SENATE FI NANCE COW TTEE
March 30, 2016
9:03 a.m
9:03: 51 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
meeting to order at 9:03 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co-Chair
Senator Pete Kelly, Co-Chair

Senat or Peter M cciche, Vice-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

Gunnar Knapp, Director and Professor of Economi cs,
Institute of Social and Econom c Research, University of
Al aska Anchor age.

PRESENT VI A TELECONFERENCE

SUWARY

SB 114 PERM FUND: EARNI NGS, DEPCSI TS, ACCOUNTS
SB 114 was HEARD and HELD in conmmttee for
further consideration.

SB 128 PERM FUND: DEPCSI TS; DI VI DEND; EARNI NGS
SB 128 was HEARD and HELD in conmittee for
further consideration.

#sb114

#sb128



SENATE BILL NO. 114

"An Act relating to deposits into the dividend fund;
and relating to the Al aska permanent fund."

SENATE BILL NO. 128

"An  Act relating to the Alaska permanent fund,
relating to appropriations to the dividend fund;
relating to incone of the Al aska permanent fund;
relating to the earnings reserve account; relating to
the Al aska permanent fund dividend; naking conform ng
anendnents; and providing for an effective date."

9:04:27 AM

Co-Chair MacKinnon requested that nenbers hold their
guestions until the conclusion of the presentation.

9: 05: 59 AM

GUNNAR  KNAPP, D RECTOR AND PROFESSOR OF ECONOM CS,
| NSTI TUTE OF SOCIAL AND ECONOM C RESEARCH, UNI VERSITY OF
ALASKA ANCHORAGE, i ntroduced t he presentati on,
"Cbservations on Al aska's Econony and Economic Inplications
of Al aska's Fiscal Choices" (copy on file).

9:07:31 AM

M. Knapp presented Slide 2, "Qutline":

*Overvi ew of Al aska’ s econony

e Short-run econonmi c inpacts of Al aska fiscal options
eEconomic inplications of how fast we reduce the
deficit

| am not advocating for or against any bills or
proposal s

M. Knapp relayed that the presentation would be a general
overview of Al aska's econony and would not speak
specifically to the pros or cons of any specific
| egi sl ation.

9:08: 51 AM
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Co-Chair MacKinnon reiterated her desire that conmttee
menbers hold questions until the end of the presentation.

9:09:16 AM

M. Knapp discussed Slide 4, "Thanks to the Al aska
Department of Labor and W rkforce Devel opnent econom sts

who do an excellent job tracking Al aska' s econony." He
related that econom sts had provided nost of the data and
charts wused in the presentation, and that he was

responsible for the interpretation of the data.

9:09: 51 AM

M. Knapp reviewed Slide 5, "Summary of nmain points about
Al aska's econony":

*There is significant concern about:
—Are we facing a recession?
—Coul d what we do to reduce the deficit aggravate
t he recessi on?
—Could we be facing a repeat of the 1980s
recessi on?
*Despite these concerns:
—The best available evidence is that Al aska's
overall econony is not yet in a recession
—There are inportant positive indicators in the
econony
*Several sectors of Al aska s econony are declining:
—Q | industry
—Construction
—Stat e gover nnent
*\W probably are facing a recession
eBut it is wunlikely that it wll be as severe or
damagi ng as the 1980s recession

Co- Chair MacKi nnon wel coned Senator Dunl eavy to the table.

9:11: 27 AM

M. Knapp addressed Slide 6, "Alaska has had twenty-five
years of alnost continuous but slow ng economc growth,"”
whi ch showed a graph of the nunber of jobs in the state
over the previous 25 years. He noted that growth had sl owed
si nce 2009.

9:11: 43 AM

Senat e Fi nance Comm ttee 3 03/30/16 9:03 A M



M. Knapp |looked at Slide 7, "The best avail able evidence
is that the total Al aska econony—as neasured by the nunber
of jobs—+s still growing, but at a very slow rate.”" He
indicated that the prelimnary data for January and
February 2016 showed job increases in 2015 at 0.2 percent.
He noted that the state's growh was |less than in the Lower
48. He stated that when the econonmy outside of Alaska was
doing well, while the state's econony faltered, it resulted
i n peopl e seeking opportunities out-of-state.

9:13: 06 AM

M. Knapp turned to Slide 8, "The nobst recent job estinmates
show total enploynment higher than a year ago." It showed a
bar graph that illustrated nonth by nonth, over a year, the
percent change in total state enploynent. He noted that
there had been negative changes in the nunber over the past
year, but the nost recent three nonths for which data was
avai lable reflected a slight rise in job nunbers.

9:13: 38 AM

M. Knapp discussed Slide 9, "Alaska personal incomne
continued to grow in 2015." The chart showed that in 2015
personal inconme in the state had grown significantly.

9:13:52 AM

M. Knapp showed Slide 10, "Al aska's housing nmarket is not
showi ng signs of significant weakness." He said that hone
prices had risen over the past year

9:14: 13 AM

M. Knapp |ooked at Slide 11, "Alaska's housing market is
not show ng signs of significant weakness." He stated that
the foreclosure rate in the state was significantly |ower
than in the rest of the country, and was decli ning.

