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ACTI ON NARRATI VE

1:31:18 PM

CHAIR M A COSTELLO called the Senate Labor and Commrerce Standing
Commttee neeting to order at 1:31 p.m Present at the call to
order were Senators G essel, Myer, and Chair Costello.

SB 111-LIM T FLAVE RETARDANT | TEMS/ FURNI TURE

1:31: 40 PM
CHAI R COSTELLO announced the consideration of SB 111. This is
t he second hearing and there is a commttee substitute (CS).

1:32:33 PM

NANCY BALE, Menber, Alaska School Nurses Association, testified
in support of SB 111. She maintained that Al aska's joining other
states that have passed legislation pertaining to flane
retardants will protect young children and their famlies from
harnful chem cals. She encouraged the commttee to pass SB 111.
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1:33:49 PM
CHAI R COSTELLO cl osed public testinony.

1:34: 02 PM
SENATOR G ESSEL noved to adopt the CS for SB 111, |abeled 29-
LS0518\ P, as the working docunent.

CHAI R COSTELLO obj ected for discussion purposes.

1:34:27 PM

VESTON EILER, Staff, Senator Ma Costello, Senate Labor and
Commerce Committee, Alaska State Legislature, described the
changes in the proposed new CS. The first change is on page 2
where a new subsection is added on lines 23 - 26 that deals with
an exenption for notorized vehicles designed to be used by kids.

The second change is to the violation section on page 3, lines 2
- 4. Fines in the original version of the bill were to be
enforced by the Departnment of Labor and Wbrkforce Devel opnent,
but now will be enforced by the Departnent of Law.

CHAI R COSTELLO renoved her objection and finding no further
obj ection, version P was before the conmttee.

1:36:15 PM
SENATOR MEYER asked for an exanple of an off-road notorized
vehi cl e used by kids, included in subsection (b).

MR. EILER said the industry brought this forward. It refers to
dirt bikes and small off-road vehicles.

SENATOR G ESSEL noved to report the CS for SB 111, | abeled 29-
LS0518\P, from committee wth individual recomrendations and
attached zero fiscal note.

1:37:06 PM
CHAI R COSTELLO announced that w thout objection, CSSB 111 (L&C)
is reported from the Senate Labor and Commerce Standing
Conmi ttee.

SENATOR BILL WELECHONSKI, Al aska State Legislature, sponsor of
SB 111, thanked the commttee for hearing and passing the bill.

1: 37: 34 PM
At ease

SENATE L& C COW TTEE - 3- March 15, 2016



Econom ¢ | npacts of Al aska Fiscal Options - Draft Concl usi ons

1:39:12 PM

CHAI R COSTELLO reconvened the neeting and announced the next
order of business would be a presentation by Gunnar Knapp wth
the Institute of Social and Econom c Research, University of
Al aska, Anchorage. He wll present his analysis of the tax
proposal s before the | egislature.

1:39:37 PM

SENATOR STEVENS j oi ned the comm ttee.

1:40: 39 PM

GUNNAR KNAPP, Director, Institute of Social and Economc
Research (I SER), University of Alaska - Anchorage (UAA),

summari zed the conclusions of |ISER s draft report "Economc
| npacts of Alaska Fiscal Options.” He noted the report is on
their website and ISER is inviting comrents. There are snall
changes to this addition but not substantively. He reviewed the
presentation outline starting wth the study background, revenue
i mpacts of taxes and dividend cuts, short-run econom c inpacts
of fiscal options, regional differences in inpacts of fiscal
options, total economc inpacts of reducing the deficit, and
ot her econom c inpacts of fiscal options.

1:42:48 PM
DR. KNAPP reviewed the selected fiscal options they studied:

*Revenue inpacts of taxes and dividend cuts
—\What share woul d non-residents pay?
—What share woul d be offset by |ower federal taxes?
—What woul d be the relative inpacts on different incone

groups?
eShort run econom c inpacts of spending cuts, taxes and divi dend
cuts. Per hundred mllion of deficit reduction:

—What woul d be the inpacts on Al askans’ incones?
—What woul d be the inpacts on Al aska jobs?

