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707 A Street, Suite 206 
Anchorage, AK 99501 

UN I VE R S I TY 0 F A I . .A S K A 

FAIRBANKS. ALASKA 99701 

INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 

Representative Clark Gruening, · Chairman 
Subcommittee on the Alaska Permanent Fund 
Alaska House of Repre1:ientati ves 
528 West 5th Avenue, 1·~uite 270 
Anchorage, Alaska 99Sj)l 

Mr. James Edenso, Deputy Commissioner 
Alaska Department of R~venue 
Pouch SB 
Jun~au, AK 99811 

Dear Sir-s: 

December 15, 1977 

The Institute of Social and Economic Research hereby submits the 
enclosed report entitled The Permanent Fund and the Growth of the 
Alaskan Economy: Selected Studies. The report, pr-epared under con­
tract to the State Department of Commerce on behalf of the House 
Subcommittee on the Alaska Permanent Fund, analyzes the economic and 
fiscal effects of a) alternative contribution levels to the Fund; 
b) alternative uses of the Fund's earnings; c) selected in-state 
i nvestments of the Fund; and, d) in-state placement of the 1969 Prudhoe 
Bay bonus money. 

The compr .. ,ssed contract period for performing the work precluded 
the preparation of a preliminary draft and the solicitation of comments. 
!SER could compensate for this shortcoming by preparing a condensed 
supplemental report designed to reach a broad audience. This supple­
mental report would benefit from any legislative or departmental com­
ments the final report elicited. 

Bucause the ba~ic anttlytic tool designed and used in the conduc~ 
of the study is a computer program, additionAl analytical work can bo 
performed efficiently and at low cost. Por example, both the timing and 
the level of revenues, expenditures and/or contributions to the fund 
could be easily modified within the structure of the existing program 
and the corresponding outputs re-analyzed. 
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ISER would be pleased to have the opportunity to prepare the supple­
mental report and/or conduct additior.al analyses . We have enjoyed working 
with the Committee and its staff and trust our work will be of use to the 
Committee as it fulfills its charge to recommend how the Permanent Fund 
should be structured and implemented. 

As you read the report, I call to your attention one unavoidable 
conclusion derived from the study. It dramatically underscores the danger 
of making incremental investment or expenditure decisions without regard 
for their long-term economic or fiscal effects and poignantly highlights 
the need for the legislature to engage in long-term fiscal planning. 

If we can provide any further information or elaboration of the 
study' s findings, we will be pleased to do so at your request. 

LG/m 
encl. 

With best regards. 

Since~ 

~V,)w~v~~L 
Lee Gorslch 
Director 

Oll i\~ 11 PLVUYAIPMAll 



Clark Gruening, Chairman, House Permanent Fund Committee 

FROM: Lee Gorsuch, Director, Institute of Social and Economic 
Research, University of Alaska 

SUBJECT: Alaska Native Regional Corporations and the 'Permanent Fund 

February 1, 1978 

In late July, w.e agreed to include several questions related to the 
Permanent Fund in the study of regional corporations we are conducting 
in collaboration with the Alaska Native Foundation . The questions in­
cluded were designed to (1) ascertain Native regional corporation views 
of potential Permanent Fund investment needs and of possible opportuni­
ties in rural areas, and (2) explore potential areas of cooperation 
between the Permanent Fund and Native corporation investments. 

We have made no material changes in the responses we received, nor 
have we analyzed them. The responses constitute the views of selected 
executives of six of the twelve Native regional corporations. This 
memorandum summarizes the responses we obtained which included spccif :1.c 
ideas and examples of investment opportunities and perceptions of the 
broader Permanent Fund policy issues. 

While our overall study covers all Native regional corpora tions, we 
were only able to address the Permanent Fund related questions to six of 
them. This is due primarily to our survey hnving already been completed 
in a number of regions prior to the add on of the Permanent Fund related 
questions in late July. 

General Investment Policies and Goals 

Respondents were asked for their opinionfl as to whnt Permanent Fund 
investment policies nnd goals should be in general and how they should 
apply to rural areas in pnrticu~nr . 

All respondents supported the concept of the Permanent Fund and 
generally regarded it to be of great potential value in meeting rural 
area needs. 

l't.l!A SU HIW l.Y IJ V .l\IRMl\11. 
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Some Specific Comments 

o The Fund should be used primarily to ensure that ther~ is 
sound and steady growth in the economy of the state. Don't 
want rapid growth booms and busts ••• Use the Fund t o help 
stabilize the economy ••• Help knock out the valleys and 
knock off 'the peaks on the economic grouth of the state. 

o The Permanent Fund should not be used to any great extent 
to subsidize something that cannot naturally occur or at 
least stand on its own after a brief period of time ••• · 
Don 1 t like the idea of subsidized business, but could use 
the Fund to help get things going and then get out; that 
sort of thing. 

o Remove from political spectrum. 

o Can't differentiate between urban and rura l areas and 
projects. Need to look at each individual investment • • • 
The availability of other funding in urban areas and lack 
of it in rural areas, will soon take the Permanent Fund 
to rural areas and small communities. 

o Rates of profit are not commensurate with the risks that 
exist in rural areas ••• If the Permanent Fund has a goal 
of doing something for rural Alaska, it is going to have 
to accept something other than the maximum return. But 
this may be justified by reducing other costs or enhancing 
other returns to the public tlrnn directly in terms of 
Permanent Fund growth ••• Rates of return can take into 
account broader values through shadow pricing. 

Relationship Between Permanent Fund and Regional Corpor a tions 

All r espondents expressed an interest in having Permanent Fund 
monies available to xegional corporations in support of their i n-state 
inves tments . 

There was consensus that the Permanent Fund should be a source of 
funding and perform a role comparable to that of a bank. It should 
provide funding on the bas is of proposals and nprcopriate collateral, 
similar to EDA, FHA, state loan progrnms, etc. 

While emphasis was on loan programs, the possibility of joint 
ventures was also envisaged. Under such c:ircumstances, according to 
our respondents, the Permanent Fund should provide money only, not 

fJLEl\5C rlCPI. Y U Y AlrlM/\ IL 
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management. It would, in effect, become a limited ,partner, with the 
applicant corporation functioning as the general partner. The res­
pondents fully accepted the accountability associated with the part-

, nership arrangement but were insistent that the state should not ~e 
directly involved in management of particular enterprises. 

Interest was also expressed in intermediateterm financing. Com­
mercial banks generally finance projects on a 5-7 year term, maximum, 
and insurance companies lend for a period of 20-30 years. The res­
pondents felt a void exists in the availability of 8-20 year money. 

Respondents also emphasized the need to make money available 
expeditiously, without too much red tape and delay. (It was suggested 
that sometimes the real cost of "cheap" money (e.g., 5%) turned out to 
be about 20%.) 

One respondent saw no reason to support Native corporations by 
virture of their being Native corporations or just to put money into the 
bush. This respondent suggested that the Permanent Fund participate 
only when a beneficial investment can be shown. At the same time, this 
respondent felt that there were many opportunities for "beneficial" 
investments in rural areas and with Native corporations. 

Financing Corporation Investments 

An attempt was made to elicit specific examples of situations where 
the Pennanent Fund could today assist, or could in the past hove assis­
ted, with the financing of regional corporation projects: 

o The Harbor View apartment complex in Kodiak is a t this time 
financed by a credit union (507.) and by Koning Corporation 
(507.). The project meets local needs, creates jobs - and 
is carrying itself. No commercial institution would touch 
the project initially, and public funds would have helped. 
Even today, Permanent Fund participation in the project's 
financing could free Koning equity and enable Koniag to 
initiate other proJCCts. As Mortgagor, the Permanent Fund's 
investment would be secured hy A profitable renl estate 
proj ect. 

o Similat'ly, Ahtna Lodge at c·.enallcn hos a very high regional 
corporation equity. Add:t -{onal financing was provided under 
the State Tourism Loan Pro8ram, by a private bank, and by 
CEDC. Refinancing of Ahtna's equity would free its capi­
tal for further investments. If the interest rates of the 
new capital provided by the Permnnent Fund were lower than 
cut'rent ones, profitability could be achieved earlier even 
with a higher debt level. 

PLl!A SE ~Cf1 l.Y IJY AIRMAIL 



Clark Gruening 
February 1, 1978 
page 4 

o Cook Inlet has several high yield projects, including office 
buildings and hotels, where conversion of eq1ity into a 
loan, consolidation of existing debt, and refinancing of 
existing medium-term notes could all have a very favorable 
economic impact on the corporation. 

o Most of respondents regarded fisheries to be one economic 
activity in which Permanent Fund loans or guarantees could 
have made investments possible in the past and could still 
facilitate projects presently and in the future. In each 
case, capital requit:'ements were viewed as having been or 
being too large to be borne solely by the regional corpora­
tions. Among the investment possibilities cited were major 
high sens processing ships; boats and on-shore plants; and 
a large enterprise involved in harvesting, processing, and 
sales of sea foods. 

Areas of Prospective Investment 

Fisheries and mineral resources development and processing were 
mentioned over and over as prime candidates for future Permanent Fund 
support in the various regions. 

As might be expected, the principal emphasis in fisheries was on 
high seas and on-shore f acilit.ies related to taking full advantage of 
the extended (200 mile) fisheries jurisdiction in the waters adjacent 
to Alaska. Great opportunities are seen for large-scale protein de­
velopment, but concern exists about obtaining initial financing for 
what, in effect, will constitute a new appl."onch to fisheries in the 
United States . Financing is seen as being required for large f leets, 
on-shore instnllations, transportation nnd marketing, research -- in 
other words, everything to initiate broad utilization of off-shore 
fisheries. 

A number of regions currently have mineral contracts with options 
to participate in production if exploration indicates existence of 
economically feasible resource depoaits. Exercising such options will 
mean that regional corporations will hav~ to puy a share of fucure 
cos ts. While under such circumstances private financing of what would 
likely be large capital requirements could probably be arranged, res­
pondents felt the Permanent Fund could earn a high yield by financing 
such venturea ••• Specific opportunities suggested for Permanent Fund 
involvement in the minerals area were the development and induotriali­
zation of the Beluga coal fields and the establishment of a cement 
manufacturing plant. Aside from these specific areas, others were 
mentioned only in general terms. Those included geothermal energy de­
velopment, housing and investment gunronteeu, and OCS-relnted projects. 

Pl EJ\ Sf rll.; f'LY U Y l\IRMJ\11 
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Other Comments and Suggestions 

Human resources development was stressed by a number of respon­
dents. While several pointed to job creation as a major goal for rural 
areas, another respondent saw this factor pertinent only as a consid­
eration if judging between two projects of equal merit, believing that 
most investments in Alaska would assist with local employment. 

One respondent saw the lack of people with interest, attitudes, and 
skills appropriate to business and financial management as the greatest 
nbsta('! le to d~\'~lop!!!~nt i!l rural .. A .. leek~. 

A suggestion was made that the Permanent Fund could facilitate some 
sort of one-stop-financing service. '!'he idea came up in connection with 
a discussion of constraints facing small business, where money may be 
available but not getting to where it should or could be. Many existing 
financial institutions simply do not service rural areas. A servicing 
facility or process sponsored in connection with the Permanent Fund 
coul~ actually facilitate the availability of commercial financing und 
of OL11er funding sources, such ns EDA, SBA, BIA, and others. 

The hope was also expressed that the Permanent Fund would encournge 
a greater unders tanding of rural investment opportunit:f.es and investment 
environment. It was pointed out tl1nt most of the demand studies and 
many f casibility studies clone for rural areas are bused upon urban 
notions of yield and, therefore, often greatly understate ris ks and 
misinterpret the return opportunities . Even the most skilled appraisers 
are not sufficiently qualified to deal with rural areas and make nppro­
priate judgements. If the Permanent Fund :l o to obtain good feasibility 
studies , our respondents felt it will need to develop its own capnhility 
to analyze economic nnd business opportuni ties or to sponsor somebody 
else in development of the appropriate analytic capability, as docs tl1e 
World Bonk and other international lending institutions. 

In conclusion, I want to emphasize that ISER hos not nnnlyzed or 
endorsed the s uggestions offered above nor uhoulcl they he interpreted 
to be an of ficol position of the Alaska Native regional corporations. 
Rather, these ore the views of severul executive ot:ficm:s of the cor­
porntions. 

LG/m 

PLliA S I: n r; ri..v OY AlnMAll. 
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Anchorage, AK 99501 

lTNJ\'ERSITY OF ALASKA 

FAIRBANKS. ALASKA 99701 

INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 

Representative Clark Gruening , · Chairman 
Subcommittee on the Alaska Permanent Fund 
Alaska House of Representatives 
528 West 5th Avenue, Suite 270 
Anchorage, Alaska 99501 

Mr. James Edenso, Deputy Commissioner 
Alaska Department of Revenue 
Pouch SB 
Juneau , AK 99811 

Dear Sirs: 

December 15 , 1977 

The Institute of Social and Economic Research hereby submits the 
enclosed report entitled The Permanent Fund and the Growth of the 
Alaskan Economy: Select ed Studies. 'l'"he report, prepared under con­
tract to the State Department of Commerce on behalf of the House 
Subcommittee on the Alaska Permanent Fund, analyzes the economic and 
fiscal effects of a) alternative contribution levels to the Fund; 
b) a l ternative uses of the Fund ' s earnings; c) selected in-state 
investments of the Fund; and, d ) in-state placement of the 1969 Prudhoc 
Bay bonus money. 