9:14:36 AM

M. Knapp addressed Slide 12, "Alaska's visitor industry is
doing well." He relayed that visitor nunmbers were strong
and were projected to be high for 2016.

9:14: 44 AM
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M. Knapp turned to Slide 13, "Federal job |osses have been
a significant drag on Alaska s econony in recent years -
but these job |osses appear to be easing." He said that
there was hope that the state would not continue to see
| osses in federal enploynent.

9:15: 24 AM

M. Knapp discussed Slide 14, "But job |osses are occurring
in selected economc sectors.” He said that significant
| ayoffs by oil conpanies due to low oil prices were

affecting hiring in the state.

M. Knapp |ooked at Slide 15, "National G Industry
Enpl oynent™ and pointed out a graph that showed that
nationally there had been a drop in the oil rig count,
which had resulted in a drop in oil industry enploynent. He
said that the state had not experienced the same drop in
enploynment, in fact; through the third quarter of 2015,
North Slope enploynent at Prudhoe Bay was the highest it
had ever been. He stated that significant oil industry
investnment reflected that the oil industry was doing better
t han expected given the dismal state of the industry.

9:17:14 AM

M. Knapp turned back to Slide 14, which showed that the
industry was reporting sizeable, year - over - year, | ob
| osses. He expressed that this was an area of concern and
uncertainty in the econony due to the unpredictability of
the situation

9:17:48 AM

M. Knapp spoke to Slide 17, "Job losses in selected
econom c sectors . . ." He thought one factor contributing
to the problem and that was likely to make the loss in

construction jobs grow over tinme, was the fact that that
capital budget had been sharply cut over the past four
years. He spoke to Slide 18, "The capital budget has been
cut very sharply over the past four years." He discussed
the dramatic reduction in capital budget, which he believed
would result in further reduction in construction jobs in
t he future.

9:19: 30 AM
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M. Knapp showed Slide 19, "State Governnent Job Losses
Growi ng 2015-2016." The graph showed the job |osses over
2015 and 2016. He opined that the state could experience
further job | osses in the future.

9: 20: 02 AM

M. Knapp referred to Slide 20, "Job losses in selected
econom c sectors..”, which illustrated job losses of 5
percent, year-after-year, into the future.

9:20:11 AM

M. Knapp | ooked at Slide 21, "W are losing jobs in high-
wage sectors of the econony,” which showed a bar graph
illustrating Al aska's 2014 average annual earnings. He
noted that retail trade jobs had been grow ng, Dbut

specified that those jobs paid nuch |ower than oil and gas
j obs.

9:21: 01 AM

M. Knapp discussed Slide 22, "Alaska's Population Gains
Grew Wth National Recession -- But Now Slow ng: Alaska's
total 2015 population count was 737, 624." He explained
that the reason that the population growth had slowed was
that people were leaving the state [represented by the blue
bars] and over the past two years Al aska had nore people
nmovi ng out than noving to the state.

9:21:14 AM

M. Knapp turned to Slide 23, "Alaska Mgration, U S.
Jobl ess rate Track Together." He indicated that the reason
that people were leaving that state was that the national
econony was doing substantially better than Alaska's
econony.

9:22: 01 AM

M. Knapp noved to Slide 24, "Al aska Departnent of Labor
and Workforce Devel opnent econom c projections for 2016.."
whi ch depicted the annual enploynent growth in Al aska. He
stated that several organizations, |ooking at the short
term future, had projected significant total job |osses for
Al aska's econony. He said that those projections were based
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on predictions for the oil industry, construction industry,
and state governnent.

9:22: 45 AM

M. Knapp showed Slide 25, "Alaska Departnent of Labor and
Wor kf or ce Devel opnent econom ¢ projections for 2016", which
charted the departnments percent enploynment change from
previ ous years.

9:22: 53 AM

M. Knapp spoke to Slide 26, "Al aska Departnent of Labor
and Workforce Devel opnent economc projections for 2016",
which reflected forecasted loss of 2,500, or .7 percent,
jobs in 2016. He reiterated that the projection was based
on predicted job losses in governnment, the oil industry,
the construction industry, and professional and business
services. He communicated that those |osses could be offset
by continuing growh in health care, | eisure and
hospitality, manuf act uri ng, retail trade, and
transportation.

9:23:31 AM

M. Knapp discussed Slide 27, "Al aska Departnent of Labor
and Workforce Devel opnent conparison of their economc
projections for 2016 (“ours”) with other projections.” and
gqualified that the projections were fairly simlar. He
noted that the projected job losses varied by region;
Sout heast Al aska, a governnent job heavy area, was
predicted to have nore job |osses than other area of the
state.

9:24:16 AM

M. Knapp showed Slide 28, "The Extent O Job Losses During
Al aska’s “Great Recession” O The 1980s," which showed a
graph of jobs |ost and gai ned between 1985 and 1988.