* Regi onal econom c inpacts
—How would the inpacts of different options vary between
regi ons?

*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 anounts?

He presented slide 7 with a table of the fiscal options they
st udi ed:
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Spending cut: workers - Spending cut achieved entirely by
reduci ng state workforce

Spendi ng cut: broad-based - Spending cut achi eved by broad range
of cuts to state spending

Spending cut: capital - Spending cut achieved by cutting the
capi tal budget

Spending cut: pay - Spending cut achieved entirely by reducing
pay of state workers

| ncone tax: progressive - Constant percentage of federal incone
tax liability

Incone tax: flat rate - Constant percent of federal taxable
i ncone
Sales tax: nore exclusions - Sales tax excluding food at hone,

shelter, health care and educati on

Sales tax: fewer exclusions - Sales tax excluding only health
care and education

Property tax: - Statewide tax on real and personal property with
exclusions for property taxes paid to | ocal governnents

Dividend cut: - Reducing dividends and using PF earnings that
woul d have gone to dividends for general fund spending

Saving less: - Reducing savings of PF earnings that currently
are saved in the PF principal (inflation proofing) or added to
the PF earnings reserves, and using the noney for general fund
spendi ng

Excise tax: notor fuels - Increase in state notor fuels tax
Exci se tax: alcohol - Increase in state al coholic beverages tax
Exci se tax: tobacco* - Increase in state tobacco tax

1:46: 11 PM

He noted they studied only sone of Alaska's potential fiscal
opti ons.

W studi ed:
—Options that are part of the broad political discussion
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—Options we had time, funding and expertise to analyze

W didn’'t study
—Conplex options requiring detailed industry-specific
expertise
eChanges to oil credits or oil taxes
e Changes to other resource industry taxes
—Changes to how the state delivers services
*K12 education, University of Al aska, Medicaid, etc.
—“Re-plunbi ng” of state finances (SB114, SB128, etc.)

1:47:19 PM
SENATOR Q ESSEL asked who funded the study.

DR. KNAPP replied the total funding was $60,000; $30,000 cane
from the Department of Revenue and $30,000 from the Ofice of
Managenment and Budget .

SENATOR G ESSEL asked if the adm nistration requested the study.
DR. KNAPP answered yes.

SENATOR G ESSEL asked if the administration provided |ISER with
what to include in the study.

DR. KNAPP said no; the authors designed the study and topic
areas entirely.

He enphasized that they studied only sone of the potential
econom c inpacts of the fiscal option:

W studi ed:
—Revenue i npacts

—Short-run econom c inpacts

—Total short-run econom c inpacts on Al aska econony

W didn't study:
—Long-run & indirect inpacts

What we could study was |imted by:
—Dat a

—Conpl exity
—Funding & tine
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He noted the inpacts they didn’'t study are inportant. This study
is only a start at understandi ng potential econom c inpacts of
fiscal options.

CHAI R COSTELLO asked if there is a plan to study the long-term
i mpacts.

DR. KNAPP reported that the end of the study contains a list of
rel evant areas for future study.

1:50: 34 PM

DR. KNAPP enmphasi zed that they are not advocating for or against
any fiscal options or choices. The only purpose is to help
inform the fiscal discussion. Their analysis is relevant to
their fiscal choices and is far from sufficient as a sole basis
for arguing for or against any fiscal options.

1:51:30 PM
DR. KNAPP reiterated t hat t hey pr epar ed this st udy
i ndependent | y:
*The Department or Revenue and Ofice of Managenent and
Budget funded this study
*They had no influence over the study design, analysis or
concl usi ons
*The findings are only what is reported in their report and
presentations — They are not necessarily what other people
say they are

1:52: 06 PM

DR. KNAPP turned to the revenue inpacts of taxes and dividend
cuts. He displayed a chart showi ng that non-residents would pay
about 9-11 percent of sales taxes and about 7 percent of incone
taxes. He described the |ogic behind that analysis.

