the permanent fund corporation is 
different from a for-profit corporation where stockholders elect 
board members. The people of Alaska do not have a direct say in 
operation of the corporation. He suggested that in terms of the 
purchase of bonds, perhaps the corporation had an obligation to 
invest within the state. Purchase of the $1 billion in 
outstanding school debt was suggested as an example. Such an 
investment would provide a good fiduciary return as well as an 
extra dividend for stockholders because taxes would be reduced. 
Senator Fischer voiced concern regarding dedication of 40% of the 
assets of the fund to foreign investments in light of in-state 
needs.

Mr. Mallott advised that the board of directors currently has 
greater and more broad authority to invest in the stock market 
than has ever been exercised. Over time the trustees have 
followed a very conservative investment policy which was often 
contrary to the advice of staff or hired consultants. This flows 
from the desire of the trustees to be responsive to citizen 
shareholders. Mr. Mallott added that he supports the proposed 
bill because a broadly diversified portfolio ultimately provides 
greater flexibility for local investment.

Mr. Mallott further stressed the conservative investment approach 
taken by the trustees, advising that unless there is drastic 
change within the management of the fund, he foresaw "nobody 
going crazy with the international authorization . . . ." He 
concluded his remarks saying that it would probably be many years 
before foreign investments would be a significant element of the 
overall portfolio.

FORMER REPRESENTATIVE ORAL FREEMAN next came before committee.
He advised rtat diversification (and the benefits to be derived 
therefrom) appears to be the key issue raised in discussions 
relating to foreign investments. He then expressed his belief 
that fund investments are currently well diversified.

Mr. Freeman noted earlier statements from representatives of 
Baring International to the effect that the fund could undertake 
foreign investments without increasing risk, and advised that 
that information is contrary to "everything that our financial 
advisors have told us . . . ." Charts indicate that risk always 
increases with the rate of return.

Speaking to earlier comments relating to performance of the 
Japanese market, Mr. Freeman expressed concern regarding the 
value of Japanese stock. He explained that the value of a stock 
is customarily judged by its price-earnings ratio. A good stock 
has a 12 to 1 ratio. By October 19, 1987, that ratio in the U.S. 
stock market had increased to 20 to 1, and experts warned that it- 1 1 - 2 / 1 0 / 8 8



was dangerously high. The market then fell. At the same time 
that the ratio in the U.S. stock market was 20 to 1, it was 70 to 
1 in Japan. Mr. Freeman noted the financial truism that when one 
starts shooting for higher returns, one also incurs higher risks.

Mr. Freeman advised that he had no quarrel with diversification. 
He questioned, however, a perceived urge by managers of the fund 
to "keep upping that level of earnings every year." Common sense 
indicates that there will be times when the economy will not 
support greater earnings.

(End SFC-88, #10, Side 1)
(Begin SFC-88, #10, Side 2)

Mr. Freeman stressed that the urge to diversify into the foreign 
market and undertake higher risk in anticipation of higher 
earnings is not the most important function of the fund. The 
Alaska permanent fund is not like other investment funds in that 
it does not have an established level of earnings that it is 
required to produce on an annual basis. A $20 to $30 difference 
in the dividend would probably not be of concern to stockholders 
in light of having to take risks to increase the dividend. The 
law governing the investment policy of the fund stresses 
protection of principal as the primary concern. The level of 
earnings is secondary.

Mr. Freeman next spoke to political outcry from factions that 
want the fund brought home and invested in Alaska. He advised 
that while he did not agree that everything should be invested in 
state, the sentiment continues to exist. Mr. Freeman expressed 
his view that investment outside of Alaska does not reflect 
export of capital but import of earnings. He added, however, 
that foreign investment in the face of local needs does not 
reflect good policy or politics. The additional risk could be 
detrimental. A slight gain in earnings would not likely have 
great impact, but a "fiasco" in a foreign stock market would be 
politically devastating. Gains achieved by the fund might be 
small compared to the catastrophe that could befall, both 
politically and financially.

Senator Duncan voiced his understanding that the earlier 
presentation indicated that the fund could go international with 
a certain weighting and increase return and lower risk prior to 
entering that portion of the curve where greater returns also 
carry greater risk. Mr. Freeman spoke to past activity by the 
trustees trying to "comply with the mandate of the 
legislature . . .  to get as much as wa can but still be real 
safe." Senator Duncan advised that the legislature would have to 
rely on the board of trustees to ensure that foreign investments 
are conservatively made. The bill would allow managers to make 
decisions which politicians are not necessarily qualified to 
make. The Senator noted that current authorization allows 
investment in Alaskan real estate mortgages, etc.
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Byron Mallott added that the 20% authorization embodied within SB 
218 would fa'\ within the safety band. He explained that he had 
just returnee from a ten-day trip looking into international 
investment issues with a group of other pension fund trustees. 
Indications are that, over time, one can diversify and reduce 
risk. That is the intent of SB 218. Mr. Mallott explained that 
as a trustee of the permanent fund he was not seeking incremental 
return so much as diversification of the portfolio to provide 
maximum flexibility. He concluded by stating that the emotional 
and political issues raised by Mr. Freeman are real and must be 
weighed in the balance.

Senator Uehling noted past testimony from trustees to the effect 
that the corporation would be very conservative in its approach 
to foreign investments. He then noted caution by the legislature 
in terms of what the public will think, and advised that there 
would probably be criticism in any event.

Discussion followed regarding current investment (12%) in the 
stock market. Oral Freeman urged that committee members weigh 
possible benefits from foreign investments against possible 
detriments, noting that in his view they do not balance out. A 
significant amount of return will not be gained by foreign 
investment, and the law of averages in terms of something going 
wrong is greater.

Mr. Freeman acknowledged that his views on the permanent fund and 
its purpose were not necessarily the same as these of a 
professional money manager. Protection of the principal is the 
most important issue. If the benefit to be derived is not great, 
why endanger the fund? Mr. Freeman noted inherent danger in 
constitutional language which states that the permanent fund 
shall be invested in "income-earning investments" within 
parameters established by the legislature. Bad investment 
policies could harm the principal.

Co-chairman Halford noted that if the trustees had invested the 
fund in a diversified portfolio within Alaska, the state would 
have invested in the oil industry, mineral industry, residential 
and commercial properties, and the fund would not be worth what 
it is today.

Byron Mallott spoke to the uniqueness of the fund and its ability 
to sustain the state economy. He added that he shares the 
emotional concern expressed by former Representative Freeman, but 
noted that the fund has been responsibly and conservatively 
managed over the yoars. The best way to continue responsible 
management is with the most diversified portfolio possible. At 
the current level of investment, there is a 99% chance of 
preserving principal. Should investments go to 30 or 40% stocks, 
statistics show a 98% chance of preserving principal. The 
trustees are conscious of these factors and are "incredibly 
sensitive" to need to preserve principal and develop an 
investment portfolio which will create earnings that can be
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utilized by the people of Alaska. The trustees intend to 
accomplish the foregoing in a manner which allows the permanent 
fund to continue to grow.

Co-chairman Halford expressed agreement with board action in 
bringing the current proposal forward for debate. He further 
noted legitimate role differences between money managers who 
manage for maximum benefit and diversity and those who set 
guidelines relating to public opinion. Mr. Mallott noted the 
importance of public realization that while the permanent fund 
was established through constitutional mandate, a substantial 
portion of its assets came as a result of direct appropriation by 
the legislature. This reflects public policy recognition by 
elected representatives that the corpus of the institution needed 
to be much larger "than even the flow of funds from all royalties 
would have allowed."

Co-chairman Halford advised that work on SB 218 would be ongoing 
and that further hearings would be scheduled.

ADJOURNMENT

The meeting was adjourned at approximately 10:50 a.m.
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HOUSE FINANCE COMMITTEE © J S f c d i S #  '
February 16, 1988 )'Jj

1:30 p.m. FEB 2 ̂  1939

PERMANENT FUND CORPORATiON
CALL.TO ORDER

Chairman Adams called the House Finance Committee to order at 
1:30 p.m.

PRESENT

All members of the Committee were present except 
Representative Wallis. ALSO PRESENT': Representative Donley; 
Representative Ellis; Hugh Malone, Commissioner Department of 
Revenue; Steve Hole, Deputy Commissioner, Department of 
Education? William Means, Chief Investment Officer, Alaska 
Permanent Fund Corporation; Jay Hogan, Director, Budget 
Review, Office of Management and Budget, Office of the 
Governor; Nancy Bennett, Division of Medical Assistance,
Department of Health and Social Services; Elizabeth Ward,
Divisionof Public Health, Department of Health and Social 
Services. Assistance; Elizabeth Ward, Division of Public 
Health.

SUMMARY OF INFORMATION

HB 217 "An Act relating to purchase of foreign
investments by the board of trustees of the 
Alaska permanent fund."

HB 217 was assigned to subcommittee consisting of 
Representative Larson, Chair; Representative Brown 
and Representative Rieger.

HB 297 "An Act relating to the notification to community
councils and postmasters of certain state actions."

CS HB 297 (Finance) was reported out of Committee 
with a "do pass" recommendation and a zero fiscal 
note dated 2/10/88 by the Department of Revenue, a 
fiscal note dated 2/11/88 by the Department of 
Natural Resources, a zero fiscal note dated 1/26/88 
by the Department of Corrections and a zero fiscal 
note dated 1/29/88 by Department of Transportation.

SB 330 "An Act making appropriations to the Department of
Education for K - 12 support and the school 
construction account; and providing for an effective 
date."

( T a p e  H F C  8 8 - 1 8 ,  S i d e  2, # 1 0 0 - e n d )
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budget goes towards education. Of this portion a large 
portion goes towards school debt retirement.

Representative Goll reiterated his support for the Senate 
Finance version of the bill, saying that it is necessary to 
keep spending within a range that the state can afford.

A roll call vote was taken on the MOTION to adopt the Senate 
Finance Committee Substitute.

OPPOSED: Adams, Boyer, Davis, Frank, Larson, Pourchot,
Rieger, Swackhammer

IN FAVOR: Brown, Goll

Representative Wallis was not present for the vote.

The MOTION failed.

Representative Larson MOVED to adopt the HCS SB 330 (HESS) and 
the House Finance Letter of Intent.

Representative Pourchot OBJECTED for the purpose of noting a 
technical change to the Letter of Intent.

There being NO FURTHER OBJECTION it was so ordered. HCS SB 
330 (HESS) was reported out of Committee with a "do pass" 
recommendation and House Finance Letter of Intent.

HB 217

"An Act relating to purchase of foreign investments by 
the board of trustees of the Alaska permanent fund."

Chairman Adams announced that this bill will be assigned to a 
subcommittee consisting of Representative Larson, Chair; 
Representative Brown and Representative Rieger, following the 
slide presentation by the Permanent Fund Corporation.

HUGH MALONE, COMMISSIONER, DEPARTMENT OF REVENUE, said that 
the Board of Trustees has been urging the consideration of 
this legislation for several years, so that the permanent fund 
has the opportunity to be invested globally. He said that the 
state pension funds are currently being invested in 
international equities, and are doing well. The yields are 
better historically than the U.S. domestic market, he said. 
Commissioner Malone said that currently the $9 billion market 
value of the Alaska permanent fund is concentrated in under 
half of the markets that are available worldwide. He said 
they will have to diversify if the fund is to be safe and 
continue to produce income in the future.

BILL MEANS, CHIEF INVESTMENT OFFICER, PERMANENT FUND 
CORPORATION, gave an oral presentation entitled The Importance
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of Investing Globally in a Shrinking World (Attachment 2). In 
this presentation Mr. Means discussed the world’s investment 
markets saying that the total world investable capital is 
approximately $13 trillion dollars. He concluded by remarking 
that it is unknown how the U.S. market will compare to foreign 
markets over the next twenty year, but the analysis of 
international markets should be undertaken.

Mr. Means then conducted a slide presentatio?a graphically 
portraying the performance of world market indicators 
(Attachment 3). Included in this presentation were data and 
figures pertaining to:

1. 1986 World Capital Markets

2. Total Annual Return (by Germany, Switzerland, U.K., 
Australia, Hong Kong, Japan, Singapore, Canada, and 
the Standard & Poor Index) in U.S. Dollars

3. U.S. International Equity Market Performance 
Comparison MSCI (Morgan Stanley Capital 
International) EAFE Index vs. Standard & Poor's 
500.

4. Components of the MSCI Europe, Australia, Far East 
(EAFE) Index as of December 31, 1986.

5. International Equity Markets Annualized Returns in 
U.S. Dollars from 1970 - 1986.

6. International Equity Markets Annualized Local and 
Currency Returns 1970 - 1986.

7. International Equity Markets Standard Deviation of 
Returns in U.S. Dollars 1970 - 1986.

8. Correlation of Returns Between U.S. and Major Foreign 
Markets.

9. International Fixed Income Markets Annualized Returns 
in U.S. Dollars 1970 - 1986.

10. International Fixed Income Markets Annualized Local 
and Currency Returns 1970 - 1986.

11. International Fixed Income Markets Standard Deviation 
of Returns in U.S. Dollars 1970 - 1986.

12. EAFE Versus the Standard & Poor 500 Risk-Return 
Analysis.

( T a p e  c h a n g e  H F C  8 8 - 1 9 ,  S i d e  2)
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Mr. Means described the major leaders in world business 
markets and said that many number-one ranked companies are not 
U.S. based. For instance, some of the most significant 
research in modern medicine is being undertaken by Swiss and 
British pharmaceutical companies. He noted that there is 
severe competition to determine which companies will be the 
winners in the fields of capital goods, consumer electronics 
and telecommunications.

Representative Pourchot asked if Mr. Means could make 
assumptions on 20 - 40% further investment in foreign funds 
based on increased returns, what would it mean in terms of 
value to the fund. Mr. Means said that possible increases are 
outlined in Slide No. 12. He indicated that he would run some 
figures for Representative Pourchot. Mr. Means said that the 
return would be very significant with the compounding.

Representative Pourchot asked why investments in foreign 
markets would cost more for management fees. Mr. Means said 
that the clearing operations are much more expensive because 
of international banks. The management fees are greater 
because of the larger specialized expertise involved.

Representative Rieger commented that he doesn't feel foreign 
investments will mean a dramatic increase on the return, but 
that there is the certainty that earnings will remain 
constant. He said that the natter of reduced volitility is 
important.

Mr. Means cited some statistics from the Public Employees and 
Teachers Retirement System which has been investing 
internationally for several years. In fiscal year 1986 their 
investments provided a 91.42% rate of return on its 
international component. In the same fiscal year the Standard 
& Poor 500 returned a 35.9% rate of return. For fiscal year 
IS87 the Retirement System's international component averaged 
a 38.8% rate of return and the S&P was 25.2%. From the date 
of inception of the international component the funds have 
averaged an annual compounded rate of return of 44.45%.