9:25: 04 AM

M. Knapp acknowl edged fears that the state would
experience a recession simlar to the one in the 1980s. He
believed that even with the significant negative factors
that the state now faced, and the econom c consequences
that the state would experience as the result of responding
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to the current deficit, things would be less dramatic than
in the 1980s. He turned to Slide 29, "The 1980s and now
VWhat's different ?":

* Econony (as neasured by jobs) is about 50% I arger

A der population bringing in nrmuch nore retirenent
i ncone

*Alaska Native Corporations bringing significant
incone to Al aska

eMuch larger Permanent Fund dividend a stabilizing
factor in the econony

*Visitor industry has grown dramatically

*Bank |ending has been nore conservative: people are
| ess overextended in their borrow ng

* Housi ng markets are nuch tighter and stronger

W& have not been experiencing a construction boom

M. Knapp turned to Slide 30, "Alaska housing markets are
much stronger now than they were in the 1980s":

Anchorage residential building permts issued in 1983:

9082

Total Anchorage residential building permts issued,
2006- 2015:

6, 808

M. Knapp reiterated that housing prices were high and that
there were fewer newy built honmes than when the recession
hit in the 1980s. He noted that another way in which the
situation differed from that of the 1980s was that the
state had not been experiencing a construction boom He
shared that in the 1980s, enploynent in construction was
hi gh and the econony was being supported by people earning
nmoney in that field. He said that the slowing in
construction notably contributed to the recession during
that tinme.

9:29: 50 AM

M. Knapp spoke to the nunmber of residential building
permts that had been issued in 1983: 9082. He pointed out
to the conmttee that the total from 2006-2015 had been 6,
808.

9:30: 26 AM
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M. Knapp discussed Slide 31, "As Alaska s population has
aged, retirement inconme represents a significantly |arger
share of Al aska inconme, and a stabilizing conponent of the
econony." He observed that in 1985, the popul ation was nuch
younger .

9:31:12 AM

M. Knapp displayed Slide 32, "ISER s study of Short-Run
Econom ¢ I npacts of Al aska Fiscal Options.”

M. Knapp addressed Slide 33, "Wat we studied, for
selected fiscal options..”:

*Revenue inpacts of taxes and dividend cuts
—What share woul d non-residents pay?
—\What share would be offset by |ower federal
t axes?
—What would be the relative inpacts on different
i ncone groups?
*Short run economc inpacts of spending cuts, taxes
and dividend cuts. Per hundred mllion of deficit
reducti on:
—What woul d be the inpacts on Al askans’ incones?
—What woul d be the inpacts on Al aska jobs?
*Total econom c inpacts of reducing the deficit
—What would the total short-run inpacts on incone
and jobs of reducing the deficit by different
anount s?
* Regi onal econom c inpacts
—How would the inpacts of different options vary
bet ween regi ons?

9:32: 21 AM

M. Knapp reviewed Slide 34,”We only studied short-run
direct economic inpacts of fiscal options. There are nany
ot her inportant potential inpacts which we didn’t study":

A few exanpl es of inpacts we didn’t study:
—Econom ¢ inpacts of reductions in governnent
services
—l npacts on i nvest nment
—lnmpacts on infrastructure devel opnent & resource
i ndustries
—l npacts on | abor markets & popul ation
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eQur fiscal choices will significantly affect Al aska’s
future

W should think about not only their short-term
econonmic inpacts but also their |onger-term economc
and soci al inpacts.

M. Knapp warned that these short term fiscal option had
inmportant, indirect, and |longer term inpacts on the econony
that were nore inportant in the long run. He offered an
anal ogy of choosing from 4 different treatnent options for
an illness; the treatnent that would keep you healthiest,
| ongest, would be the nbst econom cal choice.

9:34: 20 AM

M. Knapp spoke to Slide 35 "O all the options for
reducing the deficit, only saving |less (and using the noney
to fund governnent) would have no short-run economc
i npacts on the Al aska econony, ":

*Options for saving | ess include:
—Reducing inflation-proofing transfers to PF
pri nci pal
—Addi ng Il ess to the PF earnings reserve
*Saving | ess woul d not:
-t ake any noney out of the econony
—have any short-run inpacts on jobs or incone
*But it would reduce:
—our future investnment earnings
—how nmuch savings we | eave for future Al askans

9:35:41 AM

M. Knapp discussed Slide 36, "From 2010 to 2015, we saved
an average of $1.4 billion annually of Permanent Fund
realized earnings.” The blue Iline showed the realized

earnings and the brown bars showed that approximtely half
of the earnings were spent on dividends. He furthered that
the rest of +the earnings had been saved overtine,
represented by the dark blue and lighter blue bars. He
noted that the state had been saving approximately $1.4
billion annually, and could potentially be reduced. He
mentioned that the "re-plunbing" proposals from Governor
Wal ker would effectively reduce the anmount put into the
savi ngs.

9:37: 01 AM
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M . Knapp addressed Slide 37:

All of the other options for reducing the deficit,
including spending cuts, taxes, and dividend -cuts,
woul d have significant short-run econom c inpacts.