CHAI R COSTELLO noted that 82.9 percent and 83.9 percent of
i ncome tax would be paid by Al askans. The committee | earned that
not all Al askans woul d pay incone tax.

DR. KNAPP said he woul d address that later in the presentation.
1:54: 26 PM
SENATOR STEVENS asked how a Seattl e-based fishernman’s incone tax

woul d be cal cul ated i n Al aska.

DR. KNAPP said he would need to learn the details of the
situation and the tax would be difficult to determ ne.
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CHAI R COSTELLO asked what the assunptions were in this study.

DR. KNAPP said they are in Appendix A of the report. Mre data
could be added to the final report if there is a need to do so.

1:56: 10 PM

He di splayed a chart showing that the inpacts of state taxes and
di vidend cuts on Alaskans’ incones would be partially offset by
reductions in their federal taxes. Hi gher-incone househol ds that
pay higher tax rates would benefit nost. The <chart shows
estimates of these offsets.

He noted that the higher the inconme, the nore pronounced the
I npact .

SENATOR MEYER asked if sales tax is deductible on the federa
form

DR. KNAPP said yes and added there is discussion in Matt
Berman's report about who woul d deduct sal es tax.

He noted the difference between the dividend cut and the incone
taxes and sales taxes for non-residents versus residents, is
that sone of the sales and incone taxes are paid for by non-
residents. The dividend cut has a higher economc inpact when
not of fset by non-residents.

2:00:31 PM

DR.  KNAPP showed slide 15, which illustrates the estimted
effects of taxes and dividend cuts for 10 groups of Al aska
househol ds, grouped by their per-capita cash incone in 2013,
fromthe | owest 10 percent to the highest 10 percent.

Slide 16 shows the three |owest-inconme groups had average
househol d i ncomes of |ess than $45,000. The hi ghest-incone group
had an average household incone of nore than $200,000. He said
this relative range of incone distribution is nore than any
other state. He noted 21 percent is earned by the highest incone
group and is equivalent to the rest of the groups.

2:03: 26 PM

He discussed on slide 18 how options affect different groups
i ncome reduction per person - the average per capita disposable
i ncome reduction per $100 million in deficit reduction.

He used various lines on a graph to make his points: the brown
line shows that the dividend cut takes nore from |l ow i ncone. The
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red line shows that the inconme tax is the nobst progressive and
collects nothing from the |owest incone group. The sales and
property taxes have an internedi ate effect.

SENATOR G ESSEL noted that the commttee was told that estinmates
show that 43 percent would pay no incone tax. She asked if that
was taken into account on this chart.

DR. KNAPP said Dr. Berman's estinmates show sone income tax
kicking in at the lower level. Dr. Knapp did not know how to
reconcile Senator Gessel's statenent and noted, if it were
true, you would expect the red line to remain at zero. He said
he woul d need to see the source of that infornation.

SENATOR G ESSEL said the statenent cane from DOR

DR. KNAPP said he’'d look into it, but his inpression is that DOR
said ISER s analysis was nore conplex than theirs. He said for
the final report he would check to see if there is a discrepancy
and what would explain it. Cearly, nost of the burden of incone
tax woul d be borne by high i nconme peopl e.

SENATOR MEYER t hought DOR said anyone under $50,000 woul d pay no
income tax. He agreed with Dr. Knapp's theory.

DR. KNAPP said he’'d be surprised to |learn that anyone earning
| ess than $50, 000 woul d not pay any incone tax.

2: 09: 37 PM

DR. KNAPP turned to slide 20 that shows how options affect
different groups: percentage inconme reduction per person, as
opposed to dollars in the previous slide. He noted this is cash
i ncome and sonme | ower inconme househol ds use cash equival ents

CHAIR COSTELLO asked how the study calculated <children's
di vi dends.