Representative Larson asked about the percentage for foreign 
certificates of deposit and securities of foreign governments 
or foreign corporations. Mr. Means said that the suggested 
40% for foreign investments should be flexible. If the U.S. 
market does not look attractive, the funds could be shifted 
into short-term foreign instruments.

Following further comments on the investment market, Chairman 
Adams assigned HB 217 to a subcommittee consisting of 
Representative Larson, Chair; Representative Brown and 
Representative Rieger.

H B  342
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Fund earnings could take jump
B y Imre N emeth

L ast year, the Permanent Fund 
earned a 36 percent return on 
its stock portfolio and 21 per­

cent on its bond portfolio. A ll stock 
and bond purcha ies were made in 
the national arena.

Earnings could expand significant­
ly if  legislation were passed allowing 
purchase of international securities, 
said William Means, the Permanent 
Fund’s chief investment officer.

Illustrating the situation, Means 
gave the exampleof Public Employees 
Retirement System (PERS) and the 
Teachers Retirement System (TRS) 
which got the go ahead to invest 
internationally at the same time the 
Permanent Fund was denied. Both, 
which are managed by the state Trea­
sury Department, realized a substan­
tial^ higher rate of return than if 
they had been limited to a national 
investment spectrum, Means said.

Currently, two bills (HB 217 and 
SB 218), allowing Permanent Fund 
officials to approach the internation­
al securities market, are pending in 
the legislature. Fund research and 
liaison officer Jim  Kelly said move­
ment may occur this week if efforts to 
schedule each for hearings become 
successful.

With each passing year, risk de­
creases and rates of return grow in 
the international securities markets, 
Menns said at a recent meeting of the 
World Affairs Council in Anchorage.

“Within 20 years the world may be 
one global stock market,” he said. 
“Banks are already building to meet 
this need.”

Kelly says that for the past 10 
years, international securities have 
given high rates of return. He also 
predicts a reduction in risk if  the

path were open.
Means warns however, that while 

the chance of return is good, some 
international markets fluctuate dras­
tically from year to year. What this 
year is the best investment, could be 
the worst the next.

( Canw+on « fUoa Myii ̂ wKrmmr<a |

Such was the case of Hong Kong 
which (in the mid-seventies) showed 
the best rate of return in 1976, and 
the worst in 1977. To avoid such pit­
falls, Means offered a solution not 
foreign to those involved in the Al­
aska economy.

“Uncertainty about the future 
should cause investors to diversify,” 
he says. Currently, thp best bet is in 
the Europe Australian Far East Index 
(E A FE  over Standard and Poor’s) 
but that could change and “the next 
decade (average) could be the com­
plete opposite.”

E A F A ’s annual rate of return for. . -  g 
the last five years stands at 21 per-g °  o eImc 
cent, while Standard and Poor’s is 13 S';.®! g 
percent for the same period. 3

If  the Permanent Fund were to get 
the nod from the legislature this year, 
increases in investmentretum would 
be very small. Kelly said only 
cent of the Fund would be initially 
used to test the markets.

“Even if  we got fantastic returns 
(resultant yields would be compari- 
tively minimal),” he said.

“We’re going to take our time before

getting into international invest­
ments (if the legislation passes). We’ll 
probably map out for the next 12 
months what strategies to take and 
whatcountries toinvestin. We figure 
we’re going to be around a long time, 
there’s no hurry."

Means’ topic centered on reaping 
the benefits of a shrinking global 
market. It used to be, he said, that 
people of Alaska and more specifi­
cally Juneau (where he lived and 
now lives) had access to the latest 
information only by telephone, as 
everything else was either delayed or 
late. Now. working with the Perma­
nent Fund, Means has the best stat­
isticians and world market analysts 
keeping his department informed of 
the latest trends. Each investment 
officer has two monitors tuned to the 
latest on the U.S. Stock Exchange, 
London exchange, Tokyo exchange, 
government bonds and other world­
wide financial activity.

The current turmoil in currency 
levels, especially in the U.S. dollar, 
may be a good reason to protect

in vestment capital in many markets. 
Means says that while the United 
States remains as the financial leader 
worldwide, its market share is being 
eaten away by Europe and Japan.

“The Number one oil company is 
American — Exxon.” he said. But 
No. 2 and No. 3 are foreign, he added. 
“The top four banks are Japanese.”

In 1985, world capital and bond 
markets generated a sum total of $10 
trillion. Means said statisticians are 
predicting that number to rise to 
more than $15 trillion in the next few 
years.

Of the world capital markets (total­
ling $4 trillion), the United States’ 
share comprised 48.6 percent. Japan 
and the Far East’s 25.7 percent and 
Europe and the rest’s 25.3 percent. 
The U.S. share of the $6 trillion world 
bond market made up nearly 50 per­
cent, with Europe and Japan split­
ting the remainder.

Means said in coming years, trends 
show the United States of the futureS e e  F U N D ,  P a g e  3
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P e r m a n e n t  f u n d  m v e s t o r s  

e y e i n g  f o r e i g n  m a r k e t p l a c e
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jA ix  rid IJ$-:
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m s
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Permanent fund 
man Byron Mallott has asked 
the committee chairmen for 
early action on the bills this 

■ Session; l $ i  ,^ 'i
• ^si'No individual country is 
’consistently at the top of the 
heap,” said Jfcn Kelly, perma-: 

, pent .fund spokesman. The 
; fund probably could increase 
-Its earnings and reduce its 

risks by investing in foreign 
stocks' and bonds, he. said;.

ad Piress

;  • J  r-th-mend one
i- I  ■ >■*»<

rid::!
Department ot jievenue

About .2,600. checks have been retimed ,by tbe post; 
^.'ad-undeliverable, revenue officials said Friday." ?~rf, 

.^^rtb^^epartoient qan do is '^ a it forctHei/divid^ii'

*»• m
JU N EA U  ^Permane'nt; ‘

fund'.trustees are always 
loojdng for safe places to put 
money where . it  w i l l . earn a 
high return, and'they are hop- ‘ 
ing .the legislature this session 
w ill allow investments in for- 
.eijgn stocks and bonds.4

B ills , to allow foreign in-.11 
vestments are left over , from
last year in; the House and “‘LI— i -----7 ~~— '•'„—
Senate finance committees. &lsm%when the department r^ iy^ .w rjtten ,

board Chair-' ^ d d re ss  change she said.
“ licants who have not received: their/

epartment’s public servjce centers 
Fairbanks for information..' ‘T  .* v  
dbout. 520,000- Alaskans Have v Deen.. 
dend "of $708, Brown said?* AskoJ 
licutions were/uhder review.

fr C&jfcHECKS9-.
■ .Trev'ftrrwi */*$:

‘ i
long as-a year after the legis- 

•t'lation passes before the fund 
picking the countries with.the .....makes its first foreign invest- 
highest rate of return-at-the •ments; He expects, the trust­
time. f.'!}. ;  >j>, efeg probably would invest no

YThere is always less risk . more than 5 percent of the 
when you have a globally .fund in foreign stocks and 
diversified portfolio ,” he _. bonds. ŝ ; f . ’ ..
said. , Alaska’s Joil-wealth savings
YkState law prohibits-perma- ^accouqt totaled about $8.8 bil- 
nent fund Investments in . for- jioh  as of the end of Novem- 
eign 'securities. The b ills  A Jje r ,' including reserves for 
(H?217^and SB218) would al- .+jhls year’s inflation proofing 
low the trustees to invest a -• '^afid'dividends and $534 mil- 
small portion of the fund in  ̂J jpn tin nnpnr-nmhprrH eam- 
stocks and bonds issued by: * In is.-.* ,#
foreign governments and com- ' % Jn  a written report present.- 
panies. -f*. ‘the’ ttusteea this week,
• Kelly said It would take as -Kelly said*It appears unlikely

V.r

*«t< eevaoi. ■ -
legislators w ill act on bills to 
spend the $534 million reserve 
fund, "provided lawmakers 
can accommodate their fiscal 
year 1989 spending plans with 
other available revenues. ” .

“However, if the price of 
oil should decline below the 
forecasts, or if  there should 
develop a widespread demand 
by Alaskans for increased 
current state spending," he 
said, "the struggle among .the 
members of the House, the 
Senate and .the administra­
tion. to use', the money, in .the 
fund's earnings reserve,'ac­
count may begin again'Where 
It 'le fL .o ff  last spring.” ..
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I nin cogn izan t o f the on go ing 

debate nt the S tate Senate on 
the v ia b ility  o f in ternational port­

folio d iversifica tion by the Permanent 
Fund. 1 believe tha t I should write to 
you expressing my position on the topic. 
I spent many years o f trt. l in g  on the 
subject. I wrote my Ph.D q xsertation 
and published articles on vSe issue. 
C urren tly  I nm the W illiam  H. Seward 
Professor o f In terna tiona l Finance, an 
endowed chn ir nt the School o f Busi­
ness o f the U n ivers ity  o f A laska in 
Anchnrafte. I taught nnd organised 
seminars on international financia l is­
sues includ ing inte rnational portfolio 
diversification.

M y position on the issue o f in terna­
tional portfo lio  diversification does not 
lend itse lf to academic sophistry or 
abstract theories ra ther i t  is based on 
In  years o f pragmatic experience I was 
uniquely privileged to spend in  in te r­
national set ag: in  banking at the 
First N ntional Bank o f Chicago in 
I-ondnn: in  in ternational finance and 
economics nt the United Nations Con­
ference on Trade and Development in 
Geneva. Interna tiona l Fund for A g ri­
cu ltu ra l Development in  Rome and the 
World Rank: in  financia l advising nt 
the O ffice o f the M in is te r o f Finance 
anil Petroleum o f Qatar which is an 
OPKC member; in  accounting a lGettv- 
n il—Am inoil Jo in t Operations Account­
ing Department in  K uw ait—Saudi A ra ­
bia P artitioned Zone; and in o il pricing 
as a member o f the OPEC Economic 
Commission.

I believe tha t there are three major 
potential benefits tha t A laskans, t f r  
ugh the Permanent Fund, can generate 
from in te rnationa l portfolio d ivers ifi­
cation. The potential benefits are; 
S u b s ta n tia l r is k  re d u c tio n

Risk reduction objective is concistent 
w ith  the present prudent and conser­
vative policy formulated by Alaskan 
lawmakers for the Permanent Fund. I t  
is well established concept. Numerous 
studies hv U.S. pension funds have 
qttesled to the merits o f substantial 
risk reduction associated w ith  in te rna­
tional d iversification.

To appreciate the value o f risk reduc­
tion. it is im portun t to know the statis­
tica l de fin ition  o f the measure o f risk, 
namely, variance or standard devia­
tion o f the portfo lio  rctumB. There is 
general agreement among investment 
managers th a t fluctuation, varia b ility  
or risk o f re turn o f o portfolio o f securi­
ties is s ta tis tica lly  measured by the 
vnriance (or standard deviation) o f 
return.

Centuries ngostatistic ian have point­
ed out that, m athem atically, the var­
iance (risk) o f a portfolio o f two stocks

d ifferent demand pull and cost-push 
in fla tio n  rates. Monetary and fiscal 
policies th n t generate demand-pull in ­
fla tion are different among different 
countries. Regarding cost-push in fla ­
tion which depends on the state o f the 
economy and the power o f various eco­
nomic un its, e.g. unions, w ill d iffe r 
between countries.

•  Security markets, generally, are 
ant h igh ly  integrated which render 
them independent.

•  Business, financia l, and liqu id ity  
risks tha t nffect the prices o f securities 
are d iffe ren t from one country to an­
other. Th is  is attributab le  to different 
vo la tility  in  sales, costs, banking and 
credit regulations, and governmental 
policies regarding taxes, development 
plana, and accounting procedures.

•  Low. correlation among exchange 
rates o f d ifferent countries currencies.

I would like  to caution, however, that 
the correlation m atrix  among different 
security markets may not be stable- 
through time. T ha t is. a low correlation 
between .-nocks o f two different coun­
tries during certnin period o f time m ight 
not persist in  the future. Th is is due to 
chnnges in the underlying economic 
forces and the increased integration o f 
the markets ns a result o f further nuto-i 
motion and application o f the 24-hour 
trad ing concept.

Therefore, portfolios should lie re­
constructed in  a way tha t would take 
advnntage o f low correlations ava ila ­
ble in some other nations. The October 
I9R7 m nrket crnsh nnd its subsequent 
contagious effect on markets in Tokyo. 
London. Hong Kong, Singapore. Syd­
ney. Melbourne. F rank fu rt and Paris 
have made investors feel th a t in te rna­
tional markets ore now more integrated, 
thus dependent, than before.

Another envent for the correlation 
concept. Th is  concept should not apply 
to markets in  unstable developing coun­
tries especially those whose regimes, 
such as Cuba nnd recently Panamn, 
are hostile to United States, becnuse 
the correlation would be almost zero 
nml thus the variance (risk) w o u '; 
seem very low. The magnitude o f po lit­
ical risk here is greater than we can 
capture in  the variance measure. 
H ig h e r ra te  o f  re tu rn  on in v e s t­
m ent.

Investing in te rnationa lly  can yield 
return thn t is higher than tha t gener­
ated in  domestic investing. The rea­
sons are:

• Some countries enjoy h igher eco­
nomic grow th than the United States. 
This is the case o f Jnpnn, West Ger­
many, Taiwan, etc.

•  Some countries enjoy lower in fla ­
tion rates and interest rates than the 
United States. Th is is thccaseof Japan.

reliable fundamental and technical an­
alyses, and more segmented markets 
which perpetuate imperfections.

« Investors have broader selection o f 
securities. Confining investment to U.S. 
markets would deprive U.S. investors 
o f great opportunities of investing in  
other markets. Capitalization o f U.S. 
market represents on ly 53 percent orso 
o f the world markets. Theremaining 47 
percent therefore contains lo t o f d is­
coverable delicacies in the internation­
al investing menu.

Due to the above reasons, and due to 
the dram atic decline in  the value o f the 
U.S. do lla r vis-a-vis other currencies, 
we have witnessed during the last dec- 
ude numerous U.S. pension funds in ­
vesting larger portion o fthe irho ld jngs 
in  in te rna tiona l securities. Another de­
velopment th a t took place in  response 
to the benefits o f in ternational diversi­
fication is the mui.hrooming nnd nour­
ishment o f new international, regionnl,
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and na tiona l m utual funds, closed 
funds, American Depository Receipts, 
etc.

G lobalization o f markets is fostered 
la te ly by the e lim ination of.m any res­
tric tions in  m any in te rna tiona l fina n ­
cial centers p a rticu la rly  in  Tokyo and 
London, harm onization o f the OECD 
policies in  securities trading, and the 
increased autom ation and linkages 
among d iffe ren t exchanges worldwide. 
The ties between Singapore. Chicago, 
and London is an example. Another 
example is the emergenceof Intercourse 
Data In form ation System in  Europe.