They would all take significant anounts of noney out
of the econony.

But they would do so in different ways, with different
inmpacts on different Al askans and different relative
i mpacts on public and private incone & jobs.

M. Knapp enphasi zed that any of these actions taken by the
| egi sl ature woul d have an effect on the econony.

9:38: 04 AM

M. Knapp |ooked at Slide 38, "Alaska Fiscal Options: Wo
Wul d Pay?" He said that some of the fiscal options would
have the effect of reducing how much noney Al askans have

either by taxing them or by cutting dividends. The green
bar illustrated the anount of nobney the state could expect
from non-residents; an inconme tax would capture noney from
people working in the state, a sales tax would capture
nmoney from visitors. He noted that the nunbers ranged
between 7 and 11 percent, which was a "silver lining" in
that non-residents would contribute something. He countered
that the contribution from cutting dividends would cone
entirely form Al askan residents. He elucidated that the
sonme of the burden felt by residents could be eased by the
fact that federal inconme taxes would be reduced. He
expl ained that the state incone tax could be deductible on
federal income tax; federal income taxes on dividends woul d
be reduced, which would offset a reduction in the dividend.

9:40: 54 AM

M. Knapp addressed Slide 39, "W estinated effects of
taxes and dividend cuts for 10 groups of Al aska househol ds,
grouped by their per-capita cash incone in 2013, from the
| onest 10% to the highest 10% " He di scussed the graph that
di vided Al askan households into 10 groups based on
household incone. He highlighted that there was a great
di sparity between the rich and poor in the state. He
expounded that the highest, to 10 percent, i ncome
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households in the state had an average incone of over
$200, 000, while the lowest had an average household cash
i ncome of $14, 000.

9:42: 04 AM

M. Knapp discussed Slide 40, "The three |owest-incone
groups had average househol d i ncones of |ess than $45, 000.

9:42: 07 AM

M. Knapp | ooked at Slide 41, "How options affect different
groups: income reduction per person.” He explained that
the graph summari zed how the tax and dividend options woul d
affect how nmuch noney people would have I|eft over a
di sposable income. He pointed out to the conmittee the
brown line on the chart, which illustrated that dividend
cuts would disproportionally affect the poor. He then
pointed out that an incone tax would disproportionately
affect the highest incone famlies. He sunmarized that
incone taxes versus dividend cuts would affect various
inconme groups in different ways. He said that sales taxes
and property taxes would reflect nore of a m ddl e ground.

9:44: 21 AM

M. Knapp turned to slide 42, "How options affect different
gr oups: percentage incone reduction per person." He
explained that the largest inpact would be felt by the
| onest inconme househol ds, who saw their dividends cut.

9:45: 00 AM
AT EASE

9:45: 23 AM
RECONVENED

M. Knapp turned to slide 43:

Short-run econom c inpacts of spending cuts depend on
what is cut

What is cut affects the extent to which the cuts
directly affect jobs and incone of governnent and
contractor workers and the resulting nultiplier
effects on the econony.
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What is cut also affects the extent to which the cuts
have other short-run inpacts on the econony, such as:
-Transportation (Marine H ghway service, road
pl owi ng, etc.)
- Resource managemnent (fish cat ches, m ne
permtting)

You <can't generalize about economc inpacts of
spending cuts. Qur estinmates illustrate a range of
potential inpacts.

M. Knapp enphasized that the effect on the econony was
very dependent upon the where the cuts were nade.

9:47:21 AM

M. Knapp |ooked at Slide 44, "Incone Inpacts."” The slide
contained a bar graph that detailed the estinmated incone
i mpacts per $100 million of deficit reduction ($ mllions).
The low and high estinated were based on different
assunpti ons about how househol ds and markets would react to
changes in disposable incone. The slide reinforced the
argurment that actual inpacts of broad-based and capital
spending cuts <could be significantly higher or |ower
dependi ng on how cuts were nade.

9:49:15 AM

M. Knapp nmoved to Slide 45, "Job Inpacts." The graph
estimated job inpacts per $100 million of deficit reduction
(FTE jobs). He noted that the job inpacts would be highest
because of cuts in governnent spending. He said that
cutting out a job through cutting governnent spendi ng woul d
result in the loss of the job, and the incone that would be
spent as a result of being paid for the job. He said that
both the cutting of jobs and the cutting of dividends would
reduce the spending in the econony.

9:50: 16 AM

M. Knapp |ooked at Slide 46, "Al askan Summary of Fiscal
Options & Estimated Inpacts per $100 MIlion of Deficit
Reduction. "

9:50:41 AM
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M. Knapp turned to Slide 47, "The Permanent Fund “re-
pl unbi ng” proposals would reduce the deficit through a
conbination of cutting dividends and saving less.” He
postul ated that some of the funds from the ERA would be
diverted in order to pay for state governnent. He believed
that the dividend cuts would have a high effect on the
econony, while saving less would have no effect on the
econony.