DR. KNAPP said they were included in household inconme. His
coll eague looked at detailed data on the different taxes
different people pay. He used that to estimate the nmarginal tax
that would be paid by each group. It’s a conplex calculation,
but intuitively reasonabl e.

2:12: 31 PM

Slide 21 shows how the conbination of options would have
internedi ate effects on househol ds of different incone |evels.
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Slide 22 is the same graph in percentage terns. The conbi nations
of options would have internediate effects on households of
di fferent incone |evels.

2:14: 03 PM
DR. KNAPP turned to the saving | ess option:

Saving less (and using the noney to fund governnent) would have
no short-run econom c inpacts on the Al aska econony.

*Options for saving | ess include:
—Reduci ng inflation-proofing transfers to PF princi pal
—Addi ng |l 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 inconme

*But it would reduce:
—our future investnent earnings
—how nmuch savings we | eave for future Al askans

DR. KNAPP expl ained that the graph on slide 25 illustrates that
from 2010 to 2015, Alaska saved an average of $1.4 billion
annual ly of Permanent Fund realized earnings. He distinguished
bet ween the concept of sustainably saving | ess and unsustai nabl e
savi ng; use of current earnings, as opposed to drawing down the
CBR.

In contrast, spending cuts, taxes, and dividend cuts would have
significant short-run economc inpacts. They would all take
significant anounts of noney out of the econony, but they would
do so in different ways, wth different inpacts on different
Al askans and different relative inpacts on public and private
enpl oynent .

CHAIR COSTELLO pointed out she was told that states that
i npl enent an i nconme tax see | ower job growh.

DR. KNAPP said that is an exanple of a longer term potenti al
economc inpact of an option that they didn't study. He
suggested it would be useful for soneone to research it. He
noted that 35 states have inconme taxes and not all of their
econom es are having issues.

SENATOR MEYER asked if the study considers the efficiency of
col l ecting the revenue.
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DR. KNAPP said no; his general understanding is it is cheapest
to have a state incone tax fornula that is based on the federa
income tax, and that a sales tax is nore expensive to collect.
The study is focused on the noney com ng out of the econony

2:20: 01 PM

SENATOR MEYER said he nentioned it because DOR estimated it
woul d take an additional 50 enployees to collect an incone tax.
He assuned if the PFD was reduced there would be no need to add
nore state enpl oyees.

DR. KNAPP said that is a rel evant consi derati on.

2:20: 38 PM

He said slide 27 shows how |SER conpared relative inpacts of
spending cuts, taxes, and dividend cuts. They used a standard
“econom ¢ inpact analysis” using the |IMPLAN nodel. They began
with the question, "How does spendi ng change?" They standardi zed
it with inpacts per $100 mllion of deficit reduction. They
paired both low and high inpact estimtes based on different
assunptions about how changes in income affect spending and
mul tiplier inpacts. They also paired |low and high assunptions
estimated from different data sources. The earlier presentations
presented high inpact estimates. Low inpact estimates are
slightly smaller, but have the same relative inpacts.

CHAI R COSTELLO asked if they considered the relative size of
famlies in different areas of the state.

DR. KNAPP reiterated that famly size 1is built into the
calculation. He also reiterated that different cuts have
different inpacts. The report gives exanples of the potential
range of i npacts.

DR. KNAPP explained slide 28, the economc inpacts of spending
cuts dependi ng on what is cut.

Cuts affect:
eDirect inpacts on workers’ incones and jobs for both
governnent workers and contractor workers
el nmpacts on contractor sales and spending
eI npacts of reductions in state services

-l nstructure devel opnment and mai nt enance
—Resour ce managenent (fish catches, mne permtting)
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—Transportation (Marine H ghway service, road plow ng,
etc.)

—Qual ity of social services (schools, health care,
parks, etc.)