P rivatization o f public firm s and u til­
ities th a t have swept Europe and Japan 
recently, may provide further pro fita­
ble i.ivestm ent opportunities. 
L o n g -te rm  b e n e fits  to  A la ska

The Permanent Fund's involvement 
in  in te io a tion a l investment would gen-

See IN V E S T IN G , Page 10



j r m a n e n t  F u n d  in t e r n a t io n a l ly
ing its networks and lev- 
•rmanent Fund can draw 
j of many foreign inves- 
i desirous of investing for 
preciation purposes, to two 
jnsiderationa: first, there 
is  internationally under- 
lercial properties in Alaska 
j investingin, and, second, 
lecline of the dollar by 50 
ild provide unique oppor- 
cquire these properties at 
ces in terms of the foreign
g-term benefits are analo- 
le that can be generated if 
inter Olympic Games ore 
horage. There might be no 
nstant cash inflows asso- 
this event, but the future 

h inflows would be tremen-
nanent Fund’s involveinen t 
anal in vestment would help 
ly build up Alaska’s finan- 
capital. This would be ach­
ing the leverage of the Per- 
nd to help the University of 
jsiness students get intern- 
srnationally recognized bra­
ns. Internships would help 
n students to get first-hand 
in managing portfolios nnd 
nnd thus would solve the

financial "brain drain” that local fi­
nancial institutions suffers from. In 
the long-run, we even might have 
enough financial cadre that is capable 
of managing locally all the assets of 
the Permanent Fund.
Summary of positions and sug­
gestions

In the light of the above presenta­
tion, I am inclined to support the posi­
tion that would allow the Permanent 
Fund to invest internationally. Other­
wise, the opportunity cost for Alaskans 
would be tremendous.

In supporting international portfolio 
diversification by thePermanent Fund, 
I would like to suggest that this process

should be carried out in more prudent 
manner. Within this context, the Fund 
may be authorized to invest a maxi­
mum of 20 percent, of its holdings in 
international assets. A minimum of 60 
percent of this 20 percent, i.e, 12 per­
cent, should be invested in guilt-edge 
and other governmental fixed-income 
securities and very high quality straight 
and convertible bonds.

To avoid the unquantifiable and un­
predictable political risk of most of the 
developing countries and some deve­
loped countries, investment should be 
made in assets originated or traded in 
primary and secondary markets of de­
veloped Western democracies.
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Events show wisdom of for<
. •li'V" <-t wS ta te  sen ato rs a r e  fin a lly  s tir r in g  into action to re d re ss  a  1982 a c tio n  th e y  took w h ich  p u t P e r m a n e n t  F un d  in vestm en ts a t  n eed less r is k  and cost a ll o f us m a n y  d o lla rs  fro m  our own p o ck ets.T h a t ch a n g e  w ould be m a d e  b y  H B 2 1 7 , w h ic h  w o u ld  a l lo w  t h e  P e rm a n e n t F u n d  m a n a g e r s  to in ­vest in foreign  sto ck s  a n d  b o n d s. S im ila r  b ills  h a v e  been o ffe re d  to the L e g is la tu r e  fo r  th e  p a s t  s ix  y e a rs  w ithout m u ch  a c tio n , and u n ­til re c e n tly  th e c u r r e n t  one h a d  m ad e only fee b le  p ro g re ss  s in ce  it w as introduced b y  the g o v e rn o r 13 months a g o .T he bill passed the S ta te  H o u se  M arch  21, but w as sen t to th ree S e n ­ate c o m m itte e s . I t  p a s s e d  S t a t e  A ffa irs  A p ril 14 a n d  w as b efore th e Sen ate Ju d ic ia r y  C o m m itte e  th is  w eek. E v e n  if  it co n tin u e s , it w ill h ave to p ass both the F in a n c e  c o m ­m ittee and a fu ll S e n a te  vo te b e fo re  th e  s e s s io n  e n d s  11 d a y s  fr o m  today.T h i s  t a r d y  b u r s t  o f  a c t i o n  perhaps resu lts  fr o m  th e  O c t . 19 stock m arket c r a s h . E v e n ts  s in c e  have c le a rly  show n w h y we n eed foreign in vestm en ts.On last O ct. 19, the D ow  Jo n e s  Industrials index fell 51)11 points to

F r e d
P r a i t

Views e xp re ss ed  here d o  not necessa rily  
rep resen t those o f the D a ily  N ew s-M iuer1,738, a  d ro p  of 22.6 p e r c e n t in one d a y . W hen th e c r u is  h it th e fo re ig n  sto ck  e x c h a n g e s  th e n ex t d a y , the N ik k e i-D o w  s to c k  o n  th e  T o k y o  Sto ck  E x c h a n g e  d ro p p ed  14.9 p e r ­ce n t, e n d in g  at 21,910.T h e  b e st the N e w  Y o r k  sto ck s ' h a v e  done s in ce  then is  to b a r e ly  top ; 2,100 about two w e e k s a g o , s t il l  100 points b elow  the p o s t-cr a s h  le v e l. L a t e ly  i t ’s  b een  a r o u n d  2,000 to 2,050. T h e  N ik k e i-D o w  in d e x  o f  T o k yo  sto ck s  is now  a b o v e  27,000, m ure than 1,300 p o in ts a b o v e  th e le v e l it h e ld  b e fo r e  th e  O c t .  19 c r a s h .T h u s the U .S . s to c k  m a r k e t h a s  re c o v e r e d  only th r e e -fifth s  of its  O ct. 19 lo ss , w hile th e  T o k y o  m a r ­ket dropped less an d  h a s  re co v e re d  fa r  m ore stro n g ly .S in c e  the b e g in n in g  o f th is  v o a r .

the U .S . sto ck  m a r k e t h as b e e n  the e v e r  w orst p e rfo rm e r in  th e w o rld . I t  m om  grew  only 2.9 p e rce n t th ro ugh A p ril T h o s 21, co m p a re d  to 24.5 p e rc e n t fo r recel J a p a n e s e  s t o c k s , 11 p e r c e n t  fo r f le e t  H ong K o n g  sto ck s a n d  4.5 p e rce n t profi for B ritish  s to ck s . the rT h is is m ore than a  c a se  o f im p ro- Hr vident n e g le ct. h a v iP o litic ia n s  d on 't lik e  the P e r m a - choc nent F u n d , a lth o u g h  m ost w ill not loss ad m it it on the re c o rd . T h e y  look on 19. ’ it as  m oney th a t we took a w a y  fro m  cost th em , and th a t th e y  w ill n e v e r  be pocl able to spend. SsT h e  m a jo r  a d v a n c e s  m a d e  in  ‘ tion e s t a b l i s h i n g  a n d  s h a p i n g  th e  N  P e r m a n e n t F u n d  c a m e  fr o m  the co n  fo rce  o f a few  u n u su a lly  p ercep tiv e  era! p o litica l le a d e rs  a n d  the w e ig h t of our o v e r w h e lm in g  p u b l i c  o p in io n , v e s  S o m e  v o te d  fo r  th e  P e r m a n e n t  • like F u n d  out of v is io n , the rest out o f ! sh r  fe a r . heirT h u s  m a n y  p o litic ia n s  w ould be , C h a p p y  to see  th e  fu n d  fa il . O n e  w ay fun to m a k e  it fa il  w ould be to lim it  its I A a c tiv itie s  to su ch  a n  extent th a t it ! are c a n 't  p erfo rm  as w e ll as w e w ould Tol e x p e c t . T he re s u ltin g  pu b lic discon- hai tent w ould m a k e  ra id s  on the fund b e e a s ie r . gi\L u c k ily , th e  P e r m a n e n t  F u n d  tie m a n a g e r s  h a v e  b e e n  e x c e e d in g
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1986 WORLD

EQUITIES ($5.6 Trillion)

3 9 . 0 %  

U . S .

2 7 . 0 %

E u r o p e /

O t h e r
3 4 . 0 %  

J a p a n /  

F a r  E a s t

S o u r c e :  J . P .  M o r g a n  I n v e s t m e n t

CAPITAL MARKETS

BONDS ($7.4 Trillion)
4 4 . 0 %

U . S .

3 1 . 0 %

E u r o p e /

O t h e r

2 0 . 0 %  

J a p a n /  

F a r  E a s t

5 . 0 %  I n t e r n a t i o n a l  

D o l l a r  D e n o m i n a t e d



T O T A L  A N N U A L  R E T U R N  ( U . S .  D O L L A R S )

G e rm a n y
S w it z e r ­

land U .K . A u s t ra l ia
Hong
K o n g Ja p a n S in g a p o re C a n a d a
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U.S. INTERNATIONAL EQUITY MARKET PERFORMANCE COMPARISON 
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Components of The MSCI Europe. Australia, Far East (EAFE) Index December 31. 1986
T o t a l  C a p i t a l i z a t i o n  

U . S .  $ 2 , 0 5 3 . 4  B i l l i o n

Source: Morgan Stanley Capital International

J a p a n  5 3 . 8 %

A u s tra lia  2 5 %

H ong K o n g  1 .5%  

S in g a p o re / M a la y s ia  0 .9 %  

U n ited  K ing d o m  1 3 .3 %

Be lg ium  1.1% 

F ra n c e  4 .4 %

G e rm a n y  8 .0 %

Ita ly  4 .3 %

N e th e rla n d s  2 .7 %

S p a in  1 .2%

S w e d e n  1 .5 %

S w itz e r la n d  3 .9 %

Austria, Denmark, Norway 0.9%



INTERNATIONAL EQUITY MARKETS 
ANNUALIZED RETURNS IN U.S. DOLLARS
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INTERNATIONAL EQUITY MARKETS 
ANNUALIZED LOCAL AND CURRENCY RETURNS 

1970 - 1986
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INTERNATIONAL EQUITY MARKETS 
STANDARD DEVIATION OF RETURNS IN U.S. DOLLARS

1970 - 1986
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CORRELATION OF RETURNS 
BETWEEN U.S. AND MAJOR FOREIGN MARKETS
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INTERNATIONAL FIXED INCOME MARKETS 
ANNUALIZED RETURNS IN U.S. DOLLARS

1970 - 1986
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INTERNATIONAL FIXED INCOME MARKETS 
ANNUALIZED LOCAL AND CURRENCY RETURNS
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EAFE VERSUS THE S & P  500
R I S K - R E T U R N  A N A L Y S I S

1 6

1 2

8

C o m b in a t io n s  o f  th e  S & P  In d e x  

a n d  E A F E  f o r  t h e  T e n - Y e a r  

P e r io d s  E n d in g  1 8 7 9 - 8 5 .

1 9 8 4

1 9 8 0

M ix  o f  S & P  a n d  E A F E  f o r  

w h ic h  R i s k  is  M in im iz e d
1 9 8 1

1 9 7 9

1 4  1 6  1 8

A n n u a l i z e d  S t a n d a r d  D e v i a t i o n



T H E  IM P O R T A N C E  O F  I N V E S T I N G  G L O B A L L Y  I N  A  S H R I N K I N G  WORLD

P r e p a r e d  B y  

W i l l i a m  L .  M e a n s ,  C h i e f  I n v e s t m e n t  O f f i c e r  

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

F e b r u a r y  8 ,  1988



TH E IMPORTANCE OF IN V E S T IN G  G LO BA LLY  IN  A SH R IN K IN G  WORLD

W h y  foreign investments? T h i s  is a q u e s t i o n  w h i c h  

w o u l d n ' t  e v e n  have arisen 20 y e a r s  ago. In 1967, t h e  U n i t e d  

States' financial m a rkets r e p r e s e n t e d  o v e r  t w o - t h i r d s  of t h e  

wo r l d ' s  e q u i t y  m a r k e t  c a p i t a lization, a n d  t h e  U n i t e d  S t a t e s  

was the w o r l d ' s  u n q u e s t i o n e d  f i n a n c i a l  a n d  i n d u s t r i a l  l e a d­

er. By t h e  end of 1987, it r e p r e s e n t e d  o n l y  33% of the 

wo r l d ' s  e q u i t y  m arket c a p i t a lization, a n d  m a n y  e c o n o m i s t s  

p r e d i c t  t h a t  this p e r c e n t a g e  w i l l  c o n t i n u e  to shrink.

The w o r l d ' s  investable c a pital markets, e x c l u d i n g  c a s h  

and real estate, t o t a l e d  some $13 t r i l l i o n  at the end of 

D e c e m b e r  1986. The w o r l d  f i x e d - i n c o m e  m a r k e t s  a m o u n t e d  to 

some $7.4 t r i l l i o n  w h i l e  the w o r l d  e q u i t y  m a r k e t s  t o t a l e d  

$5.6 trillion. Some s t a t i s t i c i a n s  a r e  p r o j e c t i n g  t h a t  b y  

the y e a r  2000, world G N P  will b e  o v e r  $15 trillion, w i t h  75% 

o u tside the U n i t e d  States.

W i t h  the breakdown of e x c h a n g e  c o n t r o l s  and rapid 

t e c h n o l o g i c a l  advances in communications, the i n t e r n a t i o n­

aliz a t i o n  of the world's financial m a r k e t s  has b e e n  p r o­

cee d i n g  at a rapid pace. To p u t  into p e r s p e c t i v e  the 

m a g n i t u d e  of these changes, one only has to c o n s i d e r  t h a t  in 

1973 t e l e v i s i o n  news in J u n e a u  w a s  d e l a y e d  at least a d a y
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and all s c h e d u l e d  p r o g r a m s  w e r e  d e l a y e d  a week. T h e  tapes 

h a d  to b e  fl o wn  to J u n e a u  from Seattle, a n d  n o t  i n f r e q u e n t­

ly, b a d  w e a t h e r  d e l a y e d  t h e i r  arrival. T h e  o n l y  a c c e s s  to 

c u r r e n t  w o r l d  news a nd t he fin an ci al  m a r k e t s  w a s  t he t e l e­

phone.

Today, t ha nk s  to s a t e l l i t e  t e l e c o m m u n i c a t i o n s ,  th e 

A l a s k a  P e r m a n e n t  Fun d  C o r p o r a t i o n  h a s  i n s t a n t  a cc es s n o t  

only to w o r l d  news b u t  also to t h e  w o r l d ' s  f in a nc ia l 

markets. In o u r  o f f i c e  in Juneau, e a c h  o f  o u r  in ve st m e n t  

off i ce rs  h a s  t w o  t e l e v i s i o n  m o n i t o r s  on w h i c h  w e  a r e  ab le  to 

o b t a i n  R e u t e r s  and T e l e r a t e  f i n a nc ia l services. W e  hav e 

inst an t a c c e s s  to t h e  s t o c k  market, t h e  U.S. G o v e r n m e n t  bo nd  

market, f o r e i g n  e x c ha ng e  quotations, commodities, financial 

futures, w o r l d w i d e  fi nancial news, an d  t r a d i n g  in U.S. 

G o v e r n m e n t  b o n d s  in b o t h  L o n d o n  a n d  T o k y o  as w e l l  as N e w  

York.