The compressed contract period for performing the work precluded 
the preparation of a preliminary draft and the solicitation of comments. 
ISCR could compensate for this shortcoming by preparing a condensed 
supplemental report designed to reach a broad audience . This supple­
mental report would benefit from any legislative or departmental com­
ments t he final report elicited. 

Because the basic analytic tool designed and used in the conduct 
of the study is a computer program , additional analytical work can be 
performed efficiently and at l ow cost . For example, both the timine and 
the level of revenues , expenditures and/or contributi ons to the fund 
could be easily modified within the structure of the existing program 
and the correspondi ng outputs re-analyzed. 

PLl: AllC ll CPLY llY AIRMAIL 
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" \1 
ISER would be pleased t;p have the opportunity to prepare the supple-

mental report and/or conduct additional analyses . We have enjoyed working 
with the Committee and its staff and trust our work will be of use to the 
Committee as it fulfills its charge to recommend how the Permanent Fund 
should be structured and implemented. 

As you r ead the report, I call to your attention one unavoidable 
conclusion derived from the study . It dramatically underscores the danger 
of making incremental investment or expenditure decisions without regard 
for their long-term economic or fiscal effects and poignantly highlig~ts 
the need for the legislature to ~ngage in long- term fiscal planning. 

If we can provide any further information or elaboration of the 
study ' s findings, we will be pleased to do so at your request .• 

LG/m 
encl . 

With best regards. 

Sincerely, 

~ CJtJV\N).~ 
Lee Gorisuch 
Directori 

PLGASE REPLY BY AIRMAIL 
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THE PERHANENT FUriD AND 'f HE GROWTH OF 
THE ALASKAN ECONOMY: SELECTED STUDIES 

EXECUTIVE SUMMARY 

The contract under which this project was done outlined four general 

study areas . Each centered upon a distinct question related to permanent 

fund policy. 

I. What are 
what are the 

the long run fiscal and ec~nomic prosp~cts for Alaska and 
impacts on these prospects of the Permanent fund? 
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Figura l shows the basic patte1~u of future state r~venues (R99S) 

to be one in which the growth of total revenues reflects the cyclical 

nature of patroleum related revenues (RP9S) . A significant decline in 

petroleum revenues leads to a corresponding decline in total revenues 

and adjustment to a lower long term growth path . 

F igure 1 - PROJECTED STATE REVENUES 
6 ,....--~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~--

5 

3 

2 

0 
t 97!i 

R99S ., '1'01'/\I. ST/\TP. Rl~\'t-:NUF.S 

,,,,, --
/ ' 

/ ' 
/ ' 

/ ' / / '~,.p 
/ .... .s-

/ ' 
/ ', 

/ RP9S .. ·rorr.1. Dlltr:CT l'F.TnOl. LU~I .... 

,.., / / RJ-:VJ:NUf.S '..._ - - -

~ --
00 0 5 90 95 

Y£AR 

-----
2000 

I 
I 
·I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



iii 

Figure 2 on the same scale presents projected state expenditure 

growth at rates comparable to three periods of post-statehood growth. 

Compari ;on of Figures 1 and 2 ~hows that even expenditure growth rates 

such as experienced by the state immediately after statehood cannot be 

sustained beyond the late 1980s. 

Figurn 2 PROJcCTED STATE EXP EN DI TURES 
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A basic simulation of Alaskan economic growth. shown in Figure 3 

indicates the magnitude of the adjustemnt in state expenditures (E99S) 

necessary to attPmpt to maintain state financial solvency. Total expen-

diture growth has a ten yea~ hiatus. At the same time, the permanent 
• 

fund (PFBAL) grows to a level of $3 billion. 

• 

Figure 3 -S IMULATED STAT E FISCAL POSITION 
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Figure 4 reflects the fact that in spite of this expenditure reduc-

tion and the permanent fund the general fund balance (GFBAL) falls below 

zero in the early 1990s and reaches - $10 billion in less ~han ten years. 

This represents the amount of alternative revenues which must be gener-

ated within that period to get the state back on a "pay as you go" basis 

represented by the ratio of total current revenues to current expendi-

tu1•e::; ( REVRAT) no t .i.ncludiug pe1°Ulcilltrn L fu11<l t.:Oll tt~ibul:iun::; . 

-

Figure 4 - SI MU L ATED STATE FISCA L POS ITION 
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At a 25 percent contri ' :on rate and 7 percent return, the perma-

nent fund generates a substanti al amount of annual income (RIPF) . As a 

percentage of total expenditures (PFCON), Figure 5 indicates that its 

contribution can temporarily exceed 5 percent but will rapidly decline 

because of a slowdown in the growth of the fund itself. 
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From the perspective of the average citizen of Alaska, the constant 

dollar (1967 U.S.) value of the permanent fund and the permanent fund 

earnings (PFBLRPC and RIPFRPC) exhibit long ru~ cyclical behavior. 

Figure 6 shows they rise rapidly until the early 1990s and then fall 

off rapidly. 
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The total sta~e expenditure pattern which indicates a decline in 

the late 1980s is reflected in Figure 7 in a significant real decline in 

per capita state expenditures (E99SRPC) which put s the l evel of services 

about 1995 substantially below present levels . 
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The assumption of a 25 percent increase in petroleum revenues begin­

rd.ng in 1983 above the level which can presently be reasonably projected 

1~hanges the timing of future events but not their pattern. In Figure 8 , 

the indicators of state financial viability f r om Figure 4 are repeated 

with values taken from a simulation with higher assumed levels of petro­

.leum revenues . The general fund balance remains positive an additional 

:rear but there is very small change in the time when there is a deficit 

c>n current account . 

This results because the availability of increased general fund 

:revenues has led to an increase in state spending. This has, in turn, 

,generated economic growth and with it some "feedback" on the demand for 

state expenditures. 

Floure 8 - POSITION OF STATE A SS UM I NG 25~~ INCREASE 
IN PET ROLE U M REVE t, UES 
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A substantial increase in the contribution rate to the permanent 

fund has the opposite impact on the financial position of the state. 

Figure 9 shows that in the case of a 95 percent contribution rate expen-

diture growth slows such that revenues exceed expenditures for a longer 

time ·than otherwise. However, such a large amount of money becomes 

"locked in" to the permanent fund that the general fund balance becomes 

negative before 1990. 

Figure 9 - FISCAL POSITION OF STATE ASSUMING 100% 
CONTRIBUTION RATE PERMAN ENT FUN D 
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Larger pe~manent fund contribution rates remove money from the 

general fund and thu~ eliminate the possibility of it being spent on 

current budget appropriations. The resultant slowdown . in economic acti-

vity is shown in Figure 10 where total employment (EM99) is plotted in 

the two cases of 25 percent and maximum (95 percent) contribution rates. 

With higher contributions growth is slower in early y~ars but is later 

more rapid because the larger balance is able to temporarily provide for 

about 20 percent of state expenditure needs from earnings. 

Figure 10 - I MPACT OF PERMA~i ENT FUND WITHDRAWALS 
ON ECONOM I C GROWTH 
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l 
These simulations and others indicate that in the 1980s a very sub-

stantial general fund balance will accrue to the state. A relationship · 

between the general fund balance over and above immediate operating needs 

(PFSUPBL) and the permanent fund (PFBAL) as pictured in Figure 10 . A is 

typical. During the next fifteen years this supp~emental fund is likely 

to be substantially larger than the general fund . To concentrate on the 

permanent fund as a mechanism for controlling the patterns of Alaskan 

development overlooks this even larger fund source. This supplemental 

fund should be managed explicitly to allow state expenditure growth to 

adjust to the realities of s~:atc finances after petroleum revenues begin 

their decline. 

Fl gu ro 10.A - REL~TION S H I \J OF PERM AN ENT f-UN D AND SUPP LE MEfH AL FUND 
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A first step in this direction involves adjusting expenditure .growth 

to hit a target determined by real demand for public services rathe:C' than 

allowing it to fluctuate with the vagaries of short term revenues. Figure 

11 illustrates one set of state expenditure patterns based upon gr~wth cf 

state expenditures at the same rate as real per' capita personal incc>me. 

Even in t hese cases representing conservative (about 12 percent) state 

expenditt.t"e growth , cutbacks are essential in the 1990s . Without f()re­

s i ght , a massive cutback is indicated in 199Li in case A while with the 

larger petroleum revenues of case Bit is not necessary until 1997 , but then 

much larger. Anticipation of the revenue shortfall leads to the smc>other 

case C which allows highest expenditures in the long run. Case D involves 

more rapid growth cc the target and thus earlier and more substantial re­

duction of expenditures. 

Figure 11 - POSSIBLE TARGET EXPENDITUIH: GROWTH n ATE 
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Figure 12 shows for these state expenditure patte1"tls th~ implica-

tions for the level and growth of per capita real state expenditures. 

Significantly , even in the· case where t he revenue shortfall is antici-

pated (C) there is a substantial fall ~n the level of s~rvices provided 

by the stn.te. In the 1990s it is substantially below present levels. 

Figure 12 - LEVELS OF PER CA PIT A STAT E EXPENDITU RES 
IMPLI ED BY TAR GET GFIOWTH PATHS 
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More sophisticated targets can be developed for state expenditure 

growth which take into account explicitly the unique long term revenue 

situation in Alaska . Figure 13 shows the state expenditure patterns de­

rived from two such targets in contrast to the previous case A~ Linking 

expenditures to expectations of future petroleum receipts (B) increases 

expenditures in the present relative to the future. Linking expenditures 

to the buildup of the balance in the permanent fund (C) delays expenditure 

growth until a future date. · This allows larger expenditures supported by 

higher fund earnings, but ultimately all cases return to essentially the 

same gro~h path. This illustrates that the choice of expenditure pat­

terns in the short run has implications for longer run growth but ultimately 

the underlying relationship between non-petroleum revenues and state ex­

penditures will re-emerge to constrain state spending. 

A 

n 

c 

Figure 13 · POTENTIAL OENEFIT MAXlrAIZ IN G EXPENDITURE 
GROWTH PATHS 
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Finally, in Figure 14 another dimension of the tradeoff involved in 

the choice o= expenditure growth patterns is shown . The state revenues 

received in the case C where growth is linked to revenues received re-

sults in higher earni ngs from fund balances ~ut eventually, because 

state expenditures are stimulated, the per capita real revenues decline 

below the ot her cases . 
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The present state expenditure decisions from this perspective in-

valve three tradeoffs which have implic~tions for 

1 . the size of the economy, 

2. the total amount of state rev~nues, and 

3. the long run timing of state expenditures. 

II. What are the economic implications of varying the assumptions re­
garding use of the earnings from the permenent fund? In particular~ 
what is the effect of Alaska Inc . on the economy and state finances. 

The economic impact of changes in the use of the earnings of the 

permanent fund is significant because of the large size of the fund it-

self. However, since the fund grows more ulowly as t i me passes the 

importance of any policy change regarding earnings disposition declines. 

The moet impo~tant impact of any use is upon the level of the fund 

balance its :?lf. Reinvestmc11t of earnings increases the balance s ign if i-

cantly while 11sing the earnings to increase state expenditures leads to 

rapid depletion of the eeneral fund and nny money which can be withdrawn 

from the per·manent fund. Alaska Inc. and a personal income tax rebate 

occupy essentially middle ground in their impact on t he fund since t~ey 

prevent a faster balance buildup but do not in~Pease demand on the fund as 

does an increase in state expenditures under tho conditions of the 

"ratchet effect" of state spending assur:1ed in the analys i s . 

In terms of aggregate economic impact , all alternatives were signif i-

cant. Reinvestment of earninBS shifts the pattern of growth toward more 
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rapid future growth while the opposite is true in thP. othP.1", 'fhey all 

reflect the fact that an increase in the level of disposable personal in-

come resulting from spending fund earnings results in o\erall growth of 

the economy much larger than the original change. 

The cases in which growth of the economy is accelerated in early years 

also illustrate the fact that in these cases the slowdown necessitated by 

the financial difficulties projected for the state would also be larger. 

Finally, the Alaska Inc. program seems to be more effective in getting 

additional ir.come into the hands of individuals than a ta>: rebate. Be-

cause of the provision of multiple snares after every five year increment 

in a person ' s length cf residence, the value of an individual share begins 

to erode in r eal dollars less than ten years after the progr am is insti-

tut<;:d. 

III. What are the economic impacts of the types of projects which might 
be financially assisted by the permanent fund? In porticulat• , what would 
be the impact of a large refiner y or fisheries enhancement program? 

The petroch6mical and fisheries enhancement projects cannot be di-

rcctly compared to one another because of the large differences in size 

of the proposals and also because no explicit assumptions can be made 

regarding the method or size of permanent fund financial participatLon 

in either proj 0 ct. It i s more valid therefore to concentrate on the com-

parison of each lo ~ base case simulation. Tho petrochemical f acility 
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repres ents a very capital intensive project while the fisher-ies enhance-

ment program is labor intensive. 

Construction of the petrochemical plant leads to a "mini-boom" which 
.. . 

results in an apparent long run increase in the level of aggregate eco-

nomic activity. The capital intensive nature of _the refining process 

notwithstanding, the employment impact is substantial because the construe-

tion phase is relatively labor intensive. Both the "boom" and the long 

I run economic growth are regionally concentrated in the Anchorage and 

Southcentral areas. 

