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Overview

We're following the same process we presented in January, but with
more realistic scenarios.

» The work is supported by OMB.

e OMB provided the budget data, but did not have any say in the modeling or
the results.

o All parties are seeing the information today for the first time.

Alaska’s recession is entering its second phase.

We just completed Stage 1 of Alaska’s current recession led by the oil industry
and allied sectors.

Secondary effects working their way through the economy.

The duration and magnitude of the rest of the recession, all other things being
equal, will depend on:

) spending reductions by the state of Alaska and/or

ii) the institution of a broad-based tax structure. ' V=
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Dynamic Forecasting with the
Alaska REMI Model

Comparable to ISER's Man in the Arctic Program (MAP)

Dynamic model which forecasts policy changes over time.
Best in medium to long-term applications (5 — 50 years)
Model at the State and Regional (12) level

Used by Northern Economics for larger projects with dynamic
policy implications:
Shell Offshore
"Big Gas Pipeline”
Susitna-Watana
Recession Policy Forecasting
JBER Force Reduction
=
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JBER Force Reduction Example
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Comparisons

Progressive Income Tax
$5.15B Unrestricted General Fund (FY 2018);
Dividend of $1,250;

Progressive income tax starting in
January 1, 2019.

No Broad-based Tax

$4.83B Unrestricted General Fund (FY 2018);

Dividend of $1,000;
$185M in cuts in FY 2019;
K-12 is 5%, 4%, 3% cuts.
No broad-based taxes.
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orthern Economics does
not advocate for any of

the fiscal plans.

- Our purpose is always to
~help society make better,
ore informed decisions.

Note: Unrestricted General Fund Amounts include dividend appropriations. $4.36B an



Appropriate Interpretation

The analysis does look at:

»  Expected aggregate economic trends resulting
from the scenarios all other things being equal;

«  Population trends all other things being equal;
e  Geographic distribution of job losses.

The analysis does not say anything about:
*  Providing the optimal mix of services;

*  Government efficiency or inefficiency;

e  Right-sizing;

*  Plan sustainability; 3

e The value of lost or gained services. Blgger dOES ‘[
mean better; ¢

; not good for
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Caveats and Assum ptions \ll Forecasts are Wrong

USEIA Qil Price Forecast ‘Forecasts create the mirage
No strong recovery that the future is knowable”

Additional assumptions -Peter Bernstein

Nominal dollar projections

No major positive or negative economic
movers

Presumes siPnature of the recent oil
royalty legislation

60% of the PFD is spent immediately and
40% is saved

Assumes long-term historical PFD of
$1,700 (real)

All losses compared to 2016 employment
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2017-2026 Employment Forecasts
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How Can This Be? )

Mitigating Factors for the w/Tax Plan

15-20% of total tax hit rebated to federal
tax itemizers (~$100M-$140M)

With Tax Plan includes a higher dividend
payment (~175M)

Not all of the tax increase would have gone
into the Alaska private sector. There Wi?| be
reductions from savings & outside
expenditures.

Net effect is somewhere <$400M.

Compounding Factor of the W/O Tax Plan When is a $700 million

Cuts would largely take the form of }aX.hI.t not a $700
reduced employment, which has a million tax hit?
relatively high in-state economic multiplier. @0
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Critical Takeaways

Eliminating the federal deduction of
local/state taxes would increase the
relative economic cost of the
Progressive Tax Plan.

Reducing the dividend without a
corresponding reduction in taxes
increases the relative economic cost of
the Progressive Tax Plan.

If Alaskans spend more of their PFDs
in-state than we estimate, then the
relative cost of the Without Tax Plan is
higher.
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2017-2026 Population Forecasts
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Summary Results: 2017-2026

Employment Near Term Employment 2026

Progressive Tax: Progressive Tax:

e -7,000 jobs from 2016 and « Employment exceeds 2016
employment bottoms out in several thousand jobs by 2026.
2017. No Broad-based Tax:

No Broad-based Tax: «  Employment around 2016 levels.

e -11,500 to 12,000 jobs from
2016 and Employment bottoms Under the Progressive Tax Plan, employment

: levels should return to the 2016 levels 2-3
in 2018 to 2013. years earlier than under the No Broad-based
Expect one more year (2018) of recession Tax Plan. Both plans still short of 2015 peak
under the No Broad-based Tax plan. employment levels by 2026. —_—
I*f
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Note: Under the status quo, we lost the majority of the 13,000 jobs, but the status quo is nearly impossible to achieve. conomics



Peak Job Losses by Location

Progressive Tax Broad-ll)\l:sed Tax Peak Loss

Borough N Percent N Percent | Multiplier
Municipality of Anchorage -2,900 -14 -5,000 -24 1.7
Fairbanks North Star Borough -1,500 -2.6 -2,600 -4.5 1.7
City and Borough of Juneau -850 -3.6 -1,300 -5.6 L5
Matanuska-Susitna Borough -500 -14 -1,050 -2.8 2.1
Kenai Peninsula Borough -350 -11 -680 -2.1 1.9
Northwest Arctic Borough ~-25 -0.6 ~-80 -2.4 3.7
Bristol Bay Borough ~-5 -0.4 ~-10 -0.7 1.8
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Loss Multiplier No Tax vs. Tax Plan
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Note: Many fishing communities, not shown, fare better than the group average and other rural communities because of the high portion of fishing jobs.



K-12 Related Peak Job Losses
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Note: Peak losses are in 2017 under the Progressive Tax and 2019 under the No Broad-based Tax. Includes public and private sector jobs. Economics



Key Takeaways

Both approaches better than January and February modeling.

The Progressive Tax Plan follows ISER’s advice in January and
February: /f spending is stabilized in FY 2018, then the economy will be
in a better position to withstand taxes in calendar year 2019

o Peak job losses are 40% (4,500 jobs) lower;
o One less year in the current recession.

Job losses are roughly spread based on population, but

 Percentage losses are skewed against government-dependent
economies.

 Relative losses are skewed against PFD-dependent economies.

Growing past the 2015 employment peak will likely require outside
stimulus. =
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Thank you from the NEI Team!

While only one presents, many hands
built this presentation.
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