He concluded that you can’'t generalize about econom c inpacts of

spending cuts. Estimates illustrate a range of potential
i mpacts.

2:26: 55 PM

He discussed the input-output nodel ing nethodol ogy for

estimating short-run economc inpacts of fiscal options, on
slide 29, such as spending cuts, dividend cuts, and taxes. There
are both direct inconme inpacts and job inpacts, as well as off-
shoot inpacts fromthose inpacts, such as spending.

2:28.46 PM

He showed the calculation of direct inpacts on inconme on slide
30. He assunmed a short-run economc inpact per $100 mllion of
deficit reduction. He listed spending cut options and inpacts of
direct earned income in mllions, direct other inconme in
mllions, and why the direct inconme inpact is less than $100
mllion.

CHAI R COSTELLO asked about the capital spending cut option,
which is less than any other option. She asked about the
construction industry.

DR. KNAPP said in cutting the capital budget by $100 mllion, a
| ot of construction jobs will be lost, but not as nmuch as if
wor kers al one were cut.

CHAI R COSTELLO said this illustrates how conplex the calcul ation
is because the operating budget is where state workers woul d be
pai d.

DR. KNAPP pointed out that a dramatic drop in capital spending
affects the noney conming into the state econony and that will be
seen in com ng years.

2:33: 25 PM

DR. KNAPP turned to the topic of calculating economc inpacts on
slide 31: mnultiplier incone inpacts, wth short-run econonic
i mpacts per $100 million of deficit reduction. He noted pay cuts
have a smaller nmultiplier inpact than dividend cuts because nore
of pay goes to federal taxes and savings.
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2:34:52 PM

He continued with calculating economc inpacts on slide 32: job
i mpacts, short-run economic inpacts per $100 million of deficit
reduction. Job inpacts are biggest for cutting governnent
wor kers because they include direct |osses of governnent jobs.
Taxes and dividend cuts have only multiplier inpacts on jobs.

He showed the short-run econom c inpacts under a high scenario
on slide 33 and a summary of fiscal options and estimted
i mpacts per $100 million of deficit reduction on slide 34.

2:39:13 PM

The graph on slide 35 shows estimated job inpacts per $100
mllion of deficit reduction (FTE jobs) and incone inpacts on
slide 36. He enphasized that all the nunbers are big and affect
the econony. The differences aren’'t that great unless a |large
share is going outside to buy supplies for construction.

2:40: 37 PM

The econom c inpacts of reducing the deficit wll depend on what
conmbi nation of options are used - slide 37. Slide 38 is a table
from the report giving exanples of ranges of estimted econom c

i mpacts per $100 mllion of deficit reduction resulting from
sel ected potential conbinations of fiscal options. It makes the
point that the inpacts wll be different based on the

conbi nati on of those that are chosen.

2:42: 43 PM
CHAI R COSTELLO asked what the 25 percent represents.

MR KNAPP provided a hypothetical exanple that conbines four
approaches to raising $100 mllion, and 25 percent woul d be one-
fourth each, or the average of each option. It illustrates
exanpl es of potential conbinations.

2:43: 57 PM

DR. KNAPP turned to regional differences in econonic inpacts of
fiscal options. He showed that incone distribution varies for
different regions of Alaska. Hi's chart highlighted the share of
total 2013 federal income tax exenptions by adjusted gross
i ncome group and Al aska census areas - slide 40.

2:45: 50 PM
He showed the share of state governnent jobs in wage and salary
earnings in different regions - slide 41. Regional economc

i mpacts of state spending cuts would depend on how inportant
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state governnent jobs and income are in the regional econony.
Sonme regions are nmuch nore dependent than others.

Slide 42 shows the relative inportance of |ocal governnent jobs
in the econony. Regional economc inpacts of cuts to revenue
sharing, K-12 education, and other ways that state spending
hel ps fund | ocal governnent woul d depend on how inportant | oca
governnment jobs are in the regional economy. Sone regions are
much nore dependent than others.