Fisheries enhancement results in growth of the economy which is 

not accentuated but it i s steady and leads to substantial long run in-

creases . Becaus e of the regional dispersion of t he hatcheri es the impact 

is not concent rated in any r egion. Interestingly, however, near l y 50 

I 
percent of the growth occurs in Anchorage where there is no prima·ry 

employment increase . 

I The r efinery provides state tax revenues t hroueh t he taxation of 

I both bus i ness and personal inc.:ome while the impact of t he fisheries 

enhancement program i s primarily in tho form of personal 1 l X increases . 

I Ravcnuos genoratod ara s ignificdnt bul les~ than l percent of t otal 

state t'ev~nues by 1990 in either ca so . State expenditure growth 

cxceeda revenue g~owth i n each caao by u conuiderabl e margin because 

of the t argot l evel sot: for:- otato ci<ponditurcs on a per capita bas.is . 

. , 
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In both cases local revenues inc~eose substantially. The re-

f ine~y pays a substantial property tax but a significant portion of 

the local revenue increase. comes f rom secondary increases in property 

values . The increases in the fish hatcheries case come primarily from 
. " 

secondary increases in property values . 

IV . What was the economic impact of the placement of $100 million in 
time certificatee ~:ith l\lu.skan banks by· the Stati: of Alaska 
between 1969 and 1971? 

In tcrm3 of aggregate economic indicators it is difficult to iden-

tify any direct economic impact of this l arge i ncr-ease in the amount of 

capital available to the banking system . Banking statistics for t his 

pe·.'.i.od indicate a r elative shift in portfolio holdings away from loans 

with u later retui:-n to the old l"'a tio . This may be pat'tially e>:pl.iined 

by four fac tors operating to limit the capacity of the 01..:tks to fully . 

ut ilize t hese funds for ins tate loans : 

1 . the absorptive capRcity ~f the system to such a largo increase , 

2. tho short avoraee term of these deposito , 

3. stntc regulations requiring nubstant i .:il coll.a teral bacldng 

for otatc deposits , and 

'• . state usury laws . 

In term~1 of equity cf focts tho G. 25 percent return earned by the s t.:itc 

on t hose loans was well below the nvcrage return on the romnindcr of their 

North Slopo pol.'tfolio be tween 1909 and 1973 of 7.5 percent . The di ff.!r -

ence 1.Jetween these l.'lltos l a an i ndicotion of t he stato ' n "opportuni y cogt" 

.1· 
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for theGe ccrtificatcc of depos~tc from the point of v .ew of a profit 

maximizing objective. 

On the other hand, there may or may not have been excess profits 

. . ..; 
transferred to the banking sector. It is dependent upon whether the 

negotiated price was the result of arms length negotiations and the banks 

were bidding competitively. Discussions with bdividuals involved inci­

cate tl· :.s was the case . Aggregate profit statis\:ics can neither verify 

nor refute this. 

It is also not possible to determine whe~her any benefit in terms 

of l ower loan rates reached the consumer because of the increas i ng interest 

rates nationally which affected Alaska conditions. 

In terms of the efficient use of the resources of state govern ment , 

it must be asked whether this method was the most efficient in terms of 

tho stated objective of stimulating Alaskan economic erowth . 
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PART I 

THE PERNAHCHT rwm AHD THE PATTERN OF STATE EXPENDITURES 

A. Introduction 

Using not ur,reasonable assumptions regarding the level of future 

petroleum related state revenues , the Alaska permanent fund will grow 

to $1 billion in 1984 , $2 billion in 1998 , and $3 billion by 2000 . 

If the dedication rate is raised from the present 25 percent level or 

if income generated by the fund is reinvested, the growth will be more 
I 

rapid. The disposition of such a large pool of money would have sig-

nificant impacts upon any economy; but because the economy of Alaska 

is small, the polici1;?S adopted regarding fund contributions and dis-

perscrnen t:.: of eat.'n ings will in future yee;rs be of central importance 

to the course of gl'.'owth uf the Alaskan economy. 

To illustrate tlv~ relative importance of the fund in the future 

Alaskan economy, it can be noted that in 1989 when the fund balance 

wlll exceed $2 billion, total personal income in AlaGka will be in 

the $10 - $12 billion ranee . The permanont fun<l might thus repre3enl: 

the equivalent of 20 percent: of personal income in a.single year. 

Leot one assume t hat this wlll eliminate nll f uture f inancial 

problems f<n" the state of AlaGka, it s hould be kept ln mind that in 

1969 whc11 the s tate rece ived a $900 million bonus from the sale of 

lca~es around Prudhoc Day, total atatc p0rsonal income was $1.27 billion . 

Tl1c: Pt•uclhoc! Day lcnsc money Hun cqui va l e11 t: to over 70 pet'cen t of pct"­

:;on..i l income in l\la!Jka for• that ye::ar . Ye t over' u fj vc-ycut' pcl".tod, the 



bonus money had all been spent and m~ny Alaskans were left 

where the money had gone and what the return had been . In terms of 

the state .budget, which in 1969 fiscal year was $151 million, the lease 

bonus was six times larger. Assuming very moderate state budget growth 
' 

in l ine with historical patterns in other states, in 1988 the state 

operating budget will be on the Ol'der of $3 billion. A permanent fund 

of a size comparable to the 1969 lcu3e bonu3 fund would at ~\--..1... ·•·.!--
L llC.L L..Llllt:: 

need to be $18 billion, rather than its projected level of $2 billion. 

Thus; the fund will be substantial but not monumental if viewed 

in perspective , and its primary impacts on the economy may not be the 

result of what the fund can purchase or generate through investment 

activity but rather the result of both the fund operating to channel 

state revenues out o f the normal state spending stream and also of a 

savings mentality erowing out of the fund ' s existence. 

The petroleum revenues which support to a la1•ge extent state 

cove1'ntnent operations wi ll probably not cont jl'\ue to do so in the 

fu·turc. The permanent fund is a device for savine some o.f the revenues 

received in the pre~ent so that they can be spen-t in the future , when 

pet1•oleum revenue growth declines either relatively or absolutely. 

This oc t: of savi ng , i.nst i t:utionalizc.:d in the pm'mancnt fund , serves 

two f unctions by removi ng money from t he general f und . First, to 

the extent that it lee. l s t o a reduction in state government spending 

in the present , the growth of the economy is moderated and this , in turn , 
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leads to a moderation in the rate of increase in the demand for 

government services in t he future. 

Second, to the extent that the permanent fund monies are ul ti­

mately available for meeting the needs of the state government , the 

permanent fund serves as a device to focus thinking on the problem 

of long-run budget bal anci?g over the complete cycle of petrol eum 

revenue expansion and decline . It focuses ·attention on the question 

of how much expenditure in the state government sector in the present 

is feasible given reasonable expectations about long-run petroleum 

revenues and the necessity to maintain the state treasury in a 

positive cash position. 

' 
It is to these questions that this section of the study is ulti­

mately addressed. It attempts to indicate the link which exists between 

the size of the permanent fund at any time and the s ize of the Alaskan 

economy. It also presents some preliminar•y analyses of permanent 

fund contribution and disposition policies which would help the state 

budget to remain balanced over the lone i-•un and at the same time maxi­

mize economic well-being for Alaskans . 

In attempting to accomplish these tasks, much preliminary infor­

mation must be presented i~egarding the likely size of the permanent 

fund under different assumptions , as well as its relative size and . 

importance in the economy , and the size and growth of the Alaskan 



e"--:·nomT in generai. This info1-imation .will· be of geueral im:e-rest, 
', 

and thus its presentation bec'omes another objective of. this section 

of the study. 
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B. Struc'LUl .. t:! of the i::er•mauent Fund 

An amendment to the Alaska Constitution was necessary to establish 

the Alaska permanent fund. This is because the Constitution specifi-

cally forbids the dedication of pl'C'~eeds frorn taxes or 1 i..censes for any 

special purpose except in the case of joint federal/ state participation 

programs. The relevant section of the Constitution is Ar•ticle IX, 

Section 15. , which reads as follows: 

SECTIOlf 15 . ALASKA PERMANENT FUND . At least t wenty­
five percent of all mineral lease rentals, royalties , royalty 
sale proceeds , federal mine1•al revenue sharinc payments and 
bonuses i~ecei ved by the State shall be pla.cecl i n a pernianent 
fund , the prlncipal of which shall be used only fol.~ those 
income-producing investments specifically designated by 
law as eligil>lc for permanent fund investmento. All income 
f rom the permanent fund shall be deposited in the general 
fund unless otherwise provided by l aw. 

'fhe letter of intent accompanying the proposed amendment f rom 

the governOl.' int;luded t he followi ng points of clui,if:i.cation: 

l) The permanent fund would not include proceeds from petro-

l cum e xp l oL1ution , production, and propc: t> ty taxes a :.; l i.sted unde1• 

J\Sl13. 56 . 

?. ) The f und would exclude receipt.; fl"Olll pc tY'ol cum reser ves and 

ad Vulorom taxes as ind.i<'!u l:ec.1 und(lr J\543 . 50 . 

3) Tlic monieG dedicated to the fund would be u~ocl only for 

income producinr. investment!.! . 
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4) The fund could not be utilized to finance the general oper­

ati~g expenditures o~ general capital improvements of ~he state. 1 

Since the approval of the amendment by the elector1ate in Novem-
,. 

ber of 1976, interest has centered upon interpretation o~ some of the 

terms used fn the amendment and upon the development of legislation to 

implement the fund. In particular, a workable definition of an invest-

ment which is ''income-produci?g" must be developed. In terms of en-

abl~ng legislation , the immediate question is that of th~ types of 

income-producing investments which should be specified by law as el~-

gible for' permanent fund investment. Questions of organization, manage-

111cnt, and r eporting must ·also be answered. Dccause these and other 

questions are only now being discussed , the analysis in this study 

must adopt a :flexible approach to the modeling of fund behaviov and 

udministration . 

Since the focus of the study is upon not only the relationship 

between tho operation of the :fund and the economy, but also upon the 

long-run adequacy of state goveX'ntnent finances, tho emphasis in this 

portion of tho study w.i.11 be upon tho pe1•rnanent f und as a "savings 

account." Othel" fund objectives aro recognized, such as "community 

development" and "controlled c:iconom:i.c divers ification." These objec-

tivcs are analyzed i n detail :ln other studies and thus not directly 

addressed here . 

1 State of Alaska, Department of Revenue , "Permanent Fund," Revenue 
Journal, Vol. l , No. 2 (October 1976), pp. 11-5. 
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The fund proceeds \·Till be placed in investments, some of '·:hich arc 

within the state and some of which are outside the state. Clearly, in-

vestments made outside the state will have no direct impact on the 

private economy of Alaska. Investments made in Alaska may have an .. 
impact upon the aggregate Alaskan economy , or they may merel y displace 

an investment which would otherwise have been made by the private 

sector- -by either an Alaskan Ol"' a 11011-Alaskdn. To the ext .. mt that 

capital markets operate smoothly and efficiently, then capital in 

Alaska will be fungible . That i s , i nvestor:: ~d 11 be aware of all 

investment opportunities and tl1e probabl~ return on those investments . 

The Alaska permanent fund would be only one; of many i1 vestors bidding 

for the right to make a particular investment. 

run~ilJility of capital may be lackinB between Alaska ancl the 

r est of the world because:: of mat'ko t imperfections in the f orm of 

imperfect knowledge of oppol."tunitic8 for investors or imperf ect com­

potition. There may be an apparent non-fung:i.biJ.ity problem because 

o.f a premi.um requh,ed on a paz•t i cular /\lu.skiln investment because a 

hieher level of risk is involved . Stud.i e~; indicate that these 

problems arc more likely to arise i n smal l communities and in cer-

tain sub-markets of those desirine to obtain l oans. 

If an invc~tment is a form of sub.>idy , either t hrouch a l ower 

than market rate of re turn or 100:-- v J.oan r epayment requirements , then 

thc1'c would more l.i.ke ly be a positive incrca:::c i n overall economic 

activity w:: a .result of the .i.nvc1:;; ':mcnt. 



Fo1· :si111plici ty in the analysis that follows .;· two assumptions 

are made concerni.ng permanent fund investments. '!.'he capital market 

in Alaska is assumed to be operating satisfactorily so that capital 

is fungible, and no investments are made with the e.xpectation of a .. . . 

·1ower than market rate of return. As a result, the level of the 

permanent fund at any time does not directly affect the private 

economy through any investment policy. Permanent fund instate in-

vestments merely "back out" an investment from another source . 

It is recoenized that this will not be th~ case in l"eali ty , pal'-

ticularly to the extent that the fund is used to finance invest ments 

in rural Alaska . Howeve1', these assumptions are made with the lntent 

of highlighting the implications of the fund as a ":rnvings account . 11 

'l'o this end , the rate of return on the fund is set at 7 percent in 

all simulations . 