T h e  r a p i d i t y  w i t h  w h i c h  t h e  w o r l d  h a s  b e e n  s h r i n k i n g  

has b e e n  t r u l y  breathtaking. W o r l d w i d e  g l o b a l  t e l e c o m m u n i­

cations a n d  t he i nt eg ra t io n of t h e  w o r l d ' s  fi n an c i a l  m a r k e t s  

is no l o n g e r  a d r e a m  b ut wel l on the  w a y  t o  b e i n g  an a c c o m­

plished  fact.

D u r i n g  t he p a s t  17 years, a p e r i o d  of e x p l o s i v e  change, 

the non-U.S. m a r k e t s  have o f f e r e d  s i g n i f i c a n t  i n v e s t m e n t

- 2 -



o p p o r t u n i t i e s  for U.S. investors. M a n y  of t h e  w o r l d ' s  

fastest g r o w i n g  e c o n om i es  t o d a y  a r e  l o c a t e d  in t h e  P a c i f i c  

Basin, a nd i n v es tm en ts  in t h i s  a r e a  o f f e r  s o m e  o f  t h e  m o s t  

a t t r a c t i v e  o p p o r t u n i t i e s  c u r r e n t l y  a va il ab l e.

O p p o r t u n i t i e s  can b e  s e e n  b o t h  in t h e  f o r m  o f  r e t u r n  

e n h a n c e m e n t  and r i s k  r eduction. A  n u m b e r  o f  s t a t i s t i c a l  

studies h a v e  s ho wn  d e f i n i t e  b e n e f i t s  f r o m  f o r e i g n  i n v e s t­

ment, b o t h  in the level of r e t u r n  a n d  t h e  r e d u c t i o n  of risk. 

It has b e e n  d e m o n s t r a t e d  t h a t  t he i n c l u s i o n  o f  f o r e i g n  

i nv es tm en t s in a d o m e s t i c  p o r t f o l i o  r e d u c e s  t h e  v o l a t i l i t y  

(risk) of th at  p o r t f o l i o  s i n c e  t he w o r l d ' s  f i n a n c i a l  m a r k e t s  

do not all m o v e  in concert. T h e  d e g r e e  of b e n e f i t  d e m o n­

strated  v a r i e s  from one s t u d y  to a n o t h e r  d e p e n d i n g  u p o n  the 

p a r t i c u l a r  t i m e  span used, t h e  c o u n t r i e s  covered, a n d  t he 

types of investments, but t h e  p o s i t i v e  c o n c l u s i o n s  p e r s i s t  

t h ro ug h all of them.

G l obal in ve st in g isn't r e s t r i c t e d  to o n l y  a f ew c o m­

panies; it i ncludes m o s t  of the w o r l d ' s  m a j o r  industries.

Th e n um b er  one oil c o m p a n y  in t h e  w o r l d  is Exxon. N u m b e r s  

two and t hr ee  are foreign cOi...c inies - T h e  R o y a l  D u t c h  Shell 

G roup and Briti sh  Petroleum. The t w o  l a r g e s t  food c o m p a n i e s  

are E u r o pe a n - U n i l e v e r  of Dutch and B r i t i s h  o wn e rs hi p;  and 

Nestle, a Swiss concern. T h e  n u m b e r  two a n d  t h r e e  che mi ca l 

c om panies in the w o r l d  b e h i n d  D up on t are  G e r m a n  - B a y e r  and
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Hoechst. A n d  t h e  top fou r b a n k s  a re J a p a n e s e  - D a i c h i  

Kangyo, Fuji, Sumitomo, a n d  M i ts u bi sh i.  S o m e  of t h e  m o s t  

s i g n i f i c a n t  r e s ea r ch  for m o d e r n  w o n d e r  d ru gs  is b e i n g  

u n d e r t a k e n  b y  a n u m b e r  o f  m a j o r  S w i s s  and B r i t i s h  p h a r m a­

ceutical companies.

C u r r e n t l y  the w o r l d  is i n v o l v e d  in f i er ce  c o m p e t i t i o n  

to d e t e r m i n e  w h i c h  c o m p a n i e s  w i l l  b e  t h e  w i n n e r s  in the 

fields of capital goods, c o n s u m e r  electronics, a n d  t e l e­

communications. A  large n u m b e r  of t h e  m o s t  r a p i d l y  g r o w i n g  

firms are s i t ua te d  o u t s i d e  t h e  U n i t e d  States, r e f l e c t i n g  

fast e x p a n d i n g  o v erseas m a r k e t s  and a b u n d a n t  o v e r s e a s  

sup p li es  of industrial r a w  m a t e r i a l s  a n d  of l a b o r  at v a r i o u s  

skill levels. In some instances, i n v e st o rs  c a n  o n l y  p a r t i­

cip a t e  in c e r t a i n  areas of t e c h n o l o g y  b y  i n v e s t i n g  in 

f o r ei gn  firms.

O v e r  the t en y e a r  p e r i o d  e n d i n g  D e c e m b e r  1986, the 

S t a n d a r d  & Poor's 500 I nd ex  m a n a g e d  a v e r y  h e a l t h y  c o m­

pou n d e d  r e tu r n of 13.7% annually. T h e  Capi ta l I n t e r n a t i o n a l  

Europe, Australia, Far Ea st  I n d e x  r e t u r n e d  an a n n u al  22.3% 

for the sam e  period. T h e  ne xt  d e c a d e  m a y  be ju st  t h e  c o n­

vers e  w i t h  the S&P at 22.3% and E A FE  at 13.7%. E v e n  if th is  

is the case, one can be fairly c e r t a i n  tha t t h e r e  wil l be 

countries, securities, a nd w h o l e  a ss ot  c l as se s t h a t  wil l
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o u t p e r f o r m  t h e  U.S. for p e r i o d s  of t i m e  d u r i n g  t h e  n e x t  

decade.

T h e  U n i t e d  States' i n a b i l i t y  t o  st an d a p a r t  f r o m  t h e  

re st  of t h e  w o r l d  as an i n d e p e n d e n t  e n t i t y  is, a b o v e  all, 

the r e a s o n  to factor i n t e r n a t i o n a l  i n v e s t i n g  into i n v e s t m e n t  

plans. In addition, a n u m b e r  o f  a n a l y s t s  s u g g e s t  t h a t  the 

p r u d e n t  m a n  rule and the p r u d e n t  e x p e r t  rule r e q u i r e  

in vestors w i t h  fiduciary r e s p o n s i b i l i t i e s  to l o o k  c a r e f u l l y  

at d e v e l o p m e n t s  w o r l d w i d e  a n d  t o  p u t  in p l a c e  p l a n s  fo r an 

u n c e r t a i n  future - a future of u n p r e d i c t a b l e  g l o b a l  i n f l u­

ence on investments.

W e  d o n ' t  k n o w  how the U.S. m a r k e t  w i l l  c o m p a r e  to 

f o re ig n m a r k e t s  over the n e x t  t w e n t y  years. T h e  a n a l y s i s  of 

i n t e r n a t i o n a l  marke t s s h o u l d  b e  e m b r a c e d  b e c a u s e  it c an 

p r o t e c t  a securi ti es  p o r t f o l i o  a g a i n s t  u n f o r e s e e n  dangers. 

U n c e r t a i n t y  about the futur e  s h ou ld  b e  a c o m p e l l i n g  fo rc e 

l e ad in g in ve s to rs  to d i v e r s i f y  as w i d e l y  as possible.
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Alaska Permanent Fund Corporation
P.O. Box 4-1000 Juneau. Alaska 99802-4100 

(907) 465-2047 Telex 099-46-323

P R E S S  R E L E A S E

NOTE: P lease ru n  this as a 
guest ed itoria l o r commentary 
on you r opinion page.
DATE: March 17 ,1 988

P E R M A N E N T  F U N D  T R U S T E E S  S E E K  S U P P O R T  

F O R  G L O B A L  I N V E S T I N G

COMMENTARYBY
BYRON  I. MALLOTT 

CHAIRMAN, BOARD OF TRUSTEES 
ALASKA PERM ANENT FUN D  CORPORATION

The Board o f Trustees o f the Alaska Perm anent Fund Corporation is seeking passage this 
session o f legislation which would allow  us to invest a small portion o f  th s Perm anent Fund in 
international stocks and bonds. In  this endeavor, we ask also fo r the support o f  the people o f 
Alaska.

A Pub lic  T ru s t inventing fo r  A laska'! Fu tu re



Global investing is not a recommendation we make lightly. As trustees, ou r prim ary 
responsibility has always been to invest you r Perm anent Fund conservatively in o rder to keep it 
safe fo r the long term . In  today's extremely volatile financial markets, we believe the best way 
to protect the Fund  is to diversify it  as widely as possible. We also believe that international 
investments can he lp  us in that effo rt, and can help us to keep you r savings account safe - and 
growing.

The trustees are aware that a number o f citizens may have concerns about investing the 
Perm anent Fund in  foreign securities. To those o f you who have such concerns, we ask that you 
recall a sim ila r proposal we made five years ago. At that time, the trustees sought and received 
legislative approval to begin investing a portion o f the Perm anent Fund in the U .S . stock 
market. Then, as now, there were those who opposed the new investment because they feared 
it would be too risky , o r because they favored increased investments in  Alaska. Bu t, le t ’s look at 
the record.

Investing in  the stock m arket has proven to be a sound decision fo r the Perm anent Fund:

* Stocks have been, since 1982, the Fund's best perform ing type o f investment.

* Ju st la st year, the capital gains realized by the Fund on the sale o f common stock added 
over $325 m illion  to the Fund ’s net income (and $50 to each A laskan’s 1987 dividend).

* Notw ithstanding the excellent long-term  returns offered by stocks, and despite the fact 
that the law allows up to 50% o f the Fund to be invested in stocks, the trustees have been very 
conservative, and have never allocated more than 25% o f total Fund assets to this re la tive ly  
risky investment class (we are presently at ju s t under 12%).

Global Investing
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* Even a fte r the crash o f  last October, as o f  the end o f February 1988, the Fund ’s stock 
portfolio was s ti ll w orth  $184 m illion  m ore than cost.

As fo r increasing investments in A laska, it is clear that, over time, the amount o f the Fund the 
trustees w ill be able to invest w ithin A laska w ill depend on the amount o f diversification o f the 
Fund elsewhere. In  o ther words, the greater the diversification o f the tota l portfo lio , the less 
risk created by increasing investments in-state.

Today, there are two very  good, fundamental reasons fo r supporting global investing fo r the 
Permanent Fund: (1 ) it w ill reduce the Fund ’s overa ll risk ; and (2 ) it w ill increase the Fund ’s 
overall re tu rn .

These conclusions derive from  ou r study o f  a num ber o f  statistical reports analyzing the 
performance o f  the w orld ’s financial markets since 1970. The studies are unanimous that 
inclusion o f  foreign investments in  U .S .-on ly portfo lios, fo r  any significant period o f  tim e in the 
last 17 years, would have added re tu rn  and reduced risk . The degree o f these benefits varies 
from  one study to another depending upon the particu lar tim e period used, the countries 
covered, and the types o f  investments, but the positive conclusions persist through a ll o f them .

Le t’s look at the facts:

* In  the last 20 years, the United States’ share o f  the world ’s tota l stock m arket 
capitalization has sh runk from  67% to 33% , and many economists predict that th is percentage 
w ill continue to shrink.

* Besides comprising on ly one-third o f the w orld ’s tota l equity m arket capitalization, the 
U.S. now represents less than 45% o f the world ’s tota l fixed-income (bond) market.

Global Investing
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* In  the la st 10 years, the U.S. has had the best perform ing stock m arket on ly once. I t  
has been ou tperform ed n ine times out o f  ten by the equity markets ha countries such as 
Germany, G reat B rita in , Australia, Hong Kong, Japan and Singapore.

* F o r the 17-year period, 1970 - 1986, the U .S . stock m arket earned a compound rate o f 
re tu rn  o f on ly 8 .3%  per year compared to 14.2% per year fo r the combined non-U .S. markets.

* F o r the same 17-year period, U .S . fixed-income investments earned on ly 9.4% 
compared to 12.0%  fo r the combined non-U.S. markets.

* M ore im portan t than the higher returns, at least from  the perspective o f  the Board o f  
Trustees, was the re la tive ly  lower vo la tility  experienced by the global investor during this 17- 
year period. O f  the  th ree types o f  portfo lios -  U .S.-only, non-U.S. only, and combined U .S. and 
non-U.S. -  the safest (least volatility , least risk ) was the global portfo lio . This reduction o f to ta l 
portfo lio risk  is achieved by increasing diversification, and it is the tnnin reason the trustees 
support global investing.

We don’t know how the U .S . financial markets w ill perfo rm  compared to in ternationa l m arkets 
over the next 20 years. The past evidence would indicate that we can earn more income fo r the 
Fund i f  we invest a b it in  foreign securities, but the past provides no guarantee fo r the future . 
Perhaps the re tu rn s w ill be better in the U.S. in the future . We ju s t don’t know.

What we do know is that it  is a big world out there, and that there are unforeseen dangers. We 
are a il subject, m ore than ever, to unpredictable global influences on investments. The United 
States cannot stand apart from  the rest o f the world as an independent entity, the State o f 
Alaska cannot, and ne ithe r can you r $9 b illion Permanent Fund.

Global Investing
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Prudence dictates that we put in place now well-constructed plans fo r  an uncertain fu tu re . 
Providing fo r increased diversification through international investments is one sure way to 
protect the Perm anent Fund ’s and A laska’s future .

Persons in terested in receiving additional in form ation on this subject are encouraged to contact 
ou r Juneau office. Please w rite to me o r any o f the trustees c/o the A laska Perm anent Fund 
Corporation, P .O . Box 4-1000, Juneau, Alaska. 99802. Thank you fo r  you r support.