9:51:41 AM

M. Knapp spoke to Slide 48, "Exanples of Ranges of
Estimated Economic |Inpacts Per $100 MIllion of Deficit
Reduction Resulting from Sel ected Potential Conbinations of
Fiscal Options." The slide showed a table that plotted
exanpl es of potential conbinations of options and the range
of estimated inpacts.

9:52:18 AM

M. Knapp noved to Slide 49, "Estimated inconme and job
i mpacts of reducing the deficit by different anounts using
different options."

9:53: 01 AM

M. Knapp addressed Slide 50, "How big is Al aska s
econony?" He noted that in 2014, personal incone in the
state was $39 billion and total enpl oynment was 465, 130.

9:53: 34 AM

M. Knapp |ooked at the table on Slide 51, "Estimated
percentage incone inpacts of reducing the deficit by
different anounts using different options.” He explained
that the table offered ball-park estinmates of the scale of
i mpacts fromreducing the deficit at different magnitudes.

9:54: 53 AM

M. Knapp discussed Slide 52, "Estimated percentage job
i npacts of reducing the deficit by different anmounts using
different options."

9:55: 21 AM
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M. Knapp |ooked at Slide 53, "lIncone distribution varies
for different regions of Alaska.”" He noted that Juneau was
the highest inconme region in the state and the Kusilvak
Census Area was the lowest - in the state and in the
country. He reiterated that dividend cuts wuld have a
greater effect on |ower incone Al askans and an incone tax
woul d af fect nore high i ncone Al askans.

9: 56: 26 AM

M. Knapp spoke to Slide 54. The chart listed the share of
state governnment jobs in wage and salary earnings.
Regi onal economic inpacts of state spending cuts would
depend on how inportant state governnent jobs and incone
were in the regional econony. Sone regions were nuch nore
dependent than others. He pointed out that Juneau was
hi ghly dependent on state governnent jobs, nore so than the
North Sl ope Borough - which had no state jobs.

9:56: 56 AM

M. Knapp | ooked at Slide 55. The chart listed the share of
| ocal government jobs in wage and sal ary earni ngs. Regional

econom c inpacts of cuts to revenue sharing, K-12
education, and other ways that state spending hel ped fund
| ocal governnment would depend on how inportant |oca

government jobs were in the regional econony. Sone regions
were nmuch nore dependent than others. He noted that the
poorer areas of Western Alaska had a relatively far greater
dependence on |ocal governnment, nuch of which was school
di strict enploynent.

9:58: 07 AM

M. Knapp |ooked at Slide 57, "W have lost billions of
dollars of oil revenues":

W wll experience significant economc inpacts of
adjusting to |l ower oil revenues.

el npacts of spending cuts we’ ve already made:
—l nmpacts of capital budget cuts on construction

i ndustry

—Del ayed because capital projects take several
years

—Actual capital spending will decline as noney

from past |arge capital budgets runs out
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el nmpacts of future adjustnents we will have to nake
—Spendi ng cuts
—Taxes
—Di vidend cuts

*It’s not a question of whether we wll face these
i mpacts.
—It’s only a question of when.

M. Knapp asserted that the nost optimstic projections

showed the state having billions of dollars less in oil
revenue than in the recent past. He contended that the
state would need to adjust to the loss of oil revenue

sooner rather than | ater.

9:59: 49 AM

M. Knapp showed Slide 58, "Alaskans are justifiably
concerned about the inpacts of deficit reduction on an
al ready weakened econony":

W are already experiencing the inpacts of:
—O|l industry job |osses
—Past state capital budget reductions
—Stat e governnent job | osses
—M ni ng i ndustry downturn
—Low sal non prices

*These inpacts would be increased by |arge:
—Spendi ng cuts
—New t axes
—Di vidend cuts

10: 00: 43 AM

M. Knapp noved to Slide 59:
We can reduce the direct short-run econom c inpacts of
reducing the deficit by continuing to draw down our
savi ngs.

BUT

Continued large deficits and draws from our savings
woul d al so have significant negative econom c i npacts.
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10: 01: 25 AM

M. Knapp | ooked at slide 60, "Negative econom c inpacts of
continued large deficits.” He stated rating agencies would
certainly downgrade the state's credit rating if the state
continued to run large deficits and did not show creditably
that it had if financial house in order, which would

i ncrease future borrow ng costs.

10: 01: 50 AM

M. Knapp discussed Slide 61, "Negative econom c inpacts of
continued large deficits.” The slide reflected the |oss of
future investnent income for every $1 billion that the
state drew down from savi ngs.

10: 02: 48 AM

M. Knapp spoke to Slide 62, "Negative econom c inpacts of
continued large deficits..”:

Potential future insufficiency of cash in Permanent
Fund earnings reserve to cover otherw se sustainable
payouts of Permanent Fund investnent earnings in |ow
ear ni ngs years.

10: 04: 05 AM

M. Knapp addressed Slide 63, "Negative econom c inpacts of
continued | arge deficits . "

Lack of tinme for new taxes to begin to bring in
revenues before we really need the noney.