J\t the same time, however, the notion of petroleum revenu'"' pro­

ceeds being used to stimulate Al askan economic activity has not Deen 

completely eliminated from the analysis . In addition to the perrnan-

ent fund, the1"e have been created by the legislature two renewable 

resources funds. According to AS 37. J.1 ~ 5 pA1'cent 0 f the proceeds 

of royalties and bonuses will go into a t'encwable resources development 

fund. These funds arc to "guaranti:ie the enhancement and development of 

the state ' s renewable reGources" and appt•opriation:, from this fund shall 

provide "fundinr; for capital and operating expendit ures for the :rehabil:i.-

tatjon, enhancement, and dcve.loplllent of renewable r esource programs ." 
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Monies !laid into the fund~ but not expended in that fiscal year, 

transfer to a renewn.ble resources permanent fund. This fund balance 

is allowed to. grow to $250 million, at which point rio , addi tio~al 

monies are paid in . The peri:1anent fund principal is i nvi olate , but 
' 

the interest on the fund investments must be used for the same pur-:-

poses as the renewable r esources development fund monies . 

The simulations in t h1s report assume tnat hal f the annual pro-

ceeds to the renewable resources development fund are spent and half 

are channeled into the renewable resources permanent fund. In its 

peak year of 1986 , $50 million flows int o the development fund . 

The permanent fund becomes completely capitalized in 1993, henceforth , 

earning over $13 million annually at a 7 percent ra·~e . The monies 

t hus generated are assumed to stimulate activlty in the agriculture, 

fores try, and fisheries sector of the economy . The r esulting impact 

on the economy is significant i n that sector Nhich grows in employ­

ment much more rapidly as a result of this program; but ove1,all, the 

impact is fairly small simply because aericulture, forestry , and fish-

eries i s one of the smallest sectors of the economy . 

In tel."'m::: of contribution levels and the distribution of earnings, 

the analysis follows the r equireme11t:> that are incorporated in the 

Constitutional amendment. The bas ic contribution rate is 25 per-

cent, and all earnings of the fund al.,e deposi tcd in the genel'.'al 

fund whe1~e they are treated like any other source of i,evcnuc . 



(, 
) 

Since these stipulations are subject to change by the J~eislatll'r•e, 

the analysis will sometimes look at other assumptions concerning 

1~ontributions and earnings than these , but such differences will 

always be noted. 

The permanent fund amendment does not specify whether contri-

butions to the fund over and above the minimum rate of 25 percent 

are subject to the same restrictions regarding type of investment 

and withdrawal as the basic permanent fund contributior.s. A likely 

interpretation of the amendment would be that any supplementary 

contributions to the fund would be 11 capttU"'ed11 and subject to the 

same restrictions as the basic contribution. 

Thus , there would seem to be little incentive for the legisla-

ture to lock up permanently additional funds which may be surplus 

to present needs but required for cur•rent expenditures in a few 

years. On the other hand, leaving them in the gener•al fund leaves 

them vulnerable for immediate spending. 'l'his is not a small prob-

lem. r:ven with very r•apid growth of state expenditures , the balance 

in the ('.cneral fund may well exceed $2 billion in 1984, which is 

almost equal to the amount ln the permanC!nt fund at that time . 

Concent ration on the permanent fund ·to the cxc.lusion of the general 

fund thus overlooks a very important 1:0111poncnt of the state govern-

ment financial sltuation. 
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' In an explicit effort to take the existence of th:i.s probably 

very larg~ general fund balance into account, a special fund account 

~as . been . crepte,d ·in the model .o~ sta~e government in th.is · a.nalysis. 

It can be interpreted in ei thel' of two ways. First, it can be 

viewed as a · supplementary account in the permanen.t fund; subject to 

, the same investment restrictions but not to the restrictions on 

withdrawal to which the compulsory contribution i::: :::ubject . Since 

there are no .restrictions on either contribution or withdrawal levels 

and t he only factor distinguishing this portion of the permanent 

fund from the general fund is the rate of earning;s growth, this 

special fW1d account could be considered a .part of the general f1.md. 

It would be that portion of the gene1'al fund portfolio which was 

specifically placed in lonr,er term investments which a1,e thus able 

to earn a somewhat higher return than general fund balances which 

rnay be needed in the current year . 

A third possibility would be the actual establishment of a 

special account, either within the general or pe1'manent fund which 

would s pecifically be the depositor y of excess govel'nment revenues 

which are neither needed in the general fund nor should be locked 

into a permanent funcl. 

Such an instrwncnt, he it :i.n the general fund, t he permanent 

fund, or in a newly created interim f und, is neccr:;sa1•y not only to 

dir.tinguish investment classes which have different objectives, but 
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also to highlight the long-run cyclical nature of the economic ex­

pansion resulting fl'om the Prudhoe Bay oil discovery. This account 

would contain the funds which the state has in reserve for a "rainy 

day" in contras't to its two other funds. The general fund is necessary 

to take cal'e of the normal operations of state government on a regular 

basis , and the permanent fund is always available in a catastrophy 

but requires a Constitutional amendment to unlock. 

In sum , the permanent fund is formulated as a savings account 

in this study following the outline of the Constitutional amendment. 

A separate renewable l'esources development fund functions as a genera­

tor of economic activity in the agriculture, forestry , and fisheries 

in<lu:::trial sector , and wage and salilry increment::: there flow through 

the economy to cause further• expansion. A l arge general fund balance 

of nearly the same size as the permanent: fund is noted, and it is 

at'guecl that this lurge balance s hould be oinr,led out and highlighted 

in the permanent fund analy::iea which follow . 
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C. The Permanent Fund in the Context of the Alaskan Economy 

C .1. Introduction 

In this section, the Alaskan economy is simulated from the present 

to the year 1999. The permanent fund, as conceived in the Const~tutional 

amendment, is an integral part of the analysis . State expenditures are 

assumed to grow rapidly as they have in the recent past, and no conscious 

attempt is ·.1ade to balance the long-term expenditures with expected long-

term revenues. 

'fhe r esults of this basic simulation are then contrasted with those 

of two other simulation experiments . In the first , the level of contri­

bution to t he per;nancnt fund is dramatic.:illy increased from its 25 per­

cent mj nimum to a maximum 95 percet'!t level. The contribu t ion stops 

short of 100 percent because of t he 5 percent required contribution to 

t he renewable resom~ces f und . The t hit·d case examines the implications 

of a significant change in expectutions co11ccrning the l evel o.f petroleum 

revenues received by the state . A signi ficant increase in petroleum 

revenues is hypothesized . 

Defore describing t lte ::; imulati.011 cxpcrimenls themselves , ii: is 

nececsary to ctj ::;cuss the assumptions concct•n inr. pctt•oleur1 revenues , 

st.:i l~ expcndit11res , state response to deficitu on cu~rent ac~ount , and 

private economic activity as well QR the modal used jn t he simulations . 

Tl1c discussion thus first t urns to a review of the assumptions of 

thu analysis . 
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C.2 . Assumptions 

C.2.a . Petroleum revenues. In t wo respects, the assumpti ons re-

garding the level of fut ure petroleum revenues are t he most .important 

to t he whole analysis. First , direct revenues from petrol eum-related 

activities in Alaska comprise tl:~.! .1.arigest single source of revenue to .. 
I 

the st at e . As recently as 1975 , t he proportion was 15 per cent but in 

1978 , it is estimated that 50 percent of total state revenues will 

derive di rect l y from petroleum and related act :i.vitics. 2 Indications 

m~e t hat this pe1'cent agc will continue to grow at least through the 

mid-1900s to over 60 percent . Jn tc~ms of unrestri ct ed state revenues , 

t he ratio of petroleum related to total r evenues i s much higher since 

restricted revenues comprise about 25 per cent of the t ot al. 

The implicati on of this is t lm t t he sh:.:! of t he s t ate t reasur y , 

po tent i al stat e expendit ures , an<l long-run f iscal viability of the st at e 

arc a ll <lcpenclcnt upon the l evel of pe troleum revenues . It is unfor-

tundte t ha t this l arees t: component of t he state r evenues i s also the 

most di f!icult to accurately est imate . 

The second reason that t he petroleum revenue assumpt ions arc crit i-

cul lo Liu:! dnalysis i s t ha1: s t ai:c Bovernmcnt nctivity in Ala:;ka is one 

of the most important gr owt h .industries i n t he r;tatc . Growth .i.n sta t e 

govc11 nmcnt genera tcs grow th i n t he Alaskan economy . The impac·t of 

otatc covernmcnt growth on t he Alask .. 111 economy is partlculat1 ly strnng 

2 
Stale of Alacl~a , Dcp<1rtme11 t or RevC!nuc , Rcvc 11uc Source-: rY 1976- '/0 . 

Juncuu, lTunuary 1977 . 
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because of the large amo~nt of state (and local) government activity as 

a proportion of .total economic activity. Since government is large in 

Alaska , growth in government naturally I'esul ts in general economic . 

growth.' 

Because changes in the size of the state government seqtor imply 

significant changes in the size of the state economy and the possibilities 

for state spending are 11.mited by the size of petroleum revenue's , the 

level of petroleum revenues and expectations concerning future levels are 

a sienif icant factor in the determination of the level of economic acti­

vity in the state and future potential levels of activity. The uncertainty 

surrounding petroleum revenues so translates into uncertaint-y concerning 

the possible constraints to growth of the Alaskan economy . 

The completion of the Alyeska pipeline earlicl' t his yea1' and the 

commencement of oil production f1'om the oil fields at P1 .. udhoe Bay has 

cenerated a · 1arge amount of intcr·est in attempting to accm'ately pre­

dict the level of petroleum revenues accruing to the state in the pres­

ent fiscal year', or in the next few fiscal years . r:ach time there is 

a change in one of the factors affecting price at the wellhead 01' throueh­

put, the calculations must be redone to determine the immediate fiscal 

impact. 

It is obviously important for the state to l>c aware of its finan ­

cial position a t all times and be able to effect.i.vcly plan futm~e ex­

penditures . 011 c of the goals of this study i s to attempt to lay out 
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for analysis some of the implicat.1.ons of a long-run analysis of the 

state ' s fiscal position . Howevei-• , much of the concern over the startup 

problems of the pipe.line and of the determinntion of wellhead oil price 

seems to center upon the short run only. There is a feeling conveyed 

that the whole future of the stute government hinges upon the ability of 

n small group of pipeline employees to }<eep the oil flowing on schedule. 

The feel~ng is correct, but the concern is misplaced. The amount 

of oil which will flow through the pipeline in this fiscal yeur will 

determine whether the state government runs a s urplus or deficit in 

this fiscal year . But if the throuc.hput is low this yenr , there will 

be a compensatingly highe1' throuehput in a future year'. Wha t il: im · 

portant is not the daily, weekl y, or mont hly revenue generated, but the 

long-t erm total amount . I t is this amount which mus t be estimated as 

accu:c-ately as possible because i n the "long run" of the next 20 years, 

the future of the stnte is inexorably related to the l eve l of pe:!trol eum 

revenues . It should be remembered that sho1't-te1'm revenue shortfalls 

can be overc :ne a::> was done l>y the imposition of the i ... eserve::> tax in 

1~75 . 1\3 long as ther e i s a s ecure f uture revenue source , s hort -term 

fluctuations are a normal occurrence . On t he other hand, a revenue 

shortfall uhich wil l cont inue for a lone period Hit h no !.:Ource 01" f unds 

to f ill in the gap cannot be handled a:: "bus iness ac us ual. " 

For t his reason , t he s peci.flca tion of t he o~sumpt i.on:; concerning 

the l evel of petroleum production and petroleum p1'j c i ne , nl t hough 
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detailed, do not include a range to take account of either uncertainty 

regarding short-range production levels or unresolved disputes concerning 

costs of various phases of petroleum transportat i on , which can be charged 
I 

off agains.t the price to obtain the wellhead price . What is developed 
. . 

is a fairly ·~onservative· scenario of petroleum activity and pricing , 

which forms th~ basis for al l simulations . 

The scenario is conservati ve in the sense that it contai ns no 

significant petroleum discoveries leading to production beyond what is 

currently producing. 3 In a<lc.1ition, the most reasonable price assump-

tions available in the fall of 1977 were used to construct the wellhP.ad 

values. 

It is easier to envision a moro optimisti c , rather than a mo1•e 

pes~imistic scenario. A more pessimist ic :;;cenar.io would requil•e either 

a rmluction in p1•oduction rates fl"Otn t he.ii' already stated levels or a 

l'educecl wellhead value . A more opt.i.mistlc sccnm."io would result from 

cd.ther a price increas e or cost reduct ton, an i ncreased pl'oduction rate 

from existing fields , or the discovery of new commercially recovc1•able 

deposit;. in Cook Inlet , Gulf of Alaska, on the Hor th Slope , or elsewhere, 

or an increa, e i n the severance tux l'Ote. 

3 
/\ 11101'e de tailed description o E the pc trolcum ~:cennr.io as sump t lons 

i.s prcoentccl ln Append ix C. Many of the a!lsumption!l arc adopted from 
wo1"k clone by the s t·nff of tlac l1er, i :J.lu Ll vo Af fai:r-n Aeoncy who wer e very 
hc l p ful :i 11 prov l<l.i ng as::.; i.::: t:a11cc Lo develop the ~:cenurio . 
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Table I . l . shows the simulation values for both total expected 

petroleum-related revenues and the subset of petrol eum r evenues from 

which permanent flmd contributions derive . Total petroleum-related 

revenues consist of state royalties and bonuses on petrol eum and natural 

gas lands , production (severance ) taxes, and the property tax on petroleurr1 

related activiti es . 1~ 

This total petroleur.i i•evenue series is net of "two major i terns which 

the state is obligated to pay. The f irst is the reserves tax paid to 

the state in fiscal years 1976 and 1977 by tlte holders of the Prudhoc 

13ay l eases . These payments a1•e netted out of production taxes f ol' which 

t he companies are liable at the rate of 50 percent of t he liability unti l 

the $500 million in reser ves taxes hau been repaid . This takes three 

.fir;c<il years through 1900 , at whi. ch time stc1 tc production tax l'cce.i.pt:; 

cosontially doul>le. 