Global Investing v
Page 5
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IN T E R N A T IO N A L  IN V E S T IN G
RETURN ATTRIBUTION *
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T O T A L  A N N U A L  R E T U R N  ( U . S .  D O L L A R S }

1977

1978

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

2 6 .9 2 1 .9

tn i i r gnaT i ) 1 2 . 1

W ( 7 . 3 )

( 8 . 2 ) ( 9 . 5 )

1 2 .3 3 . 4

2 5 .9 1 9 .3

( 3 . 8 ) ( 1 1 . 1 )

1 4 0 .9 1 0 8 .9

3 7 .2 3 4 .3

H S i ( 1 0 . 7 )

2 0 . 6 m

cJ<A
S w i t z e r -  H o n g  S & P

G e r m a n y  l a n d  U .  K .  A u s t r a l i a  K o n c r  J a p a n  S i n g a p o r e  C a n a d a  500

2 5 .8  2 8 .7  5 8 .0  1 1 .9  1 5 .9  5 . 9  ( 2 . 1 )  ( 7 . 2 )

1 4 .6  2 1 .8  1 8 .5  5 3 .3  4 5 . 1  2 0 . 4

2 2 . 1  4 3 .6  8 3 .5  \ 1 1 .9  2 8 . 5  5 1 . 8  1 8 .5

4 1 . 1  5 5 .3  7 2 .7  1 3 0 .3  6 2 .8  2 2 . 6  3 2 .4

( 1 5 . 8 )  1 5 .8  1 8 .3  ( 1 0 . 7 )  ( 4 . 9 )

9 . 2  ( 2 2 . 6 )  ( 0 . 5 )  ( 1 6 . 7 )  2 . 4  2 1 . 5

1 7 .2  5 6 .0  f P f f P  2 4 , 9  3 1 (7  3 3 ,4  2 2 (4

5 . 4  ( 1 2 . 6 )  4 6 . 8  1 7 . 1  *7 > 6 )  S ' 2

5 3 . 4  2 1 .0  5 1 .6  4 3 .9  1 6 . 1  3 1 .7

2 7 . 1  4 3 .8  5 6 .0  9 9 .7  4 5 .2  1 & ' 2

3 1 . 6  6 . 7  ( 7 . 2 )  4 2 .4  • 0 . 8  1 1 .6  5 . 2

6 . 0  3 6 .4  2 8 . 1  3 5 .4  3 3 .3  1 7 . 1  1 4 .6
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L a rg e s t  F iv e  C o m p a n ie s  b y  in d u s try

S a l e s  ( $ M M ) S a l e s  ( $ J

A u t o m o t i v e E l e c t r i c a l  E q u i p m e n t

G e n e r a l  M o t o r s 1 0 2 H i t a c h i 4 0

F o r d 7 2 G e n e r a l  E l e c t r i c 3 9

T o y o t a 5 5 S i e m e n s  G c r v w ^ - 3 3

D a i m l e r - B e n z 4 2 T o s h i b a 2 7

N i s s a n 3 5 C G E 2 4

B a n k i n g  ( B a s e d  o n  A s s e t s ) F o o d  &  H o u s e h o l d

D a i - i c h i  ^  

S u m i t o m o  ,  \ , ^

2 9 8 U n i l e v e r 3 1

2 7 6 N e s t l e 2 8

F u j i  $  \ 2 6 8 P r o c t e r  &  G a m b l e 1 7

M i t s u b i s h i 2 4 2 K r a f t 1 0

S a n w a 2 4 0 D a l g e r t y 9

C h e m i c a l s S t e e l

E l  d u P o n t 3 1 N ip p o n 1 9

B A S F  G r o u p  c & r . ^ 2 6 T h y s s e n  6 ^ ^ 1 7

B a y e r  G r o u p 2 4 U S X 1 5

I m p e r i a l  C h e m i c a l  M V U 2 0 N ip p o n  K o k a n 1 0

D o w  C h e m i c a l 1 3 K o b e 9

Source: MSCI



W O R L D  E Q U I T Y  R E T U R N S

$100 invested from 1970 through 1988
$ 1 , 7 0 0

$ 1 , 5 0 0

U .S . A .

M a r k e t  R e t u r n C u r r e n c y  G a in

m am m m — m m m m m )
As of 1/1/89 with dividends reinvested

Source: MSCI
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U . S . H o ld in g s o f F o re ig n  S to c k

U .S . H o ld in g s  

($  B illio n s )

6 0

5 0

4 0

3 0

2 0

1 0  —

1 9 7 2  -  1 9 8 7  

(Y e a r  E n d  D a ta )

5 5 .7

0 I I l I I I I

7 2  7 3  7 4  7 5  7 6  7 7  7 8  7 9  8 0  8 1  8 2  8 3  8 4  8 5  8 6  8 7

Source: Commerce Dept. Bureau of Economic Analysis



E .A .F .E . v s . U n ite d  S ta te s

Y e a r ly  P e r c e n t a g e  C h a n g e  

J a n u a r y  1, 1 9 7 0  to  D e c e m b e r  3 1 ,  1 9 8 7

%  C h a n g e  

(U .S .  D o lla rs )

6 0

5 0

4 0

3 0

2 0

1 0

0

- 1 0

- 2 0
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- 4 0  i 1------1------1------1------1------ t 1 1— ~i 1------1------1------ 1------ 1------1------ 1------1------ 1------1

7 0  7 1  7 2  7 3  7 4  7 5  7 6  7 7  7 8  7 9  8 0  8 1  8 2  8 3  8 4  8 5  8 6  8 7

Y e a r s
Source: MSC/



W o rld  S to c k  M a rk e ts

Z e ro b a se d
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4 0 0 %
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Historical ratal Returns of Government Bonds in U.S. Dollars
(in percent)

Cotntry 1978*** 1979 1960 198! 1982 1983 1964 1985 1966 1987 1988
1978-
1988**

Amutliied
1978-
1988**

Standard 
Deviation 
of Annual 
Return

Australia* H/A M/A N/A M/A H/A H/A H/A -12.36 17.61 28.69 30.36 72.90 14.67 17.13

Canada -2.38 -0.63 1.70 -2.41 35.73 9.57 8.80 17.51 17.16 8.57 20.01 179.45 ' 10.92 11.13

France 31.90 0.15 -8.07 -16.07 1.88 -2.81 1 -60 52.70 33.93 2S.43 3.75 172.84 10.65 20.31

Germany IS.51 7.40 -10.58 -8.42 14.09 -8.06 •1.03 43.36 38.72 28.67 -6.30 152.69 9.81 18.62

Netherlands 7.69 16.24 -5.76 -8.55 I5.es -8.61 -2.61 42.66 36.14 32.01 •6.10 167.82 10.44 18.2S

Switzerland 32.19 -0.59 -9.&J -1.65 1.18 -4.82 -14.66 34.36 35.16 32.60 -12.49 102.26 7.36 19.64

United Kinodon 3.85 12.40 28.88 •\9.00 26.51 1.04 -13.11 40.59 15.28 47.52 2.96 233.10 12.90 20.06

united Statea 0.51 1.90 -0.79 3.86 31.33 4.06 14.29 28.48 21.63 -1.37 8.16 173.37 10.67 / " • *

.Japan 32.70 -21.44 22.88 5.50 3.28 12.55 2.69 37.31 43.57 39.87 4.24 363.49 16.72 19.33

Hon-U.S.* 18.74 -4.90 13.68 -4.61 I1.B8 4.32 -1.96 37.15 33.92 36.17 2.95 260.43 13.80 1 15.45

Uorld* 9.74 -1.74 7.82 -1.04 20.24 5.73 5.70 32.21 26.47 15.53 5.88 216.27 12.31 I 10.42 1

Source: Datestrem

* Australian emulative returns are for H956 - i988. World and Mon-U.S. returns are weighted by Market capitalizations. 

•• Suiters are calculated from Jsnuary 1978 • Dec otter 1988. '•

/ n \

t / f e

*** 197B total returns are calculated Iron January - December 1978, i .e ., 11 aonths. The reported nuaber is not annualized. / ii 'i' l

i r  / /
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Sir John Templeton 
I writes from an experi- 
! ence of close to five 
j decades as an invest- 
| ment counselor, a pio- 
l neer in roaming the 
| world for investing 
j opportunities. The dozen 

mutual funds that bear 
: his name manage $9 bil- 
i lion for 600.000 share- 
i holders. He is the 
' founder of a business 

management school. 
Council Templeton 
Coliege, at Oxford 
University. His 
Templeton Foundation 
Prizes for Progress in 
Religion honor people 
who are doing new and 

, original thinking in reli­
gion. Sir John has said.
"I regard spiritual 
progress as more '.oor- 
tant than progress in ill 
other areas combined.*

BASICS OF GLOBAL INVESTING
A  p i o n e e r  i n  f i n d i n g  w o r l d w i d e  b a r g a i n s  t e l l s  ( 1 )  h o w  h e  

r e d u c e s  r i s k ,  ( 2 )  w h y  h e ' s  a  l o n g - t e r m  o p t i m i s t ,  a n d  ( 3 )  

w h a t  h i s  e i g h t  i n v e s t m e n t  p r i n c i p l e s  a r e .

By John Templeton

P RUDENT INVESTORS HAVE NEVER PUT ALL their eggs in one basket. The differ­ence now is th a t baskets are accessi­ble all over the world, not only in an investor’s own land. We can buy and sell stocks from  various cou ntries, traded on various stock exchanges. W hy is  this im portant?
F or one th in g, it  is only common sense th a t, i f  you search worldwide rather than in only one nation, you are lik ely  to find  more in vestm en t bargains and possibly better bargains.E v e n  m ore im p o r ta n t, in v e s tin g  w orldw ide reduces the risk  of investing. D uring one day or one month m ost o f the world’s m arkets may seem to go in the sam e direction. B u t, over an y period o f three or five years, there is obviously a  wide dis­parity in the direction o f m arkets in different coun­tries.J u s t  as it would not be wise to invest in only one stock or in one industry, so it is not wise to invest in only one nation.We’re back to putting our eggs in more than one basket— also known as diversification.D iversification is a basic investm ent principle for reducing risk . T h is  applies to diversification am ong different stocks, different types o f assets, d ifferen t in d u strie s— and also  am ong d ifferen t nations.G lo b a l in v e stin g  an d  asse t allocation  by an experienced in vestm en t counselor provides the ultim ate in risk reduction by diversification.You m ay suspect me o f writing this way because I happen to be an investm ent counselor— and one who .;a s  been sold on global in vesting for more years than most. S till, when I became an invest­

m ent counselor close to h a lf  a century ago, I did not foresee the extraordinary events th a t now give me profound reason to expect a  bright long-term future for global investing.B efo re  n o tin g  some o f  th ese e v e n ts , le t  me acknowledge that this bright future depends on the increasing prosperity o f the world. And m y firm’s studies indicate th a t the next 30 years are likely to witness a rising rate o f progress in  alm ost a ll areas o f life . T h is  fu tu re  progress m ay be even more rapid in  developing nations than in those nations already prosperous. We expect the standard o f liv­in g  worldwide to quadruple in the next 40 years.l b  be sure, there are problem s. Every person has problems. Every fam ily and nation has prob­lem s. T here have alw ays been problem s. I  have never known how or when or w hether each prob­lem  would be solved, and some never have been solved.B u t to concentrate on the problems could make investors blind to the big picture. O n  a worldwide b a sis , there are now fewer problem s than there were in an y one o f those alm ost 50 years since I becam e an  investm ent counselor. It  is hardly an exaggeration to say that, for every problem , the world has had more than ten blessings. Here are a few o f them .When I was born in Tbnnossec in 1912 the uni­form wage o f an unskilled m an was 10 cents an hour. N ow  the average N o rth  A m erican factory w orker earn s a hundred tim es th a t. Even after adjustm ent for inflation the increase is more than tenfold.In  my lifetim e real con sum ption per person worldwide— that is, the standard o f living in real goods— has more thar. quadrupled. It ’s the first time in history that such quadrupling has occurred
58 Fkiiuuary



in the span o f a single person's life. Also in m y life­tim e, to choose but one significant detail, the num­ber o f m iles o f paved highw ay in North Am erica has increased more than a hundredfold. So has the num ber o f people who own automobiles.In  1912 North Am erica had no color film ...no refrigerators...no radios...no transcontinental tele­p h o n e s ...n o  flu o r e s c e n t l ig h t in g . . .n o  t r a f fic  ligh ts ...n o  talk in g  pictures...no plastics...n o  man- m ade fibers....Even a fte r the great boom in 1929 there were still no airlines...no Xeroxes...no telefax...no sports b r o a d c a s ts ...n o  a n t ib io tic s ...n o  h e r b ic id e s ...n o  nylon...no frozen foods...no television...no transis- tors...no lasers...no genetic engineering...no nuclear energy...no m an-m ade satellites in  space....T he people of the world now benefit from using more than a  hundred times as much electricity as they did a  century ago. Through scientific develop­m ent enormous improvements have been made in the quality o f vegetables and crops and also in  the quantity produced on each acre o f farm land.Indeed, 50% of all discoveries in  natural science have been m ade in this century' In  N orth Am erica alon e m ore than $160 billion w as dedicated to research an d  development la st year. T h at is more in one year than the total expended on scientific research in  all the world's history before m y life­tim e.A nother reason I  am  optimistic about the future is th e steady development in  m anagem ent skills and tools. W hen I was bom  there were only two graduate schools o f business. Now there are some 600 in the U S  and about 800 worldwide.L ife  expectan cy has doubled in  th e p ast two ce n tu rie s  in  N o rth  A m erica and  p ossibly  also

worldwide. N o longer is hum anity terrorized by leprosy, sm all pox, or a  num ber o f other diseases once fatalistically  accepted.The num ber o f people in the world who w ill enjoy the benefits of pensions when they retire is more than a hundred tim es w hat it was a  centuiy ago. In the past 20 years a  sm aller fraction o f the world's people h ave died from starvation than in any previous 20-year period. O n e person starving is too many. B u t for the first tim e in world history there are more people suffering from eatin g  too much than from eating too little.The list could go on. The point is th a t when I was bom  no one could im agine the variety o f bless­ings th at would come to the world in one lifetim e. And now who c a n  im agine the even greater new blessings that m ay be in store for our children and grandchildren?It is in  this conu t  th a t I have high expecta­tions for the fu ture o. vesting in  world m arketsSuppose th a t, as oi studies tend to show, the standard o f liv in g  in No h  Am erica does quadru­ple ag ain  in 40 y ears. I hope nobody e ats four times as m uch, b u t many will be having richness o f life  in travel, a n d  luxury, and culture th a t they never d ream ed o f  before—ju s t  as we now are  enjoying things th a t our ancestors never dreamed of. A lso, we are likely  to continue to have a bad thing: in flatio n . A ccording to our stu d ie s, there probably is not going to be any year o f  deflation in the next decade. In  N o rth  A m erica  there m ig h t be a y e a r  o f 1% or 2% in fla tio n , b u t th e r e  m ig h t also  be som e y e a rs  w h e n  in fla tio n  g e ts  te m p o ra rily
All in One Lifetime
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h e r e v e r  y o u  look, a n  u n u s u a l l y  l a r g e  b u y i n g  p o w e r  is 

c h a s i n g  a  c o n s t a n t l y  s h r i n k i n g  s u p p l y  o f  s t o cks. T h i s  

m a y  l e a d  t o  h i g h e r  p r i c e s  i n  r e l a t i o n  to e a r n i n g s .