10: 04: 37 AM

M. Knapp spoke to slide 64, "Negative econonic inpacts of
continued large deficits . . .": He said that the biggest
negative inpact of continued large deficits would be the
continued and growi ng uncertainty about Alaska's fiscal and
econonmi ¢ future anong Al askans, Al aska busi nesses, Resource
i ndustries, and Public and private enpl oyees.

10: 05: 23 AM

M. Knapp turned to slide 65,"Econonmic inplications of
uncertainty":

Senat e Fi nance Comm ttee 17 03/30/16 9:03 A M



Al aska busi nesses postpone i nvest nment

« Al askans post pone spendi ng and i nvest nent
* Young Al askans | eave

» The best enpl oyees | eave

* Resource industries invest el sewhere

Peopl e focus on the negative inpacts of what is comng
rat her than on noving forward.

10: 06: 39 AM

M . Knapp addressed Slide 66:

W face a tradeoff between the short-run negative
econom c inpacts of reducing the deficit and the
significant short-run and |onger-run econom c inpacts
of not reducing the deficit.

10: 07: 08 AM

M. Knapp |ooked at Slide 67, "How can we mnminimze the
econonm c inpacts of adjusting to permanently |ower oil
revenues?":

*Probably not by fully closing the deficit this year.
eCertainly not by running another huge deficit this

year.
10: 07: 51 AM
M. Knapp turned to Slide 68, "W wll have a snoother

econonmic tradition to the reality of |lower oil revenues if

we....

eSignificantly reduce the deficit this year

*Make real choices about how we will reduce the rest
—Even if we inplenent them over several years

*Reduce uncertainty and build confidence about our

econom c future

10: 08: 28 AM

M . Knapp addressed Slide 69:

If the fall in our oil revenues was tenporary then it
woul d make sense to run deficits to help support the
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econony. But the fall in our oil revenues is not
tenporary. W can’'t indefinitely support the econony
by running deficits.

10: 09: 17 AM

M. Knapp concluded with Slide 70:

Not paying for what we spend this year neans that our
children will pay for what we spend this year.

10: 09: 59 AM

Co- Chair MacKi nnon thanked M. Knapp for his presentation.

10: 10: 09 AM

Senat or Dunl eavy asked how nmany years, realistically, the
process would be for Al aska to regain economc footing. He
wondered what kind of action the state should take
i medi ately. He believed nobre reductions were necessary
bef ore revenue neasures were consi dered.

10:12:12 AM

M. Knapp thought there was a trade-off, negative econonic
i mpact of acting imediately versus the negative economc
inmpact of doing nothing. He said that there was an
advantage to taking time in nmaking inportant decisions
about taxes and spending cuts; however, the state's savings
were down to a level that did not allow for nuch time to
delay. He stated that he did not know the answer. He
guessed that since there was an urgency to nmake significant
progress in reducing the deficit, the thing that would have
t he biggest, nost obvious, inpact should be done first.
Leaving the nost conplicated, and/or mnimally effective in
rai sing revenue, for a later date.

M. Knapp urged the conmttee to limt the anmount of tine
spent on the exact way to design a tax that would bring in
$20 mllion. He thought that focusing on the Pernmanent Fund
proposals was a smart place to begin because that was where
very large anmounts of noney, that could make a neaningfu
reduction in the deficit, would be realized.

10:15: 43 AM
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M. Knapp stated he was very cogni zant of the conplexity of
t he Permanent Fund proposal s.

10: 16: 10 AM

Senat or Dunl eavy asked whether waiting a year would result
in lost opportunities or gained opportunities.

M. Knapp thought one year was both a lost and gained
opportunity. He said that billion dollar deficits were a
maj or | ost opportunity for the future. He countered that a
year could also buy time for clearer thinking and naking
better choices.

10: 16: 51 AM

Co- Chair MacKi nnon stated that M. Knapp's approach to the
problem mrrored that of the comrittee. She relayed that in
a press conference the conmttee had commtted to taking
the highest priority issues, with the l[argest inpact, first
at the table.

10:17: 13 AM

Vi ce-Chair M cciche pointed out that early |ISER studies had
counted on revenue that was no longer a possibility. He
said that the study nade the claimthat the state could do
a sustainable draw without requiring new taxes to fill the
deficit. He wondered whether it would be possible to fix
the fiscal gap problens w thout additional taxes.

M. Knapp replied that the state needed to determne a
sust ai nabl e | evel of spending that could be reached w thout
taxes or dividend cuts. He said that the answer depended on
assunptions about future oil revenues. He Ilanented that
there was no sure answer, only an either optimstic or
pessim stic attitude toward the oil revenue outl ook and the
future of Permanent Fund investnent earnings. He opined
that the state did not have a better handle on the future
revenue outlook. He reiterated that an agreenent on what
si ze budget was sustainable was inmm nent. He counselled the
commttee to determine what a long term savings goal for
the state. He thought that a semantic conversation on the
word "sustainable"” could help. He said that these variabl es
meant that the amount that would need to be saved for the
future could vary widely. He said that his best guess for
future oil revenue was $2billion to $2.5 billion in oil
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revenue nmoving forward and $2.5 billion on potential
Per manent Fund earni ngs, which nmeant $4 to $4.5 billion was
the anount of noney that would be available for both
di vi dends and gover nnment conbi ned.