The second item netted out of pctroleurn taxes .ts t he state ' s 

llubility unc.lcr the N«ti ve Clairn::; Settlement Act . Under t hat Act , the 

sta t e is o.UlieaLcd to pi'1y t he Native cot'porat:ions $500 million . The 

funds arc to cone from state oil and eus r oyaltie3 at ·the i•ate of 

2 percent Of the total VdlUC Of prc.duc llon . 'fld~ hai-:i th<' (' f fcct Of 

rccluclnr, o·t.i t c royalty revenue:; by uppro>d mat cly l G pcrcen t until s uch 

11
J'odPrul roynlti~:; sliorud wiLh t" ltc :J latc and lctwc cmd i~cntnl in­

como .:ire :-;ma ll componcn-t.z of tot o 1 pct1•olm1m- l.'C!l a led r 'Vcnuor; 11c l tcd 
out f o1' uo~c of calcula t io11 . 
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Table I.l 

Aggregate Petrol eum Revenue Assumptions 
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time as the $500 million obligation has been paid. tn -this study, the 

obl_igation is fully paid in 1983 . The required Native Claims payments 

are included in the series on revenues from which permanent fund revenues 

derive. ., 

Of total direct petroleum-.alated revenues , petrol~um taxes on 

production and ori property are the majo1• categories which are not in­

cluded in the base for calculating permanent fund contributions. Of 

these two taxes, the production tax results in the larger revenue , yield­

ing about t1 times the revenues of the property tax in peak production 

years . The production tax is based upon a complicated formula, taking 

into consideration actual individual well output and th ...... decline of the 

pt-oductivity of the individual well over time. ror simplicity , a 12 pel'­

cent average tax rate was applied to the value of production to ar•rive 

at an estimate of the production tax. 

Tho property tax is levied at the rate of 20 mills on certain cate­

eorics of oil and gas property in tho state . Since t he determination of 

the methodolo3y to use in assessing the v •. tluc of the Alycs ka pipeline 

ovct" time as the Prudhoc Day f leld becomes depleted is an unsettled matter, 

it fo difficult to be precise in cstimatine property tax revenues . It is 

ocsumed thot upon completion , focilities decline fo value .:tt the rote of 

5 percent annually. 

Royalty and bonus revenue is the major contrib11tor of rnonC?y into 

thn pcrmoncn L f uud . At 12. 5 percent of the value of prodllct:i.on, this 
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revenue source comprises roughly 50 percent of total p~troleum-related 

revenues over the period 1977 to 1999 . At a 25 percent contribution rate, 

the resulting permanent fund contributions, balance, and interest. earn­

ings grow rapidly .in the 19SOs but then beg,in to taper off in the 1990s 

( Table I. 2) . 

Corpo1"ate ·taxes paid by co1"porations engaged in petroleum production 

may be a significant revenue source during the 1980s when production 

rates are high, but this i s largely dependent upon the outcome of recent 

proposals before the s tate leeislature to modify the existing .nethods by 

which the col'poratc income ·tax assigns income of rnul tistate firms among 

its f:tutes of operation. Corporate taxes are a:;:::umcd to r ise to approxi­

mately $60 million in a peak yea.r of 1986 and then to de cline fairly 

r apidly . Co1"poratc income ta:·: 1' 0cc.ipts of the petroleum sector of the 

economy ax•e not included as a component of direct petroleum-related ta>:cs 

fo Table :C. l. , because such l"eccip t s dl"c:i not the res ult of a ta:-:· ::;pccifi­

cally 011 the petrole um indus try . 

The fields which aPe assumed t o b e-! produc ing oil and gas ar e only 

those whlch do DO prcscnt ly--Cook Inlet and Prudhcc Ray . I n this re­

spect , the asswnptions are conservati ve but cons i s Lcnt with a necessarily 

con~ci'vu t'i vc out: look on t he purt o3 ~;tu t e government . 

Oil pt'oduction f r om Prudl1oc Buy is l>osc<l upon iln 8 billion IJttl"l.'el 

field cdpaciLy resulting in c1 ma ximum pipeline throuehput of 1. 7 million 

bttrrvl:-i p~r cldy i.n .l98 t1 ,1nd 1905. Ga:..: production from Prudhoe Bay peaks 
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The Basic Permanent Fund Case 
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RPFSl - Permanent .Cund additions (million $) 

Pl:'Dl\L - Permane nt: funcl balance (million $) 
IPFl - Permanent funcl earnings (mJllion $) 
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in the lai:ter half of the 1980s at about 2 . 4 billion cubic feet per day . 

This output is sustained through the early 1990s and then begins to fall 

off. Prudhoe Bay gas is transported to market through a pipeline along 

the Alcan route . 

The bulk of petroleum revenues derive from existing Prudhoe Bay 

operations, but Cook Inlet oil and gas proc_luction contribute a declin­

ing absolute amount of taxes and royalties . Since gas production is 

not projected to peak until the mid-19BOs, but oil production is already 

declining, the two tend to counterbalance one another in early years, 

and the decline in overall Cook Inlet contributio.1s f·T•om its present 

level of app~oximately $40 million :i.s very gradual for about 10 yeai s . 

No adaitional fields are assumed to produce petroleum, although 

there is sienificant exploratory activity carried out in the 1980s . Of 

importance to the state f-rom a revenue standpoint is a bonus lease sale 

i11 the Beaufort Sea al."'ea in 1979 whlc.:h yields $100 million in revenues . 

exploratory activity contrlbutes to employment in the following areas : 

Dcaufort Sea, Lowc1"' Cook Inlet, Gulf of Alaska ; but none leads to 

product ion which provides r evenues to the state. 

'fhe most s ienific.:int var:ial>lc in the determination of state petro­

leum revenues is the wellhead p1•ice of oil at Prudhoc Bay, because Lhis 

is the base upon which both royal·ties and p1•oduction tm:c::: are cal cuL1tcd. 

The wcllhc.:id price is determined Ly taking the delivered refinery price 

and subtractine f rom it all allowable cost:; involved .in transpor-.:.:ition 
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from the wellhead to the refinery. This calculation involves a number 

of significant issues, some of which have yet to be decided and whi~h 

necessarily result in estimates which are subject to a large amotmi; of 

variability in future years . 

The refinery price is dependent upon its location as well as future 

OPEC pricing strat.egies and federal petroleum pricing policies. Trans-

portation costs are in three categories . The l ar gest is the Alyeska 

pipeline tariff , which is yet to be agreed upon al though it 1·lill probably 

differ by company . The cost of transportation from Valdez to refinery 

is rnoct dependent upon r•efinery location with cost rising as the refine1'y 

to which the oil is delivered moves eastward . rinally, ther•:? are apparently 

charges i nvolved in the transfer of oil from the fie ld at Pt'udhoe Day to 

the pipel ine itsel f . 

The initial values for the wc llh<=!ad price of Prudhoc Bay o.i.l uced 

5 in this study were taken f rom studies dona by licei slati ve /\ ff airs /\eency . 

Independent assumptions regardinu each component of the equation deter-

mi ning we llhead p1'lce were calculated in that 5 tudy based upc•n the best 

i nformation avail able at that time. The 1970 wellhead price used is 

$7. 35 and t his ris~s to $11. 95 ln 1905 , l"eprescntlnc an average r.ise in 

price of 7 percent annually. This in predicated upon a 5 percent annual 

increase in the deli ve1"ed re [inery pr.ice of t he oi 1 and const~tnt nom.in.:il 

pl."iccs fol" tl'unspol"tation of t he o il. /lf t;cr• 1905, t l1..: wclllwn<l \Jl" LC!:! 

5
Legi5lative Affidr::; Agency, memo on Underly.tng nata fol" Revenue ctnd 

Pct"rnancnt Fund Foreca:Hs , ilt td Upcfoted Revenue tmpac t:s of Pump Stat i.on ii 8 
explosion , 1977. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 

continues to rise but at a ra;:e which declines to 6 percent by the final 

year of the revenue estimate in 1999 . The nominal price of Prudhoe Bay 

oil has risen to $17.30/barrel in 1990 and to $30.91/barrel in 1999 . 

Th~ explosion a~ Pump ~tation B in the fall of 1977 caused a tempo­

rary reduction in throughput of the Alyes ka pipeline , which is reflected 

in the revenue projections. 

In sum, the petl"oleum revenue projectlons are generally predicated 

upon a conservative set of assumptions concerning future events. Prudhoe 

Bay i•eserves are estimated at 8 billion borrcl:J, and no new discoveries 

of pe tl'oleurn a!.'e assumed . The delivered price of crude oil rises at 

5 pcl'Cent annually , Hhich is equivalent to a con~»tant l,eal price after 

accounting l"Ol.' i nfl<Jtion. The ini tj al well hccld price of Pru<lhoe nay 

oil m..iy be ::;omi:!h"ha t optirai~ tic based upon the latest i nfo1•1iwtion avail­

ublc concerninr. decisi.ons ilbout t1'anopol'tiJt .i..or1 coct l evels . Since 

these con ts have not b een finally dec i ded upon, however, the co1' rect 

level to assir.n to thb componen t of the wellhead price equation is 

sornewlw t speculative. 

C. 2. b. State sp<md i.nr.. St.:itC'! govornmen1· opcndine , as well a!:i that 

0 f 0 Lhcl' l c•vcls 0 f f.OVCl'l\lllCl1 t, tend:; to ) J(') h ighly COt'J"Cl ct ! e d with i llCl'COSCS 

i11 popul.:i ti on, t·hc level o [ pl' lccr. , a11d pcl'[;o11.1J in com<' o f the popu lnti.011. 

ror a V<lI'i.oty of r..:!ason::; , cliscus~c<l in Appondix A, the crowth i,atc in 

s ·t~ll:c ~1x•ndinr.. rn..iy we] 1 e:..:cved th.it of thc::;o thNio f .ictox•s cornblned . 

l'ol" ox.::irnplo , i.ncr •,1:.;c:; i.n t • ff icl1.;11cy of tlclj vc r•y of ::;crv ice~ may lug 



those in the economy generally such that prices of state services 

more rapidly than private goods. Also, people may desire to purchas~ 

public goods with an increasing percentage of increases in th'eir per­

sonal incomes . ., 

The pattern of expenditure grot·rth in the state of Alaska has not 

followed a smooth curve l."'elated to these factors because of the. great 

variation over the short period since 1960 of its supply of funds with 

which to purchase public expendi tm'es. In most states , the pattern of 

growth of reveuues is also fa irly smooth and can be correlated to in­

creases in population, prices , and personal income . As a result, the 

supply of funds fox"' state r>:penditures grows in cloce conjunction with 

growth in demand fol."' state expenditures. 

The rnost signif :i.cant f .isi...:al event in Alaska since statehooc'l has 

been t he Pr.udhoe Bay lease sale. Before t ha t time , real state expendi­

tm•es pe1• capita had incr•eased from 8 pe1'cent of personal income pel." 

capita to 12 percent over' a pp1"o>::i.mately 10 ycat•s . That meant that aa 

real personal focome per· copita rose over thrtt: period by apprm:imately 

$1 , 000, or 33 pet"'.::ont , real state cxpenclituro3 per caplta ro~·~ more 

I'apidly and, in fact , doubled from $235 to $1187 . Th.is indicates t hat 

the " .Lnco1nc alas t .it:l ty 11 of public expcndi turc~s ~t'ec.itly exceeded unity 

for t hl~ period (Table I. 3). 