2:47:31 PM

DR. KNAPP turned to the total econom c inpacts of reducing the
deficits. Slide 44 shows the estimted incone and job inpacts of
reducing the deficit by different anpbunts using different
options. This gives a sense of what the effect on jobs and
income there would be at any particul ar |evel.

Slide 45 shows how big Alaska's econony is. It lists selected
estimates of Al aska incone and enploynent in 2014. The source is
t he Bureau of Econom c Anal ysis.

Slide 46 shows the estinmated percentage inconme inpacts of
reducing the deficit by different anmounts wusing different
options. Slide 47 shows how jobs are inpacted. He enphasized
that he isn't saying any of the nunbers is the right estimate.
The purpose of the table is to facilitate a conparison of fiscal
opti ons.

2:52: 07 PM

DR. KNAPP raised the question of how nuch is needed to reduce
the deficit. He said they didn’'t study that inportant question

He noted the answer depends in part on what you assune about
future oil revenues and how nuch Alaska is willing to draw down
its savings.

2:53:43 PM
He highlighted Al aska Departnent of Revenue projections for
general fund unrestricted revenues. He noted that this year

general fund spending is $5.2 billion. He showed projections of
forecasts for various years at various oil prices. At $30/barre
there would be a $4 billion deficit.

2:54: 39 PM

He stated that Al aska can't sustain general fund spending over
tinme that is nore than its unrestricted general fund revenues.
This year (FY16) spending is $5.2 billion for government. Over
the next 10 vyears, the general fund revenues from current
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sources wll probably be about $1.5 - $2.5 billion. It will be
necessary to reduce the difference between general fund spending

and general fund revenues by between $2.7 and $3.7 billion. How
much and how fast the reductions need to be depends on future
revenues and the wllingness to draw down savi ngs.

2:56: 07 PM

He continued to say the state has lost billions of dollars of
oil revenues - slide 51. There wll be significant economc

i mpacts of adjusting to | ower oil revenues.

el nmpacts of spending cuts we’ ve already nade:
—l npacts of capital budget cuts on construction industry
—Del ayed because capital projects take several years
—Actual capital spending will decline as nobney from past
| arge capital budgets runs out
el npacts of future adjustnents we wll have to make
—Spendi ng cuts
—Taxes
—Di vidend cuts

2:57:16 PM
CHAIR COSTELLO noted that Representative Otiz joined the
commttee sone tinme ago.

DR. KNAPP addressed how fast the state needs to reduce the
deficit - slides 52 and 53. He highlighted that closing the
deficit in this year could have a significant inpact on an
al ready weakened econony. On the other hand, not rmaking
significant progress would also have significant inpact on the
econony, such as having increased business and household
uncertainty about the future. It could affect future investnent
and downgrade the state’'s credit rating.

He opined there will be a snoother transition if there is a plan
toward a sustainable path and building confidence in the state’s
future - slide 54. If the state substantially reduces the
deficit this year and clearly denonstrates to Al askans,
busi nesses, and investors that it can, and will, finish closing
the deficit there will be a snobother transition. The plan nust

build confidence in Al aska's fiscal future.

2:59:46 PM
DR. KNAPP noted nmany other potential economc inpacts of fisca
options - slide 56. Their studies are only a start in

under st andi ng potential econom c inpacts. He addressed potentia
econom ¢ inpacts of spending cuts |listed on slide 57:
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el nmpacts of reductions in state services?

el npacts on econom ¢ devel opment and future revenues?

eI npacts on future state costs and spendi ng?

eI nmpacts of cost shifting to |ocal governments and service
users?

el npacts on federal matching fundi ng?

el npacts on public enpl oyee work force?