10: 21: 53 AM

M. Knapp relayed that if the conmttee did not want to
change dividends there would be approximately $3 billion to
fund governnent. He thought that nunber was |ow and that
new revenues would be needed. He said the only way to find
out if the gap could be filled wthout taxing Al askans
would be to determne a realistic spending limt noving
forward, while also determ ning a goal for dividends.

10: 23: 33 AM

M. Knapp stated that his instincts told him the state
coul d not solve the problem w thout new revenue neasures.

10: 23: 41 AM
AT EASE

10: 24: 22 AM
RECONVENED

Vice-Chair Mcciche referred to Slide 67, which referred to
not running a large deficit in the current year. He asked
how to differentiate between a sustainable draw and a
"relatively" sustainable draw. He asserted that no draw
woul d be deficit spending and unsust ai nabl e.

10: 25: 21 AM

M. Knapp stated that sustainably saving |ess neant, on
average, what the expected earnings would be from the
Per manent Fund, and what the average savings would be.
Drawing down the ERA would not equate to sustainable
savi ngs.

10: 25: 59 AM

Senat or Bishop commented that Page 4 of the presentation.
He rel ayed that he appreciated the sentinment on Page 69. He
agreed that the state could not indefinitely support the
econony by running deficits. He believed that t he
| egislature needed to act imediately because a dollar
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spent in deficit spending today was a dollar that would not
be recovered.

10: 28: 20 AM

Co-Chair Kelly referred to Page 68 of the presentation. He
asserted that M. Knapp's original presentation had not
been enbraced by the adm nistration. He quoted the original
presentati on:

"W will have a snoother economc transition to |ower
oil revenue if we nmake significant progress this year
than if we fail to nake significant progress at all
or if we fully close the deficit this year."

Co-Chair Kelly was concerned that M. Knapp had adjusted
hi s rhetoric in response to f eedback from the
adm nistration. He encouraged M. Knapp not to get pulled
in to the politics of the situation. He referred to recent
layoffs in the oil industry. He asked whether the job
| osses discussed on Slide 24 used a 20 to 1 multiplier.

10: 31: 18 AM

M. Knapp responded that anytinme nultipliers were discussed
it was necessary to define what was neant by a nultiplier.
He said that every tine an oil conpany stated that they had
laid off a certain nunber of enployees it was safe to
assume each job loss affected several nore jobs in the
state. He felt that a 20 to 1 multiplier was too large a
nunber .

M. Knapp asserted that he believed in the rhetoric of his
current present ati on. He t hought t hat t here wer e
significant, negative economc inpacts of reducing the
deficit this year. He added that he had been troubled that
this had been interpreted as nothing needed to be done
imedi ately. He clarified that the state faced a difficult
and uncertain trade-off; he thought that sonething needed
to be done this year, but that doing everything this year
that the adm nistration suggested would not be the best
solution. He stated that he had focused on the problem as a
prof essi onal econom st, examining the different ways that
all of the different choices would affect the econony, and
had given his best professional opinion. He assured the
coonmittee that he was not trying to say what was
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politically popular on either side of this conplicated
debat e.

10: 33: 39 AM
Co- Chair Kelly expressed confidence in M. Knapp' s
conclusions. He felt that all options should be on the

table and at a certain point revenue nmeasures would need to
be discussed. He believed a serious progress needed to be
made this in in budget reductions and use of investnents so
that the state could provide a shock absorber to
fluctuating oil prices. He expressed concern that people
wer e unconfortabl e di scussi ng systenic change to
government, which he believed should be one of the issues
on the table. He spoke of legislation under discussion in
conmmttee that dealt wth some of the "dunb that was
har dwi r ed into governnent . " He bel i eved t hat t he
adm nistration was trying to protect the current size of
governnent, which he did not believe needed to be sustained
at current levels. He thought that the discussion about
reducing the size of governnment had to occur, as well as
di scussi ons surroundi ng using investnment incone.

10: 37: 01 AM

Senator Hoffman referred to Slide 5, which discussed a
summary of main points about Alaska's economy. He noted
that there had been no nention of |ocal governnents in the
presentation. He asked M. Knapp to comment where he saw
| ocal governnents and their economes in the current fiscal
envi ronment .

M. Knapp thought that |ocal governnents were going to play
an inportant role in the mtter. He said that |ocal
governments, including school districts, were najor drivers
of the econony. He felt that it would be inportant into the
future to clearly define the responsibilities of state and
| ocal governnments. He relayed the state could reduce
spendi ng by shifting nmore responsibility to |ocal
governments, which could result in an increase in |ocal
taxes, user fees, and other revenue neasures. He thought
that the legislature made concerning state governnent would
directly inpact |ocal governnents.