To"till oper,1tinr. e >:pc.:nd i t uro[; t"'oso rnuch morr. rapidl y than this , of 

cour:.e , because of inc1'canc:;; .i.n both population and p1'j ces ovt.:t' this 

period. 
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Table I.3 

Stntc of Alaska 02erntin2 

Expenditures J\na:ysis 

Real Real Real Anchorage Expcnc.li. Personal Ex/Ir.come •rot.:ll Expendi . Personal Consumer Per Income Rcn.1. Operating Per Income Prico Capito. Per Capita Per CapittJ. Expenditures Population Capita (~lillion Index Yc<ir (Co:1stant S) (Constant $) (~) (~tillion $) (Thousand) ($) Constant S) 1967°100 
2~~0 36.6 226 . 2 162 

1961 235 2901 8 51.4 236 . 7 ?.17 705 . 6 92.3 1962 201 302'1 9 63.2 242.0 260 734.2 92 . 5 H 1963 345 3053 11 80.3 2'19.9 321 7G:? . 9 93.l I 
I\) l 9Gll :!'17 3372 10 U:!.l 253.2 324 053 .0 93.'1 -..:J l9G5 35'1 3459 10 08.4 265.2 333 917.3 94 . 2 

1966 370 3515 11 100. S 271. 5 370 954.3 97 . 9 1%7 409 3750 11 113 . 6 277.9 '109 10112.2 100.0 1%8 4.13 3053 11 129.3 /.0'1 . 9 •154 1097.8 102.6 1%9 487 11058 12 152.l 29'1 . 6 516 1195 . '1 105. 9 l :l'/O 660 43~ lt1 199 302.4 658 1316.3 109.6 
1971 09•1 tl459 20 315.8 312.9 1009 1395. 2 112.9 l 9 72 973 4620 21 366 .5 324.0 1128 1500 . 5 115.9 1973 1063 5051 21 '121. 8 330. G 1276 1670.0 120.0 197 ' 1025 5108 2 ... 402.3 351.2 1373 . 1793.9 133.9 197:.i 970 5394 18 597.6 404.6 11177 2182 . S 152. 3 
1')76 1149 5618 20 778.9 413.3 1805 2321. 8 lGit . l l:l 77o:Jt. 092 . 6 

K.'.l tc of 
I ncrc .:u;e 
1961- 76 11.16 4 .32 19 . 07 3. 79 15, 5 8.26 3.91 

-----------··----



After 1969, . there are tr-emendous incPc::ases in all the entries of · 

Table I.3 , except that c:>f real personal income per capita which can J?e 

t raced to ~he increased revenues from the Prudhoe Bay lease sale . In 

a period of only two years, state expenditures as a percentage of real · . ' 

income per capita increased from 12 percent to 20 per•cent, and it has 

remained in the 20 percent range throughout the 1970s. Viet-led slightly 

differently, what this means is that during the period 1969 to 1976 when 

real personal income pat' capita in Alaska was increasing by 38 percent , 

real state e>:penditures per capita increased by 136 percent. The majority 

of that increase occurred between 1969 and 1972 when real expenditures 

per capita doubled. 

Looking at total operating expenditures over the same period after 

Prudhoe Bay, an increase of ove1" foul'.' times is noted . Most significant, 

however, is the increase between 1972 and 1975 from $366 million to 

$598 mill:i.on- -63 percent. Over that periocl. real expenditures per capita 

actually fell in spite of the increase in spending because of large in-

creases in tile interim in both population and prices . 

Because of this ab:"upt shift in the patte1"n of growth in state ex-

pend.itures since statehood, it is difficult to use past avP.rage rates of 

incvcase to project future l"!velR of spending by developing some rule 

which might emerge from the past e:-:pel"iencc. In the eavly years of 

statehood , g1'01·rth in real per· capita expend.\. tm~cs was strong and steady; 

then i t took an abrupt jump to a tnllcli higher level or plateau in a very 
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short time. Since that time, it has remained within a fairly close range 

as a percentage of personal income per capita, although it has continued 

to grow in this time. The income .elasticity during these three periocls 

has ranged from one in recent years to three in early years of statehood 

to approximately ten in the immediate post Prudhoe Bay years. One fact 

does emerge clear>ly, of course , and t hat is that expenditures have been 

depend~nt upnn ;:iv;:ii J.;:ihlP. l"P'.· ,.. nei=; m: w~ll ;:is upon demand factors such as 

populatio}'l . 

Thus, to p1"oject s·::ate e>~penditure growth in the future based upon 

historical C'!Xperience bec;ome~ - a difficult task. Clearly, "the available 

supply of l'evenues should be included as a variable in determining the 

spending level, <c1s should the demand factors of population and personal 

income. Expenditures would then l"ise with populatiqn and income but 

also with .increases in available state revenuer; . The resulting increases 

in state expenditures would be lm•ee because of the larec projected in­

creases in revenues . rollowing the experience of the cai' ly 1970s, if 

funds are available for spending, they will eventually be spent. Money 

deposited in the permanent fund is, of course, not subject to the tempta­

tion to be spent because of the Const.ttutlonal restrictions . Balances 

in the gener.il fund , however , .ire .iv.::iilablc to ::;penc1 . 

If inereaGes in state gov~rnment cxpen<liture[l contjnue i n t he his­

torical pai:l:arn , l:here will come a time when revenuer; will no louger be 

sufficient to pay for the desil"ec1 level of c:.:penclitm'e::; . Since t here 
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is no historical precedent f or such a case (the i,esel'ves t ax being merely 

a solution to a cash flow . problem) , it is difficult to say how such a 

situation would be treated by the state. The three possible avenues of 

relief would be tax increases , service reductions, and Constitutionally 

mandated withdrawals from the permanent fund. Some ,;:ombination of the 

first two alternatives would be the likely solution to the problem. 

It is impossible to know either what types of taxes would be raised 

in such a situation or what t ypes of services would be curtailed. Also, 

i t is not possible to know how quickly the stat e would respond. with 

corrective measures to a perceived long-run deficit . For simplicity in 

this particular analysis, it is assumed that tax increases are not a 

viable option . In addition, use of t he permanent fund remains impossible. 

Cutbacks in state government services ther. become necessary, not only in 

the operating expenditures but also in the cap.ital account and in tl'cms­

fcrs to local government . Cutback::; .in expenditures i~rom the originally 

desired level occur when the general f und balance is fa lling or at a 

very loH level relative to the level of expenditu1'es . The actual level 

of the cutback in spending is dependent upon the current account balance 

of t he state in the previous fiscal year . The large1' t he deficit on 

current account in the preceding year , t he larger the reduction in expen­

diturco in the current year from the desired level. 

In sum, determination of t he r ate of increane in government expendi­

tures io difficult to do based upon an l1 iotorical pattern, because thcra 
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is no well-defined historical pa t te1'n f or Alaskan expenditures . Both 

supply and demand factors are obviously important and are included in 

the determining equations. 

Since past patterns of expenditures need not necessaril y constrain 

future expenditure behavior , latter sections of this analys i s 'will look 

at alternative spending patterns not derived from historical rel ation-

ships. Such patterns may be designed to achieve certain long- run growth 

goals or be aimed a't ba lancing the budget in the long run, 01"' some corn-

hination of the two . 

C. 2. c . MAP model and pi'ivatc economy . Detailed descriptions of 

t he !-!AP econometric model and i ts varioun components arc avciilable i n 

. f I bl ' . G a varie t y o papers ana pu . 1cat1ons . Thu::; , 011 .1.y a ver y brief dcsc1"'ip·· 

tlon of t he basic mod.c l .is pr'c~;f!ntcd l1c'l: 1c! . 

'l'l1c model j s composed of four ::; ubmodelu . Tlic pe t r olcur:, s ccna t:'io 

mode l de t e1'mines pctro.lc urn-1'ela tud cmp loymcn t c:i n<l s tatc l'cvenue0 f r•om 

.:i s c i of f llcn contain i ne de ta ilcd 1 n forma t: i on on each petroleum prov-

l ncC! i n the st.i Le . Ac t he i nf orrnu t. i on c1va lldl,J I.! a nd t ht: cil."cum~tanccs 

GUt'l'ot111<llne each pr ovince change , tlii .. f ilc fo ..tpdd tccl to r eflect t hat 

fuct: . 

6
scc llav i<l T . ~~1•csgc , "Al.:i: :lt.1 ' :; C.t'owt h to 1990, 11 /\ln:;kil RcviN1 of 

Bus lnc :.;r: and t:cono1ilic Condi I: i onr: , J ctnlldl' Y l C'!7G; OcHii c l A. So:i v c1• , 11 A l u!3kan 
l~conom.ic G1•ow l h: A Regj on al Mo<lc•.l. \l .i t.h l 11duc0d M i1~r\Jt.ion, 11 Anchorngc , 
.L<J 7!i ; Seo t t <ioldcmi t:h ) II f'l scc1l Op L io11~ rtn<l t he Grow th of the 1\1.:t~k<ln 
I :conomy , " A11chol''1CC , .l 9 '17; ,111c1 l)~v id 'i . KrN:r,c• , c L ,11, 1:::~1:!.£.!?. i n /\lE ~.;kn 
1Jo~cl~~1cn t , forthco::i int~ 1978 , 



Petroleum and constr>uction t!lllployment f i gures from the scenario 

model a1'e input into the economic model. This model employs a set of 

equations , econornetrically derived using historical /\laskon data, to 

determine employment , wages and salaries , wnge rates , and output in 

all sect ors of t he economy. Pr. 1nal income and the Alaskan price 

level are also determi ned. 

'fhe fiscal model takes as input the revenue projections of the 

scenat·io model and develops estimates of all components of state and 

l oc.:i) :venues and expenditures . Cer tain revenues reduce disposable 

persondl i ncome in the economic model , and di fferent t ypes of expendi­

turcr: posit i vely impact t he economic: model t hr-ough wage and salary j~oy-

mcnl::; and do;na1vb placed upon particu) ar :.;c '.or:.1 , such a::; the private 

con~LvucLion in<l .~ ~ry . 

The dcmocraphic mode l dctc~nlnos an acc-ocx di RLribut Jon for th~ 

popul.n lon . 1L includc:s nol on.ly bi r th .:rnd dcaL h r:"UL C 3 bul Jlao a 

miera tJry rosponne to r~laLivo economi c cond i tions in Alaska and t he 

l''C:~ l of the n.i t ion . 

1:conorn i c ttc tivi :y i n sornc :,oct o1·;. of Liie /ll .101'an e c-onomy l s detcr---

mi11t•<I J.11'('.<'ly hy forc-"!i out nidc the t1l~1tv . Tl ii u i :~ r c f lcc tcc.l in the 

modt•I in the fo c l Lhe l the tt c Uv i ly in fed l"l'dl eovormnonl ~ a gt"'lcul tut'o , 

fo 1.•ct: r ;, .ind f i :;hl.!r i 1rn ; minul cJc tul'i ng ; \ ncl 11l'tr•>le 111n ir. l ill'e\·ly <h·L ·t•-

11d11 •ll O\lt:.idc th mo.lo \. Gt"owth j 1 Ui.! t lv i. y i :: 111·o j t:!c; toc1 .in nll uf 
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i s proj ect ed in the agriculture. forestry, and ·f isheries sector because 

of the expenditures of the renewable r esources development fund. 

Economic ~ctivity in other sectors of the economy is determined by 

demand within the Alaskan economy and the MAP model reflects t his in 

the f act that in these areas, the level of ·activity i s determined simul­

taneously wit h demand , which is measured by t he level of disposable 

personal in~ome . 

Ho majo:::' proj ect s with t he excepti on of t he gas pipel i ne to t r ans ­

pot't Pr udhoe Day gas a lone t he Alcan r oute have been projected i n t he:::e 

analyses except as noted . 

C.3. A Si 111nlation of t he Alaskan Economy 

Using the basic assumptions out l i.ncd t.tbovc wh ich lncludb :t 25 per-

· cent contributi on r utc to t he permanent f und , n con~ervr1 t:ivc est: im to 

of f utu r e ~ t:ate pctroloum-rcl <llcd rovonucn , nnd expan1:1 .ivc Rtate expendi­

ture hchovlo1"' r<'flec t .ing the h is t ol'ical growt h i n expend i l\n."c::: , v ba:->lc 

simulation of the Alu:::ka:l economy to t he year 1!199 can ?'le don~ . The 

~esul t:s can bruL be presented in four ncc tlon~ . Respec t ively , t hey deal 

w.i t·h fodfoa Lor s o( a s;g,t-cgJtc cco11ornic ncL i vlLy , incHcn Lort~ of t 11c ~~tatc 

cov •Pl\nll'll L Ii s cll l po3.i t .i.on, l11d il~d Lo P:; of i mU v iduttl cconom i.c well-be inc , 

and ind lc~tor~ of l Ocdl eovcrnmcnL fJccal act i vi t y . 

C. 3 . LI . Ag£,C'CC,d tc i nd 'lea LC>t" :~ . Thruu hou ic i nd i.cu l arr. of oe,c,rt•£',il t c 

oconornic t l C! l ivity- -pop11l C1Lion , rnp t oym<'1H \ t1nd pc1•:1oni1J i n . ..'.> rn1' - -dt'C 



~recentcd in Tc'.l~lc I. 4 . Population growth is strong throughout the 

period, averag tng approx'i.mately 4 percent annually. The natural in-. I 

crease is augm~ ~nted by net inmigration to the state such that the total 

increase between 1978 and 1~98 is 581 thousand, which is significantly 

larger than the p-esent population. In t he decade of 1978 to 1988, the 

state experiences a population increase of about 150 thousand . 

Much of the population increase can be attributed to people moving 

into Alaska to fill new jobs created over the pet>iod. Employment does 

V'OW by 286 thousand between 1978 and 199A from less than 200 thousand 

workers to more than 477 t housand . The growth rate in employment 

sliehtly exceeds that of population , indicating that new dmployees 

will continue to have relatively small numbers of dependents. 

A major cause of t he growth in employment will be the inc!'ease in 

personal income which, when spent in the Alaskan economy , w.ill create a 

demdnd for products and services . In nominal dollars which are not 

corrected for inflation, total personal income grows by almost a factot~ 

of ten be tween 1978 and 1990 . It incrcaocs frotn its p1•eacnt i~anr,e of 

$3.5 bj l lion to approximotely $30 billjon . 

Dy all of thccc aggregate i ndicatol":;, the economy apµca rs to be 

strone and ,~rowing Rmoothly. 
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Base Case Aggregate Economic Variables 

·.r; F! 

. ()"\' .. ' ' '} 

: ·1c:0 
198::. 
:!. \~ I!:' 
1 It ,.,.,. 

