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My name is Scott Goldsmith, and I am Professor of economics at the University of Alaska Anchorage ISER.  I am testifying today as an individual and do not represent the University.  Thank you for inviting me to testify this morning.
I am here to testify in support of the two concepts embodied in SJR 10--a petroleum revenue spending cap and a sweep of the surplus into savings to meet the fiscal needs of future generations of Alaskans.
If we are careful and lucky, the pipeline will be carrying 1 million barrels a day in 2020 and activity in the oil patch will be growing, generating more and more petroleum jobs for the next generation of Alaskans.  Unfortunately that production will likely not be generating the level of petroleum revenues we have come to expect and depend upon.
Production of conventional oil, the basis for current revenues, has been falling for more than 20 years and that decline is projected to continue as the giant fields are depleted.  Heavy oil and shale oil may supplant some of that decline, but because of high unit production costs, neither will generate large amounts of revenue.  Likewise production from the OCS might help to keep the pipeline operational, but almost all its revenues will go to the federal government.  Commercialization of gas seems to be permanently at least 10 years in the future—perhaps more than ever today as the world is awash in low cost natural gas.
We all recognize the need to save some current petroleum revenues for the future, but how much saving is enough?  Our current strategy of putting away the leftovers after the current budget is built is not the answer.
Rather, the answer pops out if we stand the question on its head and ask—“How much of our petroleum wealth can we afford to spend today?”
This is the right way to pose the question because, as we all agree, our petroleum wealth is finite.  The more we spend today, the less will be left for the next generation of Alaskans.
To answer the question of how much we can afford to spend today we need to figure out how much our petroleum wealth is worth and we need to decide how much of that wealth we should share with the next generation of Alaskans.  
I have started to think about both of those issues and my thoughts are in some of the papers in the bill packet before you.  Let me summarize each.
I have estimated state petroleum wealth to be $140 billion.  This consists of $55 billion of financial assets derived from past petroleum revenues as well as $85 billion in taxes and royalties on future production.  The $85 billion is the value of those future revenues if we could bank them all today rather than waiting for them to trickle in over the next decades.
Then how should we share this $140 billion grubstake among current and future Alaskans?  One answer is to take a page from the successful management of our fisheries, where we restrict the current harvest to maintain maximum sustainable yield.  By doing that future fishermen get the same harvesting opportunities as current fishermen.
Applying that concept to our petroleum wealth, we could harvest, or spend, $5.5 billion this year.  That amounts to about $7,000 for every Alaskan today and would guarantee that every future Alaskan would get the opportunity to spend an equal amount, $7,000 adjusted for inflation.  Of course this is just a different way of saying treat the petroleum wealth like a permanent endowment, or as the British would say—never spend principle.  
Is this a fair distribution?  That is for all Alaskans to decide.  But it is a discussion that needs to occur and this bill is a way to stimulate that discussion.
Capping spending from petroleum revenues has a number of other positive features.  It will reduce the FISCAL BURDEN we are currently shifting to the next generation of Alaskans by spending petroleum revenues at a non sustainable rate.  It will force us to weigh the benefits of increased public spending against the cost of new taxes to pay for them.  It will give the governor and legislature a valuable tool to help instill fiscal discipline where none exists today.
Of course many people will argue that putting our wealth into saving is a mistake because that money is not working for us and that the funds would be better spent on investments to build our infrastructure, particularly roads and energy projects.  Without getting into that discussion I would simple say there needs to be a considered balance between those investments and savings.
Saving for the future is never easy, as we all know from personal experience.  But high oil prices have given us a second chance to do the right thing and we should not let this opportunity slip.  Several times in the past we have taken the opportunity to create vehicles for saving when revenues were high and today we have the Permanent Fund, the Statutory Budget Reserve, and the Constitutional Budget Reserve.  
I think the best way to motivate the need to save more is to look to Norway and its $300 billion Petroleum Savings Account.  Just as we have an oil production goal of one million barrels in the pipeline in 2020, we could and should have a savings goal of $100 billion by the year 2020.  This bill is a first step toward achieving that goal.  Lets get to work to make it happen.
Thank you.