10: 40: 10 AM
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Senator Hoffman referred to Slide 38, which discussed
Al aska's fiscal options and who should pay, and asked what
flat rate had been used in the flat tax projection.

M. Knapp replied that he did not know.

Senator Hoffman had heard that the flat rate was
approximately 6 percent of the federal rate.

10:41: 09 AM

M. Knapp agreed to get back to the conmittee with the
information. He added that the nunbers in the presentation
had been standardized to the effect per $100 mllion
rai sed

10: 41: 25 AM

Senator Bishop requested clarification on M. Knapp's
statenent that, "doing everything is not Dbest." He
concurred that the state should not inplements a broad
based suite of taxes all at one tinme, but they should be
nmeted out over tinme.

M. Knapp believed that if the state tried to elimnate the
deficit with a conbination of spending cute, taxes, and
smal l er dividends all this year, the inpact on the econony
woul d be enornous very quickly. He thought that phasing in
the solutions, while using savings to fill gaps, could be
| ess harsh. He asserted that the state was not broke; the
state had savings enough to reduce the deficit for a while.

10: 44: 13 AM

Senator Hoffman referred to his statenent that the state
was broke, and he clarified that in the current and
subsequent fiscal year, the state would burn through $7.7
billion. He thought that the state needed to take drastic
measures or the state would be bankrupt. He hoped that the
peopl e of Alaska realized the state was in a fiscal crisis.

10: 45: 20 AM

Senator O son asked M. Knapp what specific action the
| egi sl ature should take to begin to solve Alaska's economc
pr obl ens.
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M. Knapp said that he practiced neutrality in his role as
| SER director. He thought that the choices would reflect
political value judgenents and well as hard nunbers. He did
not think that it was his place to answer the question.

He advised that the state begin partially wusing the
investnment earnings of the permanent fund to address the
deficit. He pointed out to the <conmttee that the
investment earnings were higher that oil revenues. He
believed that great thought should be given to the use of
the earnings, but that time was of the essence. He
hi ghli ghted that people who believed that Permanent Fund
earni ngs should not be touched by definition believed that
drastic cuts to state governnment should be nmade and taxes
i ncreased. He urged the conmttee to develop a responsible,
sustai nable way to use the earnings that would provide for
t he needs of Al askans for state services.

10: 50: 33 AM

Senator O son wondered which bill M. Knapp would have his
own child invest in: SB 114 or SB 128.

M. Knapp replied that he | eaned toward the POW approach.
He believed that strong argunents could be nade for both
pi eces of |egislation.

10: 51: 38 AM

Co-Chair MacKinnon referenced Slides 41 and 53, which
| ooked at how the options affected different groups: incone
reduction per person, and how incone distribution varied
for different regions of Al aska, respectively. She wondered
whet her data on which individual Al askans were receivVving
services from prograns that received the npbst governnent
funds. She highlighted that sone Alaskans were nore
dependent on governnent subsidies; beyond the dividend or
their work they were receiving food stanps, Medicaid
services, or other services for which the state was
contributing. She said that when | ooking at the income base
and conparing a dividend inpact on an individual, versus an
i ncome tax, when 48 percent of Alaskan's would not pay. She
wonder ed about the 48 percent that would not pay the incone
tax and queried the inpact percentage for subsidies that
they received from state governnent. She believed it was a
guestion of fairness.
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M. Knapp stated that |SER had not studied the topic, but
thought it was an inportant question. He thought it was
inportant to look at the distribution of Dbenefits of
servi ces.

10: 53: 51 AM

Co- Chair MacKi nnon asked who paid for the study of the data
on Slide 41

M. Knapp replied that he had approached the Conmm ssioner
of DOR, who had provided $30,000 of the funds to research
the data, and the Ofice of Managenent and Budget (OVB) had
contri buted $30,000; both DOR and OVMB had |left the design
of the study to I SER

10: 55: 56 AM

Co- Chair MacKi nnon wanted to know if DOR and OVB could do
sone research and answer her question about how nuch the
state was already investing in certain individual famlies
livelihoods, before valuing a dividend deduction versus a
state incone tax.

M. Knapp assured Co-Chair MacKinnon that he thought the
topi ¢ was inportant.

10: 56: 48 AM

Co-Chair MacKinnon referred to Slide 54. She requested the
actual nunmber of state jobs deployed in each region.

Co-Chair MacKinnon referred to Slide 55. She requested the
dollar value of the percentage in order to augnment the
information as the commttee considered the information.

Dr. Knapp replied that he would provide the information to
the conmittee.

SB 114 was HEARD and HELD in commttee for further
consi derati on.

SB 128 was HEARD and HELD in commttee for further
consi derati on.

10: 57: 08 AM
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Vice-Chair Mcciche hoped to ask Dr. Knapp nore gquestions
at a later date.

Co-Chair MacKi nnon stated that she would be sure that he
was available to the commttee for further discussion.

#
ADJ QURNIVENT
10: 58: 01 AM

The neeting was adjourned at 10:57 a.m
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