. 7 • -

·• l"\Mt." '·· . 
. .:,,q ·: .. ' ·-. 
·t ';"-;'<I 

(1 \\ \ 

., ,, ' 
.. ' ·' 
i '.''1 ~! 

• •! .. r -. ' 

' ( 
: I ,t 

( 
(. (J •• 

I ' ' 

POP - PopultlLion ( t housand} 
EM99 - Empl oymen t (t housand ) 

..,. ,, ,.. fl 1 '> • • , c.. •· ,J,. .. 

~·: ': # (){)~~ 

~ ~ :.: .J ·;. ·' ~" 
:-~ ~ ·. ;. //: 

,~ .:; ' I ., It I 

!••l 

l, ... ~ t'> =~~ 
,·,!'";• J. f;);' 

,j ·:.s' ·:)/) i. 
(. i/()., !..: :" ... , 
·1 i'. :·: , ) n :~ 

•;t :! / ' : j J! :. 
: : \ j ? '· : '~-, 

I 'It ·'i v ••• \ ~ 

' '• 11 '\ 
\ (• r •• ·' 

.l'l - Pc:n:ona l i ncome (milli on $ ) 

l::.M99 

:i. B7 . :w :·~ 
:1. 9 'I. > ::~j~l 

:;oo . 2B:~ 
::~: .! ~ 4 ;' J. ~ 
:~ ~: i-> A : ~ .t 

.. ~#1~·; 4 '.<: ... ; 
r'\1"'1 \ \ ... ,·,• 
>'·, .,, J\J > J, .... , 

· ~. \ '.t .l > ' l .I 
~~ . ) '~ ~ :> :t 
;.> :!. J. ( , i I 

.-:11. ·• :1.6 

.. , , \ .. ,, 4 .. , ) , .. 
•> "'"•1 ~ ' J ...... ) 

:-; .1: ' ' </i''~ 
~i'. .> ·::;n 

PI 

~)~.~ ~l 5 ~ 7:5 
3;396 . rJ:I. 
4 026 . 7<,' 
498ti > .~i 8 

; '''J ·~ .... '.( ... J., .... 1 ..... 1 • ••• 

6~ !:)~j. '7'8 
/:?.T-' . 3~ 

:»:.;.LB 4 1> 
I 03(1'.f. • ',) 

}. '!. C>J2 • H 
~.:;fl(\f:),~i 

:J. :; {1) I~ • 2 
:I. :~6 1 1). :I. 

·1 :,:·.t:t.i<,>. 1 
•j ?:i~(, I 3 

3 ;\) . i'i'-1 :>.) 1:,Ci l • :·; 
· 1<>~l ~ ~~Y !~ '.> !:., 1 ~l, !:; 
.:l~~~j. :! ... ~'/ .~/:..' '» .. 4 



C. 3. b. State fiscal indicators. The more important cat.egories of 

state revenues are presented in Table I. 5. Total pet1~01eum-related 

revenues rise rapidly during the mid-1980s to a peak of $2.138 billion 

in 1986 and then begin to decline until they a1~e $3~,} million i n 1998. 

Non-petroleum tax revenues show a continuous],.y rising trend which re­

flects a healthy annual average growth rate close to 11 percent. This 

is, howeve1-, slightly less than the growth rate of personal incomes which 

indicates that in the long run, the existj ng Alaska tax structm~e may 

be income inelastic and may lag increase in incomes . 

The personal income tax is the largest revenue generator of the non­

petroleum ta>:es . Presently, the personal income tax contr:i.bu tes more 

than 50 percent of non-petroleum taxes and t hat percentage is ex?ected 

to continue to grow because of the p1~ogressi venesc which is built into 

the tax schedule . An lndi vldual incomes rise, the marginal tm: rate 

wll i ch they face a l so increases . The increase in personal income tax 

receipts is projected to be approximately ten times in t he next 20 years , 

a rate of increase in execs::; of the i ncrca3c in personal income. In 

the 1990s , t he personal income tax will account for per hap3 75 percc11t 

of total non-petroleum tax receipts . Anu s ince petroleum tux receipts 

will be declinine ilbsolutcly, the per~onal i ncoinc tax will also c:ornpl."ise 

o larger pcrcentaec of total tax receipts than in earlier years. 

Cm•n.ings on Lhe perm'"rnont f und are dcpodtcd in i:hc general fund 

wh C!rc t hey arc 1.rcatcd as ordin r' rrvcnuQs . Since t he i~a t c of ea't"ni nr.s 
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is cons tant , the growth in earnings coincides with the growth in the size 

of the perraanent fund. During the 1980s, the fund increases rapidly and 

interest revenue incr~ases from almost nothing to more than $100 million . 
.I 

In the next ten years, however, the level or. earnings does not double 

and has barely surpassed $200 million by 1998. 

In contrast , earnings on the general fund balance show an interest­

ing rising and falling pattern . For several years, earnings hover near 

$30 million. In the early 1980s, they rise ve1"y rapidly to nearly 

$ll10 milli on , higher than permanent fund earnings at this point, but 

then f all precipitous ly and om.i.nous ly to zero in Hl92. 

To tal ucneral fund revenue~; r e flect the l ong, sienifi cant decline 

pro jected for pet 1"oleum revenue::; in l a te 1900:.; . 111 eal"ly ycm's , gt•owth 

i ::; st1'ong and revenues peak in 19 OG a t $3 . 33•• b.i.llion bu1· t hen a h i.dtrn; 

i s exper ienced dur ing which total r evenue[; actually dec line t o a nad.i r 

in 1992 of l ess than $2 . 9 billion. Only in 1996 , a .ful l ten yc <trs later•, 

i s the e.:n' l i.er peak surpas:.:ed, but t hi::; t: i.mt: in much deflated dollar !.l . 

flt t hat point , the impact o.r the dcclfoc in pc lrolcuin revenue~ Jw[! been 

ab:JOl . 1d ;in tCl.'m!> of total l'CVCllUC~ . 

~tate e>:pcnd l t urca ero1 • r apidly t: hrough HJO? at .-in .tVN'uec r ate over 

t ltc t c>n- yNn ' pcr i.od in cxcean o f 13 pcr cc11d'l\ 1l>lc I. G). Thie ;i s con::;idcr ­

nbly l enr, than the uvcr'1ge r,rowt1. l'utc.: in :ltt11 c cxpend i turc=.; cvur ·i:l'lc h i. .:aorl­

cnl peri od :dnce :Jlu t:ohood , "Idell \Ills ulmo~1L ?O pc i·ccnt , a nd c:il :;o J c::o lh1.111 
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Base Case State Expenditure Analysis 
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the rate between 1971_ and 1977, ·hi ch was almo~t 19 percent . However , 

it i s rapid enough so that real S1.ate expenditures per capita increase 

by 42 percent . After 1987 , however, this rate of increase cannot be 

sustained and actual expanditures must be reduced, signaled by a fal l 

in the general fund balance which, until this time, had been steadil y 
I 

increasing . 

At this point, total expenditures l\ave reached a plateau f1~om which 

they do not move for several years . Cutbacks from th? desired level of 

expc;1ditures become l arger each year as the gencr.:il fund bal ance continues 

to dccljne . 13ecausc the loss of petroleum l'.'evenuec haG not been antici­

pated , th e fnll in the general fun<l balance ic prccipitou~ as i t i s drawn 

down i n an attempt to maintain t he desired cxpcnditurE ~ growth path as 

lon~ as pos:>il>lc . Hon-pctr·oleun1 revenues do not i ncrcia~c rapidly enough 

to compensate fot• thu l oss i n pet.role um rcvenuc~s , however , .:md the cener al 

f und linlanco qui.cl<ly becomoG ncge1Livc d tH.l cont.i nucs to fall. By HHJB 

it iu ncca~ivc by over $7 . ~ billion, and t he deficit is incrcasin~ at 

tho ra tc of $1. G bj llion annually . 'l'la ic 'l.'c:pl·l!P.cn ts the amount of revc­

nuc!.l which would need to be rafoccl 'Lo rn'.d n Lai.n the f i sccJ l i n tegrity of 

t he stn Le through tltat pcl'h>cl of tj me oven thouch c:·:pcicli t uren have 

been s j r,ni.ficanlly curldtled uncJ in HlaO c;,1 1•c $2.G MlHon l ess than t h0y 

would have uccn if t l1c1;c had been no def tci I. in t he ecncral fund . 

Thj !.~ illi~ol11 t r.! rcduc t ion in G ta tc eovcl'nmcn L 0XpC' tlll i t:urcs mu.:· t some­

how be ~iharc cl uy , 11 1·Jiosc fun<:: l i on: : wh i.ch l'CCCd VC fund i ne OU t of the 
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general fund. In this ca3e, the cutback is s har1t:<l by both the£ state and 

the local governments because a large percentage of local revenues are 

actually state transfers . . Be...;ause ~-nl~r· tion of local revenues come 

fl'om the state , local government expendi tu1'es will be somewhat insulated 

from this cutback . Since they do not derive such a large proportion of 

their revenues di rec;:tly from petroleum activities , they will need to 

1' educe expendi i:ures to a much l ess el' degree than the state. 

To illustrate the s everi t y of the reduction required at the state 

level, u l ar ge por t i on of the r equired cutback has been channeled into 

capita l e>~penc.lit ures . Surprisingly, the capital expenditure progr•am, 

~~ich i n 1988 is ncur ly $880 million, must be crnnpl et e ly eliminated by 

199 5 . In spite of this , c urrent expendi tm'e gr owt h r emai ns s luggi s h and 

docs not increase sis.~nificantly for about a f i ve-yeai' per i od. I n real · 

p~r capita tc1'111:; ) it fal l s s ubst.:intially . 

Several other s t atistics can help t o put t he r e venue s hortfall 

problem anrl pc1' mnnent f und i nto pcrnpective in t his scenat'io . CRUNCH 

is s i mply tj1e percentage which de sired e xpenditures must be cut back t o 

t l'y to maint ain some balance . F~'orn t he point in t ime t hat eY.pend.i t ures 

lhUS t: be CUt b~1 ck , t he e,ap rises :;teadily IIDt iJ. i n 1998 it is lll! percent 

(Tab.le I. 7). 
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Base Case Indicators of State Financial Strength 
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REVRAT is the ratio of total revenues to total expenditures. It :is 

an indication of when the state is running a surplus or a deficit on cur­

rent account. Between 1977 and 1987, the state runs a surplus almost 

each year. In 1987, however, there is a turning point and from that time 

forward, expenditures exceed revenues in each year . 

Finally, PFCON represents the percentage of CUl'rent state operating 

expendi i:ures which is financed out of earnings on the permanent fund. 

This percentage increases during the years when the permanent fund is 

increasing rapidly . I t peaks in 1992 at less than 6 percent of current 

expenditures. From that poi nt fo1~ward, it declines steadily in spi te of 

the fact that there i s a sienificant brake being applied to expenditures . 

In 199 8 , it i s 3 . t1 percent . Th.is is a small r elative amount but , nevet'­

theless , not i nsignificant. 

From the point of view of t he average Alaskan individual, scvcrdl 

variables are important . Tab.le I . B indicates th.:it real cl Lsposablc pcn'­

sonal income per capita inc1~ea::;c~ quit<:: steadily ovct' t he next 20-year 

period. Thi~ is essentially t hat component of personal i ncorne wh.ich i :: 

l eft after federal and state personal income t axes have been netted out . 

Real ct ate expcmditures per cap.i.ta clo not follow the ~nine s11100 t h, upwal'd 

path .buJ..: r nther , be ea use of ·the reduction in s tdtc expand i.t Ul:>es :in t ile 

late 1CJ80s , fal l off substantially after 1CJ88 from n peak value of $J , G81 

(1967US = 100 i s the def la tor for t hese real uni. t:-,) . l n lCJ77 t he J cve l 

i~ $1 ,10·1 and nft<;!r the r.i!:Jc ti> 1988 , jt falls to d l ow or $ 1,01111 i n 
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Base Case Per Capita Variables 
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199ll, a value which is less than 90 pe1•cent of the starting value. This 

occurs while real disposable personal income pe1' capita has increased 

by about 110 percent . 

, I . 

Tl . ' ' l e constant per capita value of total state revenues i ·lso follows 

the pattern of petroleum revenues over time. Howeve11·, the peak in real 

per capita t erms occm•s in 1984 at $1 , 888 and is a form of "leading 

indicator" of the problem which is deve l oping in state finances but wh i ch 

has not yet s urfaced . 'l'otal nominal r evenues w.i.ll continue to increase 

for a:1othe1' two years . By the end of the projection period, per capita 

revcnuec in constan t dollars arc far below the l evel of the late 1970s . 

The decline corPc!Sponds howeve1' to a rise in the tax burden on i ndi vi-

duals s i nee the personal i ncomo ta:< has a graduated schedule . 