near 20%, as it did several years ago. I f  inflation goes up and down in cycles between 1% and 20%, it m ay average out to about 7% a year.T h at’s the same thing as saying th a t the cost of liv in g w ill double every ten years— m eaning that, in those 40 years w hile the standard  o f liv in g is rising four times, the cost o f living could be rising 16 tim es as high as now. S o , in a country where th is happens, the gross national product w ill have to be 64 tim es as high as i t  is  now.F o r th e  investor the m e a n in g  is  th is : I f  the gross national product goes up to 64 times where it is now, th is  rise w ill be reflected in  higher sales volumes o f corporations, higher profits, higher divi­dends— and quite possibly higher share prices.I t  is not w histling in the dark to contemplate higher share prices while m em ories o f the crash of October 1987 and the ensuing severe bear m arket are  s till fresh . F o r one o f  th e few  th in g s I  can assure is th a t every bear m arket is going to be fol­lowed by a  bull m arket. In  every bear m arket the wise th in g  for an investor to do is to get invested before the next great bull m arket gets going or gets very far up.W hen w ill that be?In  m y near h a lf century o f investm ent counsel­

ing I  have never been able to predict when any bull m arket or- bear m arket would start or stop. So I try to pursue a safer policy by buying in the latter h a lf o f a bear m arket, and th at is w hat m y company started doing on O c t  20,1987, after two months o f a bear m arket so great that the am ount o f wealth that disappeared was 20 times as m uch as disap­peared in  the Crash o f "29.We were buying, because our studies indicated that the next bull m arket m ight be a  b ig  one. T he previous bull m arket tripled the prices o f stocks. Its  successor m ight be bigger than that.W hy?lb  speak only o f the United States, our studies indicate that Am erican earnings will rise by 40% in the next three years. Thus th e new bull m arket could carry stock prices 40% higher than the last bull m arket did and still be no higher in  relation to earnings.There is another possible reason for shares to sell h igher in  relation to earnings: a shortage o f shares to buy.Throughout the history of m a jo r n a tio n s , every y e a r  h a s  seen  more sh ares out­s t a n d in g  th a n  in  e a r l ie r
If Present Trends Continue

• J g g i r

Standard 

of Living

1989 2029 1989 2029Q u a d r u p lin g  N o rth  A m e r ic a n  s t a n d a r d  o f  l iv in g  a n d  in c r e a s in g  cost o f  l iv in g  by 16 tim e s m e a n s G N P  w o u ld  be m u lt ip lie d  by 64. T h e  re s u lt  w o u ld  be h ig h e r  p ro fits , h ig h e r  d iv id e n d s —a n d  p e r h a p s  h ig h e r  stock p ric e s .
Gfiphc by Civt Hciwig
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y e a rs , because u n derw riters k e p t issu in g  new shares. U n til 1984. T hen  cam e the w ell-know n rush o f leveraged buyouts, company acquisitions, and the phenomenon o f 700 m ajor corporations buying in their own stock. Result: a shrinkage o f $80 billion worth o f stocks. A  sim ilar shrinkage happened in each successive year. Before the end o f last year no less than one-seventh o f all the stocks in  North Am erica ju s t weren’t there anymore.In  a m arket o f supply and demand, the supply o f stocks was shrinking for the first time in the his­tory of any major nation.This circum stance alone wouldn’t m ake share prices go surprisingly high—except for the other side of the equation: the am ount o f money avail­able for investing.More cash is available in N orth Am erica than ever before in  a ll history. T he people o f N orth  Am erica now have invested in common stocks a lower proportion o f their savings than a t alm ost an y point in m odem  times. O nly about 23% o f the w ealth o f N orth  A m erica  is in  com mon stocks. Pension funds alone have grown to such a size that their total assets are bigger than a ll the common stocks existing in North Am erica.A t the same tim e investors abroad are sending more and more money into the U nited States and C an a d a, especially from Europe and Ja p a n . This influx is adding to the demand side o f the equation, bidding up the prices o f stocks in the long run.Wherever you look, an unusually large buying power is chasing a  constantly shrinking supply of stocks. This may lead to higher prices in relation to earnings and carry share prices higher than ju st the mere increase in earnings would carry them.For such reasons the first bull m arket since the C ra sh  of ’87 is som ething not to m iss. For long­term  investors the outlook is truly am azing— not only because o f supply and demand but because of the elements o f general world progress mentioned earlier in the artic'e.Tb repeat, this progress is happening through­out the world. The headlines in countries such as M exico, B razil, and A rgentina m ay still look dis­m al. But the fact is that in each o f these countries the promise is there, and many o f the companies there that are ripe for investm ent are succeeding by surm ounting tremendous odds.I think investors should always be cautious. No one knows when a bear m arket or a recession in business is going to occur.But that doesn’t keep me from buying common stocks. Suppose I do have to live through a decline o f a third from where prices arc now. I won’t sell out a t the bottom. I know that in the long run stocks will be worth more and maybe several times as much as they are now.Are there secrets in this business o f investing? I prefer to call them principles. Here are a few that have served me well:

requires the greatest fortitude but pays the great­est reward.
0

1b avoid having all your eggs in the wrong b asket a t  the w rong tim e, every in vestor should diversify.
B

I f  you search worldwide you will find more bargains and better bargains than by study­ing only one country—and also will gain the safety of diversification.

T h e  n ew  b u l l  m a rk e t  c o u ld  c a r r y  s to ck  p r ic e s  
40% h ig h e r  t h a n  th e  la s t  b u l l  m a rk e t .

6

r a
To buy when others are despondently selling and to sell when others are greedily buying

E
l f  you buy the sam e securities as other peo­ple you w ill have the sam e results as other people.Too m any in vestors focus on outlook and trend; therefore, profit is m ade by focusing on value.T he time to sell an  asset is when you have found a m uch better bargain. In the stock m arket the only way In get a bargain is to buy what most investors are selling.Sh a re  prices flu ctu ate  m ore w idely th an  share values.Achieving a good investm ent record is a lot harder than most people think.And one final thought:We acknowledge corruption and greed, but this is minor i f  we also recognize the enormous generos­ity and benevolence th a t prevails today. A s evi­dence o f spiritual progress, Am ericans alone are giving over 80 billion dollars annually to churches and to charity. T his is ten times as much as was given in the entire world in any year before this century.The laws o f love and charity  differ from the laws o f m athem atics. The more we give away, the more we have left. Love boarded dwindles, but love given grows. I f  we give all our love, we will have more left than he who saves some. G ivin g love, not receiving, is im portant; but when we give with no th o u g h t o f  r e c e iv in g , we a u t o m a tic a lly  nnd inescapably receive abundantly. <X»Woki.ii Monitok
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5 A B ILL

6 Fo r an Act e n t it le d : "An Act re la t in g  to purchase of in te rn a t io n a l in ve st-

7 ments by the A laska permanent fund; and changing

8 c e r ta in  requirements re la te d  to the purchase of

9 domestic investments by the A laska permanent fund ."

10 BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

11 *  Section  1. AS 3 7 .1 3 .1 2 0 (g )(8 ) is  amended to read:

12 (8 ) domestic corporate debt s e c u r it ie s  that [WHICH] are

13 rated AA or b e tte r by a n a t io n a lly  recognized ra t in g  s e rv ic e , or

14 nondomestic corporate debt s e c u r it ie s  of comparable q u a l i t y ;

15 *  Sec. 2. AS 3 7 .1 3 .1 2 0 (g )(9 ) i s  amended to read :

16 (9 ) short-term

17 (A) domestic corporate promissory notes of the highest

18 ra tin g s  assigned by a n a t io n a lly  recognized ra tin g  s e rv ic e ; or

19 (B) nondomestic corporate promissory notes of com-

20 parable q u a lity , the in te re s t  on which may be payable in  e ith e r

21 United S tates d o lla rs  or nondomestic cu rre n c ie s ;

22 *  Sec. 3. AS 3 7 .1 3 .12 0 (g )(19) i s  amended to read:

23 (19) c e r t i f ic a te s  of d ep osit, term d ep o sits , or bankers’

24 acceptances that [ ,  WHICH] are issued by a United States o r  nondomes-

25 t i c  bank or t ru s t  company located outside of the United S ta tes [IN A

26 FOREIGN COUNTRY] and are denominated in  United S tates or nondomestic

27 cu rrency, i f  e ith e r  (A) they may be re a d ily  so ld  in  a secondary market

28 at p r ice s  re f le c t in g  f a i r  v a lu e , or (B ) the issu in g  bank or t ru s t

29 company has cap ita l^  [AND] su rp lu s , and reta ined  earnings at the date

S B 0 U 2 7 a  -1- SB 27



1 o f issu e  equaling at le a s t  $500,000,000; investm ents made under th is

2 paragraph are not sub ject to the c o l la te ra l  requirements fo r  domestic

3 c e r t i f ic a t e s  under (m) o f th is  section ;

4 * Sec . 4 . AS 37 .13 .120(g ) i s  amended by adding new paragraphs to read:

5 (21) s e c u r it ie s  of nondomestic governments and nondomestic

6 government agencies, the p r in c ip a l o f, or in te re s t  on, which i s  pay-

7 ab le  in  e ith e r  United S tates d o lla rs  or nondomestic cu rre n c ie s ;

8 (2 2 ) s e c u r it ie s  o f nondomestic co rp o ration s, in c lu d ing

9 common and p re fe rred  sto ck , whose d iv id end s, i f  any, may be payable in

10 e ith e r  United S tates d o lla rs  or nondomestic cu rre n c ie s .

11 * Sec . 5. AS 37 .13 .120(h ) i s  amended to read :

12 (h ) The board may enter in to  future co n tracts fo r  the sa le  of

13 investm ents purchased under (g ) of th is  s e c t io n , of fo r  the sa le  of

14 nondomestic cu rre n c ie s , only fo r  the purpose of hedging an e x is t in g

15 equ iva len t ownership p o s itio n  in  these investm ents [SECU R IT IES].

16 * Sec . 6 . AS 3 7 .1 3 .1 2 0 ( i)  i s  amended to read :

17 ( i )  [AT THE TIME OF EACH INVESTMENT, THE AGGREGATE INVESTMENT OF

18 THE ALASKA PERMANENT FUND IN EACH STATED CATEGORY OF INVESTMENT MAY

19 NOT EXCEED THE FOLLOWING STATED PERCENTAGE OF THE TOTAL INVESTMENTS OF

20 THE FUND: MORTGAGES UNDER (g )(1 6 ) OF THIS SECTION, 15 PERCENT; REAL

21 ESTATE INVESTMENTS UNDER (g )(2 0 ) OF THIS SECTION, 15 PERCENT; FOREIGN

22 CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER (g )(1 9 ) OF THIS SEC-

23 TION, 20 PERCENT; CORPORATE STOCKS AND DEBT SECURITIES UNDER (g ) (8 ) ,

24 ( 9 ) ,  AND (18) OF THIS SECTION, 50 PERCENT.] The A laska permanent fund

25 may at no time own more than f iv e  percent o f the vo ting  stock of a

26 co rp o ration . Domestic s to cks , except fo r bank and insurance company

27 s to ck s , must be l is t e d  at the date of purchase on an exchange re g is-

28 tered  w ith  the S e c u r it ie s  and Exchange Commission. At the time of

29 each investment the aggregate investment o f the fund in  each stated

SB 27 -2 - S B 0 0 2 7 a



1  category o f investment may not exceed the fo llow ing  stated percentage

2 o f the to ta l investments of the fund:

3 (1) mortgages under (g )(16) o f th is  sectio n  - 15 percen t;

4 . j  (2 ) re a l esta te  investments under (g )(2 0 ) of th is  se ctio n  -
----------------------------------------------

5 15 p ercen t;

6 0 A '^4 i > ' ~~̂ 3) c e r t i f ic a t e s  of deposit, term d ep o sits , or bankers’

7 / acceptances under (g )(1 9 ) o f th is  section  - 20 percent;
j    Absf It

8 (4 ) I s e c u r it ie s  of nondomestic governments, nondomestic
V J

9 government agencies, and nondomestic co rporations under (g ) (8 ) ,  (2 1 ) ,

10  and ( 2 2 ) of th is  se c tio n , domestic corporate stocks and debt secu ri-

1 1  t ie s  under (g ) (8 ) and (18) of th is  se c t io n , and short-term  nondomestic

12 corporate promissory notes under (g ) (9 ) (B )  of th is  section  - 50 per-

13 ce n t.

SB0l)27a -3- SB 27
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Offered: 2 / 1 / 8 9
R eferred: F i n a n c e

g o 0 4 3 9 h E

O rig ina l sponsor: Rules/Governor

IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

CS FOR HOUSE B ILL  NO. 69 (S ta te  A f fa i r s )

IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - FIRST SESSION 

A B ILL

For an A ct e n t it le d : "An Act re la t in g  to investm ents fo r the A laska perma­

nent fund; and providing fo r  an e f fe c t iv e  d a te ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Sectio n  1. AS 3 7 .1 3 .1 2 0 (g )(8 ) i s  amended to read:

(8 ) domestic corporate debt s e c u r it ie s  that are rated  AA or 

b e tte r  by a n a t io n a lly  recognized ra t in g  s e rv ic e . or nondomestic 

corporate debt sec u r it ie s  of comparable q u a l i t y ;

* Sec. 2. AS 3 7 .1 3 .1 2 0 (g )(9 ) i s  amended to read :

(9 ) short-term

(A) domestic corporate prom issory notes of the highest 

ra tin g s  assigned by a n a t io n a lly  recognized ra tin g  s e rv ic e , or

(B ) nondomestic corporate promissory notes of compara­

b le  q u a lity , the in te re s t  on which may be payable in  e ith e r  

Un ited  S ta tes dol la r s  or nondome s t ic  cur re n c ie s ;

* Sec. 3. AS 3 7 .1 3 .12 0 (g )(19) i s  amended to read:

(19) c e r t i f ic a te s  of deposit, term d ep o sits , or bankers' 

acceptances, that are issued by a United S ta te s  or nondomestic bank or 

t ru s t  company located outside o f the United States [IN A FOREIGN 

COUNTRY] and are denominated in  United S ta te s  or nondomestic currency, 

i f  e ith e r  (A) they may be re a d ily  sold in  a secondary market at p r ice s  

r e f le c t in g  f a i r  v a lu e , or (B) the issu ing  bank or t ru s t  company has 

ca p ita l^  [AND] su rp lu s , and reta ined  earnings at the date of issu e  

equaling  at le a s t $500,000,000; investments made under th is  paragraph 

are not sub ject to the c o l la te ra l  requirements fo r domestic

HBU069B -1- C S H B  6 9 (SA)



1  c e r t i f ic a te s  under (m) of th is  se c t io n ;

2 *  Sec. 4. AS 37 .13 .120(g) is  amended by adding new paragraphs to read:

3 (21) s e c u r it ie s  of non-domestic governments and non-domestic

4 government agencies, the p r in c ip a l o f , or in te re s t  on, which i s  pay-

5 able in  e ith e r  United States d o lla rs  or non-domestic cu rre n c ie s ;

6 ( 2 2 ) s e c u r it ie s  of non-domestic co rporations, inc lud ing

7 common and preferred  stock , whose d iv idends, i f  any, may be payable in

8 e ith e r  United S tates d o lla rs  or non-domestic cu rre n c ie s .