3:00: 39 PM
He listed on slide 58 other potential econom c inpacts of taxes:
*Sonme | evel of taxes is a “necessary evil,” but:

—\What | evel is necessary?
—What kinds are “least evil?”
*Shifting of purchases to non-Al aska retailers?
*Reduced incentives to invest in Al aska?
* Reduced conpetitiveness of Al aska resource industries?
* H gher | abor costs?
 Admi ni stration and enforcenent costs?
ePublic ®“skin in the game” and nore attention to state

spendi ng?
*Fixing the ®“Alaska disconnect” so that growh pays for
itself?

He concluded that not all inpacts are bad. They nmay bring nore

attention to state spending and may fix the "Al aska di sconnect™
so that grow h pays for itself.

DR. KNAPP |isted other potential economc inpacts of dividend
cuts on slide 59:
*Ability of Ilower-incone Alaskans to live in high-cost
rural areas?
*Ability of Alaskans to accunulate wealth for “big-ticket”
i nvestnments such as hones and col | ege
ol npacts on Al aska wage rates?
el nmpacts on how nmany and what kind of people nove to or
from Al aska?
el nmpacts on extent to which Al askans feel they have a stake
in the Permanent Fund and are conmmtted to growing and
protecting it?

He suggested thinking about the long-term inpacts of these
pot enti al changes.

DR. KNAPP summarized that Alaska s fiscal choices wll
significantly affect Alaska' s future econony and society. He
urged thinking not only about short-term econom c inpacts, but
al so about | onger-term econom c and social inpacts.
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3:02: 27 PM
SENATOR MEYER said he didn't see any analysis of tobacco,
al cohol, or notor fuel taxes.

DR. KNAPP said his colleague | ooked at those and consi dered how
regressive they would be. The data shows that higher incone
Al askans pay nore for alcohol, whereas tobacco taxes take nore
nmoney from |ow inconme people. There is simlar inconme data for
notor fuel taxes.

SENATOR MEYER said DOR admitted that Alaska already has the
hi ghest al cohol tax in the nation and he opined that doubling it
will affect small businesses. He asked if that data is in the
anal ysi s.

DR. KNAPP said that is a relevant point and the conparative tax
burden question really matters.

SENATOR MEYER asked about slide 35. He questioned whether the
job inpacts consisting of a spending cut in pay and a sales tax
wi th exclusions woul d have the | east inpact.

DR. KNAPP said yes. He added that it is related to incone
distribution. He provided an exanple of a cut in pay for
government workers having | ess inpact due to higher-than-average
wages and their tendency to save nore.

SENATOR MEYER suggested that a sales tax protects those wth
| ower incones.

DR. KNAPP said that is probably related to the anmount paid by
non-resi dents.

3:06: 58 PM

SENATOR G ESSEL said she is struggling with her take away and
the utility of the study. The last slide in particular is what
has been known for several years. She asked what her concrete
t akeaway shoul d be.

DR. KNAPP responded that "all these things would affect the
econony." He stressed that inconme distribution effects are
definitely relevant regarding cuts and taxes, and decisions
about that ought to reflect consideration of this factor.

He stated that it took witing this report to realize what is in
the last slide. There is a lot nore that is relevant than
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previ ously thought. These results don’'t tell you the right thing
to do, so reasonable people will conme to different conclusions.

3:11: 44 PM

SENATOR G ESSEL comrented that Dr. Knapp has described the
difficulty of the work he has done and she appreciates that for
the public's information. She concluded that it wll take
pati ence, discipline, and vision to get to the right answer.

SENATOR STEVENS said a strong takeaway is having "skin in the
gane." He said perhaps we’'re in the fix we’'re in because people
have not had to pay in the past.

DR. KNAPP agreed it is a reasonable hypothesis. He cited |oca
spendi ng decisions regarding capital projects in Anchorage and
opined that there hasn't been that level of scrutiny at the
state | evel

CHAI R COSTELLO t hanked Dr. Knapp
3:15:16 PM
There being no further business to cone before the conmttee

Chair Costello adjourned the Senate Labor and Commrerce Standing
Commttee neeting at 3:15 p. m
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