9 * Sec. 5. AS 37 .13 .120(h ) i s  amended to read:

10 (h) The board may enter in to  fu ture  contracts fo r  the sa le  of

1 1  investments purchased under (g) of th is  se c t io n , or fo r  the sa le  of

12  nondomestic cu rre n c ie s , only fo r the purpose of hedging an e x is t in g

13 equivalent ownership p o sitio n  in  these investments [SECURITIES].

14 *  Sec. 6 . AS 3 7 .1 3 .1 2 0 (i) is  amended to read:

15 ( i )  [AT THE TIME OF EACH INVESTMENT, THE AGGREGATE INVESTMENT OF

16 THE ALASKA PERMANENT FUND IN EACH STATED CATEGORY OF INVESTMENT MAY

17 NOT EXCEED THE FOLLOWING STATED PERCENTAGE OF THE TOTAL INVESTMENTS OF

18 THE FUND: MORTGAGES UNDER (g )(1 6 ) OF THIS SECTION, 15 PERCENT; REAL

19 ESTATE INVESTMENTS UNDER (g )(2 0 ) OF THIS SECTION, 15 PERCENT; FOREIGN

20 CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER (g )(1 9 ) OF THIS SEC-

21 TION, 20 PERCENT; CORPORATE STOCKS AND DEBT SECURITIES UNDER ( g ) (8 ) ,

22 ( 9 ) ,  AND (18) OF THIS SECTION, 50 PERCENT.] The A laska permanent fund

23 may at no time own more than f iv e  percent of the voting  stock of a

24 corporation . Domestic sto cks , except fo r bank and insurance company

25 sto cks , must be l is te d  at the date of purchase on an exchange re g is-

26 tered w ith the S e c u r it ie s  and Exchange Commission. At the time of

27 each investm ent, t he aggreRate investment of the fund in  each stated

28 cateRory of  in vestment may not exceed the fo llow ing  stated  percentage

29 of the to ta l investments of the fund:
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(1 ) mortgages under (g )(1 6 ) o f th is  section  - 15 percent;

(2 ) re a l e state  investments under (g )(20 ) of th is  sectio n  •• 

15 percent;

(3) c e r t i f ic a te s  of d ep osit, term d ep osits , or bankers' 

acceptances under (g) (19)  of th is  se c tio n  - 20 percent;

(4 ) s e c u r it ie s  of nondomestic governments, nondomestic 

government agencies, and nondomestic co rp o ra tions under ( e ) ( 8 ) ,  (21),

and (22) of th is  se c tio n , domestic corporate stocks and debt s e c u r i­

t ie s  under (g ) (8) and (18) of  th is  se c t io n , and sh o rt- term nondomestic  

corporate promissory notes under ( g ) ( 9 ) ( B )  of th is  sectio n  - 50 per­

cent .

*  Sec. 7 . Th is Act takes e ffe c t  immediately under AS 01 . 10 . 070( c ) .

H B 0 0 6 9 B -3- C S H B  6 9 (SA)
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SB 27 P O O P .TX T

SB  27 PURCHASE OF IN TERN A TIO N A L IN VESTM EN TS BY TH E ALASKA
PERMANENT FUND

TO T E S T I F Y :

SENATOR STU R G U LEW SK I, SPONSOR (FRAN K HOHMAN)

JOHN K E L S E Y , PERMANENT FUND TR U S T E E

DAVE R O S E , E X E C U T IV E  D IR EC T O R , PERMANENT FUND CORP.

D R . GARY A N D ERS , U N IV E R S IT Y  OF A LA SKA  SOUTHEAST 

OTHERS (S E E  W ITN ESS L IS T )

F . Y . I .

HOUSE V ER S IO N  OF B I L L  HAS IM M ED IATE E F F E C T IV E  D A T E ; OURS HAS 
NONE. DOES I T  M ATTER?

S E N . F A IK S  OPPOSED LA S T  Y E A R ; SHE I S  ON THE RECORD IN  SUPPORT 
T H IS  Y E A R . OTHER O PPO SIT IO N  CAME FROM THOSE WHO CONSIDERED THE 
CONCEPT "A N T I-A M E R IC A N " .

B I L L  PA SSED  HOUSE LA S T  YEA R  3 4 -5  ( 3 / 2 1 / 8 8 ) .

F IS C A L  NOTE I S  LARGE —  $ 5 0 0 ,0 0 0  ANNUALLY ONCE TH IN G S G ET GOING. 
WHY SO MUCH?

P . E . R . S .  AND T . R . S .  BOTH CURREN TLY IN V E S T  IN  FO REIG N  M ARKETS.

ALTHOUGH CURRENT STA TU TE ALLOWS IN VESTM EN T OF UP TO 50% OF THE 
FUND PO RTFO LIO  IN  STO C KS , AS OF 2 / 8 8  ONLY 12% WAS SO IN V E S T E D .

LA S T  YEA R  YOU A SKED  WHAT E F F E C T  FO REIG N  IN VESTM EN T WOULD HAVE ON 
TH E FUND. DAVE ROSE W IL L  BRIN G A CHART SHOWING THE GROWTH OF 
$1 00  FROM 1 9 7 0 -1 9 8 8  UNDER CURRENT LAW AS OPPOSED TO UNDER SB  2 7 .

J I M  K E L L Y  I S  G O N E  U N T I L  2 / 2 1 / 8 9  —  ??
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FURTHER F I N A N C E

1/9/89

Mr. President;

STATE AFF AI RS

DATE TURNED INTO OFFICE

Committee considered
SB 27

p u r c ha se  of in te r na ti on al  investments b y  the A l a s k a  p e r m a n e n t  fund; 
and c hanging c e r t ai n r eq ui r e m e n t s  r e l a t e d  to the p u r c h a s e  of domestic 
investments b y  the A l a s a k  p e r m a ne nt  fund

^nd recommended;

replace with  [] same title
[V new title

[ ] attached amendment(s) and ,v

[ ] _______________________________letter of intent adopted

[ ] do pass

[ ] do not pass

[ ] no recommendation

individual recommendations 

[ ] further referral t o ____________________________________•_______

FISCAL N'OTE(S) attached [ ] zero fiscal impact
[ ] appropriation no FN attached [ ] Gov. FN introduced w/ bill



ALASKA STATE LEGISLATURE

Sen. Jan Faiks, Vice Chairman 
Sen. A1 Adams 
Oen. Tim Kelly 
Sen. Rick Uehling

Sen. Pourchot, Chairman

P.O. Box V 
Juneau, AK 99811

907-465-3712
Senate State Affairs Committee

February 21, 1989

Jerry McCutcheon 
121 West 11th 
Anchorage, Alaska 99501

Dear Jerry:

I have received your message regarding foreign investment of 
the Permanent Fund. As you may know, bills to allow a portion of 
the Fund to be invested in nondomestic stocks and bonds were 
introduced in both the House and the Senate this year. HB 69, 
sponsored by the Governor, passed the House yesterday and is 
currently under consideration by the Senate Finance Committee.

I think there were several of us whose initial response to 
foreign investment was one of concern. However, as the facts 
were presented it became clear that such investment would reduce 
the Fund's overall risk and enhance the Fund's overall 
performance, which of course have been the two guiding principles 
in management of the Fund since its inception.

I have enclosed for your information a series of charts 
prepared by the Permanent Fund Corporation which highlight the 
reasons for their support of HB 69. You'll note that in 
many years foreign investments have outperformed U.S. investments 
and that U.S. dominance in world financial markets has steadily 
decreased in recent years.

Jerry, I hope you find thi aful. Thanks
again for taking the time to sh

Se n ator Pat Pourchot
Chairman

PP/ss



d ear : senator pourchot

PUBLIC OPINION MESSAGE

NAME! JERRY HCCUTCHEON
t i t l e :

ADDRESS: 1 2 1  W. 11TH 
C IT Y :  ANCHORAGE Z I P :  9 9 5 0 1

PHONE: 2 7 7 -3 0 7 6  
B IL L  NO:
SU BJE C T: PERMANENT FUND FOREIGN INVESTMENTS
MESSAGE: HOW IS  THE PF GOING TO DO WELL IN  FOREIGN MARKETS WHEN THE FUND HAS 
DONE POORLY IN  U .S .  INVESTMENTS IN  ONE OF OUR BIGGEST AND LONGEST BU LL MARKET? 

THE U .S .  STOCK MARKET P R IC E /E A R N IN G S  RUN FROM 10  TO AO W HILE THE FOREIGN 
MARKETS RUN FROM 5 0  TO 2 0 0 .  THERE I S  NO EARNING CAPACITY BEHIND THE S EC U R IT IES  
THEY OPERATE ON THE THEORY OF THE GREATER FOOL WHICH MEANS WE HOPE THERE IS  

SOME FOOL GREATER THAN US WHICH W IL L  BUY S E C U R IT IE S  AT A GREATER P R IC E .

PO M ID : 0 3 1 1 2 4 1 7  
D A TE : 0 2 / 1 5 / 6 9  
T IM E : 1 1 : 2 4 : 1 7  

LIO NAM E: ANCHORAGE L IO

C O P IE S : REPRESENTATIVES REPRESENTATIVES SENATORS

BARNES
BOYER
CATO
COTTEN
D A V IS , C .
DONLEY
FOSTER
GOLL
GRUSSENDORF
HOFFMAN
JACKO
LARSON
MACLEAN
MENARD
NAVARRE
P H IL L IF S
SHARP
SPOHNHOLZ
TAYLOR
W ALLIS

RIEGER
SHULTZ

h'ANLEY
HUDSON
KOPOHEN
LEMAN
MARTIN
M ILLE R
PETTYJOHN

GRUENBERG

E L L IS
FURNACE

DAVIDSON 
D A V IS , M.

BOUCHER
BROWN
C O LL IN S

ADAMS
B IN K LE Y
C 0 3 K IL L
DUNCAN
ELIASON
FAHRENKAMP
F A IK S
FISCHER
FRANK
HALFORD
JONES
KELLY
KERTTULA
PEARCE
RODEY
STURGULEWSKI
SZYMANSKI
UEHLING
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Investing'up to $2 billion - 20 " perise, lured by th«‘opp2rtimity Id^und In i$?6 to save some of trf
percent of its $10 billion In assets make themselves.ktlown tolfc peN? atete’s oil bonanza; The fund is
— iri International stocks and manent fund sooh to make tnajor" Invested, and its investment prof-
bonds. The new law is an effort to international Investments. Its are used in hart to finance the

Europeans came armed with:- .̂state's annual permrnent fund div-

O p t i o r i s  p ie
By HAL BErtNTON j
Daty News reporter / 11 O  J 
The Spanish stock market is 

hot. France's bond market is 
booming. And La Japan, const;
—  embarked on an unpasbl; 
spending binge ~  have.vdei 
strated a remarkable appetite- 
luxury toilets. • . ‘
For the Alaska Permanent.*

Fund, there are no lack of options' v-uuuiUi uivnunciu wminuiira.uuiv ,
as it ponders the brave new world.''': line opportunities. The Swiss, Brftf 'P^Wes placeo on.me couee tame fuflj blans’to'beeln sdrcUnTmrm" 
of international investment;•’’The:?? island Japanese money managers °t the Sheraton Anchorage Hotel, * ®
legislature has approved the ftTnH'S • ‘flew 'ltiHr'tbWtf at'thelr own ex- ' Voters- created -the permanent - - Please see Back Page, FUND

ldend1.payment to Alaskans.

F U N D :  O v e r s e a s  i n  v e s t  m e h t s J t D f f e ^ i e w ' o j D t  i o n s  t o  ( j e r m a n e n t ' J u n d  m a n a g e r s

iel Bullock, an investment'̂ !of Industrial productiorf from t 
al with London-based Morgan.;;northern heartland of 'industrl 
tell. European, stocks aver-';)jEurope to the south.)’ ' ,
a 26.7 percent rate or returii,, Bullock said Kuwait ̂ - an o

Conllnuod from. Page A-1 Michael Bullock, an Investment<v'of Industrial productiorf from the 
official with London-based MorganV); northern heartland of 'industrial
Grenfell. ^_..____  ,. 0
aged a 26.7 percent rate or returri,/Cv[ > Bullock said Kuwait P- an oil- 
he said. ‘̂ rich Arab nation —  is actively
In Europe, many of the hottest " investing In Spain, 

growth stocks can be found i n B u t  after the presentation, Rose

ey managers and investing its first 
dollars abroad.
At least for the short term, the 

fund expects to invest no more
itS ,mo™ y- .Spain and Portugal, Bullock said,didn’t sound like a man sold on 

$400;miUIon _ in foreign whiCh may be a prime benefactor Spain. He said Spanish financial
markets, said Dave Rose, the per­
manent fund's executive director.
At the Monday meeting, the 

Europeans conceded their markets 
had-not matched the spectacular 
boom3 of the Japanese markets. 
.But they said their markets had 
still managed to consistently out­
perform U.S. markets.
During the last five years,. U.S. 

stdfes averaged a 15 percent âjju- 
al rate of return,- according' to

of the European Economic Commu-' 
nity's push to remove many inter­
nal and trade barriers by 1992.
The two southern European na­

tions have the common market's 
lowest-paid labor force, and that 
may prompt a v/ave of an invest­
ment by the industrial giants of 
northern Europe, he said.
"Spain and Portugal are like the 

U.S. Sunijjlt, 10 years ago," Bull­
ock said. '’There will be a big shift

markets weren't easy for foreign 
investors to penetrate, and it was 
difficult to buy and sell Spanish 
companies.
Grenfell’s money managers were 

also bullish on European bond 
markets, which they said have 
consistently outperformed U.S. 
bond markets.
After adjusting for inflation, the 

U.S. t*jnd market averaged a 2.8 
percent rate of return during the

• rt - > a . < ̂  .
past 10 years, , said Ian Kelson,"- -.- of recent reforms has made bond 
another Morgan- Grenfell official.̂-, trading much easier, Kelson said. 
Meanwhile,-'-most bonds of - Cdm- Four Japanese Investment exec- 
mon Market nations yielded an utives from Nikko International
inflation-adjusted return of at Capital Management Company
ieast 4 percent. The top performer Ltd. told the board the Japanese
was the Netherlands, Grenfel said, stock market has returned a spec-
wlth a 6 percent after-inflation, ( tacular 42.4 percent annual return 
rate of return. on investment, according to Mor-
Most European bonds are issued i gan Grenfell statistics, 

by governments, and rated as AAA
by an international bond rating 
association) Kelson said.
Despite the good returns, inter­

national investment in some Euro­
pean nations has been hampered 
by restrictions on the size of bond 
purchases and problems in the 
mechanics ; of buying , and selling

And' Nikko officials expected 
the Japanese markets to remain 
•.'strong through the year 2000. They 
'expect the boom will be sustained 
-by a strong surge of consumer 
spending as Japanese seek to im­
prove their standard of living, i 
Since 1985, for example, sales of

thosr. bonds. But in'France, a ̂ luxury toilets have nearty- doubled, 
major hub of bond afctlvlty, a. wave according to one Nikko graph. •
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P e r m a n e n t  f u n d  

w o u l d  b e  s a f e r ,  

m o r e  p r o f i t a b l e nhi
By k ir k  M cA l l is t e r
THE JUNEAU EMPIRE * '/ i ‘I t ’s tim e for the A lask a  P erm a- nont F im d  to go worldwide, accord­in g  to an investm ent counselor, who h a s . been advising fund m a n a g e d  sin ce  the state’s oil w ealth trust fund w as created 12  ye a rs  ago.B ob G reeley , a  California-based;. Investm ent ad viser, w as in Ju n eau  today to talk w ith D epartm ent o f R evenu e o ffid a ls , G o v .. Steve Cow- per and som e o f o>, board o f  trustees o f the perm anent fund. ’G re e le y ’s recom m endation is  that It’s tim e that up to 10 percent o f the J9.5 billion fund be invested in over­seas stocks and bonds. The board o f trustees sought that authority (up to 20  percent o f the fund) from  the le g ­islatu re la st session, but the attem pt w as killed in the Sen ate. . . ' W ith the easing o f trade b a r r ie r s ,'  em ergence o f worldwide m arkets and the declining dom inance o f the U nited States on the international fi­n an cial scen e, it only m akes sense that a portion o f the perm anent fund be invested overseas, he said .G re e le y  said i f  the perm anent
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'”*£ A-13'•• . x V51. '  ' J j l to- ?«' i i  Its  . . .  _C u rren tly , the m ajo rity  o f the per- portfolio needs to have overseas in- m anent fund is invested in U .S . gov- • . vestm ents i f  it i3  to be truely diversi- fund’s investm ent objective rem ains ernm ent bonds, a s a fe  but not highly fied , G reeley  said.-getting the greatest am ount o f  return profitable investm ent. Stocks or eq^ -4 “ Adding International investingfo r the least am ount o f risk , then uities o ffer a  higher irate o f .‘return; adds stability  and gives a higher rateoverseas investing should be corisid- but are a bit riskier. A dditionally , ’ .o f  retu rn ,’ ’ G reeley  said .,ered . * ' “  •”  the U nited States has lost its  dom i- T nere are som e in the state who‘I  would recom m end, th e y ‘ sta rt nance in the w orld's fin an cia l m a r-....................................................................... ; k e t s . f v : . ,  .v / . ; ,  ; % . .  ............. . .u r'i In  '1970, the U nited ;5taU ls coih * seas so G rp eley knows he has a  hardA nUUlU I CVAJiJUliCJIU , U1C/- 3WU V • IKslow ly (with International Investing) k< m ak e sure It works; then proceed,7 . v.Ci
as 113 uorm- m e r e  are som e in m e state wno s fin an cia l m a rT eay the perm anent funcj should a ll be ' invested In 'A la s k a  m uch less pver-i»-j ci-vi.-j v r i1 • o  1. . . 1______ 1__1_____ 1___ 1
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board o f trustees, O ral F re e m a n  Is one o f those who Is unconvinced. B u t, G re e le y  said , the m ore he ( F r e e - : m an) listens the m ore he is consider- • ing tlie id ea. : . * . ;  ii  i •, *U>.G re e le y  has extensive experience in  overseas Investing and oil w ealth. . H e  dici several assignm ents fo r the governm ent o f  Saudi A ra b ia ’ w here ' n e a rly  80. percent o f  the m oney w as Invested outside the country,', H e  I s "  
irporateln- ckard, 1W i*JI"'A4.-, r 1
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Business

Laffer likes foreign investment
D y  R A Y  T Y S O N  
Timet Busbvea EditorT h e  s ta te  o u g h t to in v e st s o m e  o f  th e  $9.6 b illio n  A la s k a  P e r m a n e n t  F u n d  in  fo r ­e ig n  s to c k  m a r k e t s  b e c a u s e  th e y 'v e  o u t­p e r fo r m e d  th e  U .S .  m a r k e t  fo r  m o st o f  th e  p a s t  17 y e a r s , re c o m m e n d s  a n  e c o n o m ic  a d v is o r  to P re s id e n t R o n a ld  R e a g a n .In  a  s tu d y  c o m m is s io n e d  b y  S e n a t e  P re sid e n t 'a n  F a ik s , R -A n c h o r a g e , e c o n o ­m is t  A r th u r  L a f f e r  a! s a id  th e  le g is ­la tu r e  sh o u ld  d e  b a t e  a  p o rtio n  o f  th e  e a r n in g s  fr o m  fo re ig n  s to c k s  to " p u b lic  g o o d s ”  in A la s k a , s u c h  a s  r o a d s , a ir p o r t s , d o c k s  an d  h a r b o r s .L a f f e r  e x a m in e d  s to c k  m a r k e t s  in  A u s ­

t r a l ia , B e lg iu m . C a n a d a , F r a n c e , W e st G e r m a n y , N e th e r la n d s , I t a ly ,  J a p a n ,  S in ­g a p o r e , S o u th  A fr ic a , S w e d e n , S w itz e r ­la n d , a n d  th e  U n ite d  K in g d o m .H e  fou n d  th a t m a n y  fo r e ig n  s t o c k s  d id  b e tte r  th a n  U .S .  s to ck s  in  a l l  b u t  th re e  y e a r s  b e tw e e n  1971 a n d  N o v e m b e r  198S.I f  $100 m illio n  h ad  b e e n  in v e s te d  in d o ­m e s tic  s to c k s  in 1971, L a f f e r  c a lc u la t e d , it w ou ld  h a v e  g ro w n  to $221 m illio n  b y  1988. B u t i f  the s u m  h a d  b e e n  in v e s te d  in  fo r­e ig n  s to ck s , h e  s a id , it c o u ld  h a v e  g ro w n  to  $520 m illio n  d u rin g  th e  s a m e  p e r io d ." T h e  c u m u la t iv e  r e tu r n s  o f  th e  a g g r e s ­s iv e  p o rtfo lio  s tr a te g y  a r e  c le a r l y  , su p e­r io r  to a  fu lly  in v e ste d  s t r a t e g y  th a t

ch o o se s  o n ly  th e  d o m e s tic  s to c k  m a r k e t ,"  L a f fe r  s a id .A  b ill th a t w ould  h a v e  a llo w e d  the A la s k a  P e r m a n e n t  F u n d  C o r p . to in v e st in  fo r e ig n  s to c k  m a r k e t s  n a s s e d  th e  H o u se  la st s e s s io n , b u t d ied  a '  le  h an d s o f F a ik s  a n d  th e  R e p u b l i c a n s  j  ro lled  S e n a te .F a ik s  s a id  s h e  c h a n g e d  h e r  m in d  th is  w e e k  a f t e r  r e v ie w in g  a  d r a ft  o f L a f f e r 's  r e p o r t , a  s tu d y  F a ik s  s a id  she c o m m is ­s io n e d  fo r  $2,500 to le a r n  m o re  a b o u t in­v e s t in g  in fo r e ig n  s to c k  m a r k e ts ." I  w a s  p le a s a n tly  su rp rised  th a t the c o m m is s io n e r  o f  r e v e n u e  w as c o r r e c t , a n d  th e  ty p e  o f  fin a n c ia l g a in s  th a t c o u ld  b e  m a d e  o v e r  th e  lon g t e r m ,”  s h e  s a id .

H o w e v e r , F a ik s  s a id  s h e  w o u ld  lik e  to se e  e a r n in g s  fro m  fo r e ig n  s to c k s  used  to n a y  fo r  “ in fr a s t r u c t u r e "  p r o je c ts  in A la s k a .“ I f  fo r e ig n  in v e s tm e n ts  a r e  g o o d .a n d  g e n e r a te  in c o m e , I w a n t s o m e  p la n  to g iv e  the p e o p le  o f  A la s k a  to  v o te  o n , so  th a t th e  re v e n u e s  w o u ld  g o  to  s o m e  s o rt o f in v e st­m e n t fu n d ,”  sh e  s a id .“ I th in k  th e y  h a v e  m a d e  s o m e  g o o d  p o in ts , b u t I th in k  w e  sh o u ld  s t a r t  a d is ­c u ssio n  o n  th e  u s e  o f  th o s e  e a r n in g s .”F a ik s  w a n ts  a  c o n s titu tio n a l a m e n d ­m e n t p la c e d  o n  th e  b a llo t s p e llin g  out h o w  a ll e a r n in g s  fr o m  th e  fu n d  s h o u ld  b e  u se d .S e e  E c o n o m y , p a g e  I>-7
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The clinic also performs la­
ser surgery, checks for cervical 
cancer, and does fe rt ility  
work-ups. The work-ups are to 
find out why some women 
can’t have babies, Hinton said.

Anti-abortion leaders said, 
however, that the number of

abortions percv«aea py- 
clinic Is much higher.

Throughout the chilly morn­
ing, protest leader Robert B ird , 
wearing an arm band with the 
initials for what the group 
called the Alaska Rescue Proj­
ect, led the demonstrators in

» ♦ -  - Q - *  • • w . - ip  « . v y . . l i iC  ■
v -steps: of the' 'bus. They • were-' 

frisked before being told' to 
take a seat.

Two of the protesters were 
children and were put aboard 
the bus with the adults* .

Please see E-3, ABORTION
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The b ill before the Resources Committee 
would raise taxes on the state’s largest 
fields at Prudhoe Bay and Kuparuk, and 
would offer a larger tax break for smaller 
fields.

The result would be millions of dollars 
more each year for the state treasury.

E L F  never was intended to provide such a 
huge tax savings for Prudhoe Bay during its 
profitable years, Cowper said. Oil compa­
nies deny that E L F  gives them unfair tax 
savings at Prudhoe Bay.

The committee spent two days last week 
listening to Cowper administration officials 
testify in support of changing E L F , and then 
the oil industry had its turn at the table 
Saturday and spoke against the bill.

Monday's hearing was devoted to public 
testimony, and another public hearing is 
planned for Wednesday, said Rep. C liff 
Davidson, D-Kodiak and co-chairman of the 
committee.

Juneau fisherman and teacher Alan Stein 
said the social ills  caused by oil develop­
ment are high, but taxes are too low.

"The oil industry should pay its fair 
share of those inflictions and wounds,” he 
said in favor of changing E L F .

The problem is not oil taxes, but “the 
bloated level of government services and 
bureaucracy," said Ken Flynn, the owner of 
an Anchorage advertising agency.

Alaska needs a stable tax policy that does 
not change with political and fiscal tides, 
said Martin King of Fairbanks, who owns a 
trucking company that serves oil fields.

u

-fr.O.V

*C-........................7“*“' • < „ :
Rick > Nerland, AOC secretary general? 

said private funding would be the first! 
avenue. ‘‘If  it were impossible to do that) 
then we'd look at the alternatives."

But Nerland and Swalling said they can’t 
predict funding until they know what they 
have to build. ^

Please see Page E-3, OLYMPICS iICSt

Invest fund overseas, witnesses say
mg\

By BRIAN S.1
The Associated Press-" "

Sturgulewski

JUN EAU -  Legisla­
tion to permit part of 
the Alaska Permanent 
Fund to be invested'-;

, overseas would improve -' 
the.fund’s earnings arid1-!

V decrease its overall in­
vestment risk, support­
ers testified Monday.

The legislature is con­
sidering identical bills 
that would allow the 
fund’s board of trustees 

%  to invest; in foreign.
•; stocks; bonds,'‘certifi­

ca tes : of deposit'and 
short-term corporate 
and government notes.
J The Senate State A f­
fa irs Committee ap­
proved Senate B ill . 27 

< Monday and referred it 
to the Finance Commit­
tee after hearing about .' 
an hour of testimony, 
against the bill.

The companion bill, House B ill 69, was 
submitted by Gov. Steve Cowper and is 
pending in the House Finance Committee.

"B y  allowing this investment, the fund 
would be able to diversify and lower its

«eV3/'*
overall- portfolio risk ,"  said Sea, A rliss j 
Sturgulewski, R-Anehorage, prime spon-r <■« 
sor of the Senate b ill. j

Sturgulewski said ;tHe. !^m ge.,wouldi^ 
1 give the fund’s managers more'invest-) * 

ment options and allow them to take', 
advantage of strong gpipwth in European-'^ 
and Pacific Rim-markets. •••:.'<. *

Dave Rose, the fund’s'executive , direc-r 2 
tor, cited research showing that foreign'^' 
investments outperformed U .S. invest- • *' 
ments in most , of the past 17 years. )

Rose provided statistics showing a).».» 
steady decrease in the United States’;]*  
dominance in world financial markets.,H e .noted .that the w orld’s five  largest, 
banks are Japanese, and by state law the j <5# 

’ permanent fund cannot invest in them; f f i *
i f  U .S . investments;

one spoke-

Sim ilar b ills have been introduced in ... 
the last three sessions but have hot been % 
passed by both chambers.

The permanent fund is a state trust 
created in 1976 to ensure the state’s oil?vr; 
revenues would benefit Alaskans for gen- ' 
erations. Dividends based on the fund’s- 
earnings are paid annually to the state’s « 
residents. ■ J .
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POSITION PAPER SB 28

SB 28 would limit basic salaries of all State officers and employees to not more than the basic salary of the Governor.
The bill defines basic salary to include base pay, cost-of-living adjustments, geographic differentials, length-of-service increases (longevity increments), and adjustments in the nature of incentive, performance, and year-end bonuses. Excluded from the definition of basic salary are overtime compensation, shift differentials, hazardous duty pay, travel per diem, or travel allowances.
The salary limit proposed by SB 28 would apply to all political subdivisions, other instrumentalities, boards, commissions, and authorities that receive at least 50 percent of their annual budget from the State treasury; grant recipients that receive 50 percent of their annual budget from the State treasury; and the Alaska Railroad Corporation i f  it receives at least 50 percent of its budget by direct appropriation or grant from the State treasury. Sections 1 through 4 also apply the proposed salary limit to justices of the supreme court, judges of the appeals, superior and district courts.
This bill would have limited impact on the Executive Branch. There are currently 35 employees whose basic salary, as defined by SB 28, exceed the salary of the Governor.
SB 28 would reverse longstanding public policy in this state. Geographic differentials have been a matter of law since at least 1966. Longevity increments have been a matter of law since 1972. This bill would limit each of these when they operate to provide a salary greater than the Governor's salary.
In several specific cases this bill may make it difficult to attract or retain qualified candidates to positions that, in the private sector, receive greater compensation than that offered by the State of Alaska. Examples of these positions are Psychiatrists employed by the Department of Health and Social Services.
A final consideration that should be kept in mind is that the Governor's salary is set on a different basis than those subject to the State's classi­fication and pay plans created under AS 39.250.150(a) and (b). Setting of the Governor's salary is essentially a political decision for a political office.In addition to the salary, the Governor receives housing through the budget for the Executive Mansion. The salary of jobs subject to the classification plan are based on a "fair and reasonable" compensation for services rendered and reflect the principle of like pay for like work expressed in AS 39.25.150(b)
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