The pct•rncmen t.: f und lJol a nce c'1n be v l cwed ln Poal Ol' constan t dollax• 

terms , ul~o . J n constant dollDrs , t ho total .in the f und , divided l..>y 

the to t a l populut i.on, r encl1 en a maximum in 19!30 .:rt: $8!)J.. Af tc C' 'lhut 

tlmc , howevc-r , i ncremcntc to 'lhe fund cannot keep pncc with the combined 

cf fee tr: of popul.:i t:ion gr ow th and l n f.l it Li on , a nd t: ltc constnn t dollal" per 

caphc.1 value of Lhc funJ f olls c1'uuu<:1lly . By 199£1 , j ·ts con3ti.ln t dollat" 

Thh~ basic ::;jmulation, cmploylng f..ii1•ly con :~r· rv.-1tivo Gtato r evenue 

and c;.qJcndit ur c a:..:;nmp Lion s , It~ :; r c:;uJ t a d in .:i v ry unhNll t:hy :;i t u:i U on 

foi~ Lh ' :Jlcl Le i n the lc..1Lc 1900~: ,rn rl 19!30:; . A 111<1: ;:: i V\' gen •r.il fund cJcficiL 



rapidly develops in spite of quite s.ignificant "b-1lt tightening" to re­

duce state expenditures. It is natural to next investigate how the 

situation would be altered if there were a significant increase in the 

state's petroleum revenues . To this question , the next section is 

add11essed. 

C.4. Sensitivity of Dasie Case to Increase in Petroleum Revenues 

Any of a number of factors could result in petroleum revenues being 

much larger than projected in the base case . ll iehe1 .. production from 

existing fields , discovery of new fields , higher wellhead value, or 

high0r tax rates would ull result i n J.arecr state l''evenucs . It is dif­

ficult to place o probability on any of these occurrence::; . Therefo11 c , 

a :-;ccond s imulat::i on o.f 1.he economy waf.; done in which the only change made 

was to ln ct'ca~c the l evel of pot:1~01cum i~cvenucs r eceived by the s tate hy 

25 percent bor,inni.ng i n 1~03 ('l'al.il0. J . 9 ). Tt :i::l furt:h el."' assumed that 

the i ncrease occ-ur~ in such a wily thot r oyalty and bonus .tncorne i.s un ­

chong0.d an<l thw; the level of con tribu Lions to the p011mt1ne n t fund is 

unchunCNl. Pct l"Oleum r evcnucn incr ease appl'oximu tely $500 million in 

each yc<it' i n l lw rnid-1900G. 

In t'hr.• ugcrceu-te, tills allow~• s l l.ghtly more r•.:ipi.d r.1~ow th of the 

economy 1w l 't! C:J ectcd l>y t he in <' L'c~1::c .in populo tion o v<..:l' t he base: slmula­

t j on. Th" l.nc1 .. c.:ioc grow~ Lo t1 6 Lhow::c1nd pcoplP in l!JCJ? .incl 1.hen bceins 

to tOJWl"' orr. Thl:.; rcflcct:n lh0. fncl !'hill hi ~he1• levl.!l:~ of government 

:-qwnd 1 nr. , tn.Hlci po:1r. iblc hy L he acl<ll Li O ll tl l t'cvcnuc , have genoru1·ed jol>s 

nncJ i 11 cotnN; in thr· priv.iLc t~cc t·oJ' of Li1" c'c<moiny . 
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RP8S - Inct'ernont to petroleum revenues (million $) 

POP - Popul«tion change (thousand) 
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State government exp: nditures, partially determined by the level 

of available revenues, are considerably larger in the late 1980s and 

early 1990s than in the base case. The expenditure increase over the 

base case reaches a high of $913 million in 1992. After that, it falls 

rapidly and approaches the ba~e case. 7 

The intended level of expe:1ditures in this case need not be cut 

back as sharply as in the basic case, although the difference is not 

nearly as la1'ge as the incre<;:~ed tax revenues. The population increase 

has resulted in an increas e in the desired l ev<:!l of s tate e>:pendi tures, 

and this has e r oded a large percent of t he r,ains to the state t Peasur y 

f r om t he addit iona l petroleum r evenues . 

This occurs in spit e of the f act that total Gtat e revenues incl'eaGc 

by a mult i pl e of the i ncreasc in petrolc urn r evenues . ro1• e :-:ample i n 

198~, tot al r evenues have .incrcdsed by ahou t $2311 m.i.llion over and above 

t he increaGe i n pet1•olcum reve nues, alJOllt Gll per ccn t mor e than t:hc r•cve -

nuo increa se . The perccntaee by whic l1 the total r evenue i ncr ement ex-

cecdti t he pc t r oleum incrcmen t continues to :i ncJ•cosc , bu t t he to t.J l in-

ct'c rncnt falls ln l atm' ycarr. . 

ln t cri:'I:"; of t wo menr.Ut'IJ:i Of pe!'SOnul WC;ll-bcinr, > t h Cl'-.! al' t ' :-:1 j gh l 

improvements over the b a:..:c ca3c (Table 1 .10 ). Rc.11 dbpo~n.hlc j ncom 

'I 
The di..f fcrcncc show~: larr,c vrn•ia Li Oil j n l u l e\' year's bec.1m:l! o f 1 he 

method by which cxpcndHuros arc reduced from the 1:a t'gl.!tc<l value . Tld s 
met hod c jvc::: ri~c to s ome osC"illa t o1'y bc:hovlo1" . 
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Table I . 10 

Impact of An Increase in Petroleum Revenues on Per Capita Variables 

(Measured as the Change From The Base Case) 
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I 

per capita rises s lightly a s the average w.age rate inches up in the 1980s 

because of a sl.ightly h.igher percentage of higher than average paid em-

ployees find work . At the same time, state expenditures per capita in 

constant dollars show an increase temporarily as increases in expendi­

tures occur faster than population g1,owth . This advantage is eliminated 

in the late 1990s as expenditure levels must be cut back as in the base 

case . 

Finally, one ca n compare the long-term fiscal position of state 

government in the base case w.i.th the case in which petrole um expenditures 

are 25 pe1,cent liigher tha n expected . The 25 percent inc1'ease has n 

b eneficial i mpact on bal a nce::; in t he s hort l"un; but in the l ong run, the 

cases ai'c nearly ind i s tinguishab l c . This result occurs because of the 

addit i onal populai:ion grow t:h geneI'fftcd by t he additional state expc ndi-

t Ul'es . I n 1 998 thP. sta tc i:.; i n a pp11 oximatcly t he same position f inan­

cially, but the populdt i on is conr.idcrably larger and r evenue growt h 

has no t kep t pace with c>tpe11di t 11rc irowlh . 

'l'o illu~ t:rettc , i n Table L ll. t lte ratio o f to t·al revenue~: to total 

expendi t lll"cn i s i, t his co::c ol>:Jt't'V d to r emain po:::i t i ve fot" cxac tly the 

some nurnl>or of yci.'lrs as t he bor-:c ca:;c . !n fact , j t8 pa L Lcrn cl osely 

fo.lluHs t hat of t:ho lHlsc ca~c . Th" pcrruclncnt fund iri abh1 Lo con Lributc 

nlighLly lc~u.: in t his ins tance to total ~tc1tc r e ve nue:; . Tn irn year of 

1111..1x.i1au111 conb•jt.iudnn 1 jt providf' ~; 11, !> percen'L of r 1.•vcnucn . '! he:: eenCl'lll 

f und li.1t.-mc <' .i :· in r1 bcttc-l·· pos i t· ion, howcve1• . ln the !Jc1:::c eusc , iL 
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Table I .. 11 

Impact of An Increase in Petroleum Revenues 

on Indicators of State Financial St rength 

(Measured as the Change From The Base Case) 
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becomes n_ega tive in 1991. In the revised s imulation , it remains positive 

until 1994. By the last year of the simulation, it shows $842 million 

less of a deficit than the base case, but it also appears to be declining 

at a more rapid rate. 

To summarize this case in which petroleum revenues are unexpectedly 

25 pei•cent higher than originally assumed , the state's fiscal position 

improves . The imrrovement is surprisingly small, howeve1' , and in the 

long run, the state faces essentially the same deficit problem. It i s 

aggravated, however, because in the interim , population gt'owth has benn 

mor e rapid. Tltis introduces t he po:;s ibility tha l i t Houlcl be advantageous 

to incl"ease t he contribution rate to the permanent fund. To thot cu:::e , 

t he analys i s now turns . 

C. 5. Sensitivity of Uasc Cace to Inc~cnscd Contribut i on 
Rate to the Permanent rund 

ln Lhe base case run , s ta to cxpcncU t ll!'C'G a r c de l crminod not on ly 

uy pop11.la t.ion and i ncome-re lei tC'd demand:. but al::Jo l>y the nupply of funds 

nvailoblc t hrough the f l ow of l'cvcnuc:; and Lhc ecncral f und balance . 

Sin co money dcposi t cd in the permanent f und could no t be ~pent 01\ tlt c 

nortnnl opci•at ton of state r,ovm•nmcnl, th<.:r l• wt1 :1 no dtt~cc l link be tween 

the l evel o! ~ LJ tc cpcndinf~ "1nd the pc ~rn~lnc~ t f und b~l"~n ct': . 

There t:J an i ndirec t linl: , howc•vcr , whi clt mu~r be invt•stigat,.,d . 

1'o Llw <'X Len t: t:h u L money i.!J rJ need in to rh" fH'l'munc n t" funcl , i:t r <'duc"r; 

LhC! .lOV 'l of thr• f)Cllf'l'.l) f unc.l . Thi B , in ttt't 'n , l"l'<l\lc •!l l he lovc.l o [ n l..1 1' • 
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expenditures. I t is interesting to speculate about the i mpact on both 

the economy and the state's fiscal position of an increase in 'the per­

manent funcl contribution rate . 

A simulation was done to tr·ace those impacts . Al l assumptions were 

identical to the base case with the exception that the contribution l'ate 

to the pc1•rnanent f und was set at a ma>:imum rate of 95 percent of bonusen 

and royal ties . This allowed for• a continued 5 percent contribution to 

the i•cncwable re::;ou!'ces development fun<.l . 

'fwo effect:::; could be e>:pcc tcd from this clwncc. first , the aeeregate 

growth of the economy would he reduced as a rcsull of reduced government 

c:-:pcncl .itu l"e~ . Secondly, one would e;.;pccl c.1 ch.mg in t he state f iscal 

po~i l:.ion a!.; a rc~ult . The f>Cl 'manent fund hi1lanc0 will obvlouzly be much 

.tarr.c1' , hut Lhe curren t ."lccount of t he :;Lllt:c mi.gilt chlie1• .impl"ovc or 

d0.LC! l" iorutc . 

l n '1'.:1hlc .r . .l?, the new .lm•gcl.' p0f'mD1wn l fund balclllCI..! j s shown . The 

bnlJncl..! i .n tldn caoc exceed~ 05 billion by 1'105 and $10 bjlljon by 199~1. 

Gr•nwLh LWlil~ off jn thu Hl90~ df: bcfol'e . Stale expendi t ures reflec t 

Li ii ~; ~ii phoni np, CJ Cf of r. ~n c.:r•a l fund mon i cc t o 1 he pormancn I f und. Th!"our,h­

ou t· the l~flO~•, 0x1wnJitul"c.: ~ ; .t•'C' loHCl' jn c.icll yc.i !· .i.n ch' .~ case . Sm•p:ri~•­

jnr,ly , ho tlUV\'l.' , in the l9'10t. s tdl c (· >.Jnndi turr·~~ .ire• h!~hcr i n t hh: cu~~ . 

Thi r. m11 .: L he.· au t•il.111 l.c·d to th\.! 11111c ll i .1r, ' 't" .lcvc•l t •f pM'munC'n t f und 0m'n­

ing!1 11hicl1 i ~1 hc inp, 1~cnc· 1' 1Lccl .ind di~; l: 1 •ibu t J Lo Liu..! t,t' l1"l"ill f und. 'l'hN~" 
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Table I . 12 

Impact of 95% Permanent Fund Contributions 

Rate on Selected Variabl es 

(Measured as the Change From The Base Case) 
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POP - Population chnng (th1.111nu11df;) 
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additional revenues in the 1990s more than offset the increaseq level 

withdrawals into the permanent fund by that time . 

Aggregate growth of the economy as measured by the difference ·in 

population from the base case has slowed consideriably because of the 

reduction in state expenditures . By 1989 the level is nearly 34 thousand 

less . Then, however , the situation rapidly l"everses itself and population 

growth becomes more rapid, reflecting the increase in the level of state 

expcndit~es occurring in the 1990s. 

In personal terms, this forced savine has had two distinct effects 

(Table I.13). The level of per ca pi ta real disposable personal income 

hds declined during the years of the most stringent forced sav .ing dut"ing 

the Hl80s. This reflects the fnct 1:ha t" the aver•age wage rate of the fare­

r.one employment exceeds that of t lic avC!ruge employee in the state. After 

the period of maximum f orced savings , :tho si t uotion rcver!>es its elf and 

disposable µerso1~al i ncornes are actually higher than in the base case . 

The level of real state e>:pendi tur•cs per ca pi t:a follows a pattern 

of divergence f rom the base case which io s l inilar to that: of cl.is posabl e 

persona l income:. During the perlod of maxi111um saving, the r eduction in 

eXlJCndi turc~ exceeds the reduction i n the l"'d Le of population incrcosc , 

so that there i s a s .i.enif.tcan t real dccl'i ne f·rom the gr>owth observed 

in the buse cane . /it> wi t:h disposable per sona l i ncorne , however' , the 

trend is l"'cvcrncc.l i n t he l990:J . Alt hough c;:pcndituPes arc not: at their 



Table I.13 

Imoact of 95% Permanent Fund Contributions 
~---~;...;..:_.~..;__;_;;.;:..;.;.;,~.:.;..;;.~;;.;;.;..;,;.....;;;.~..;......;._.:.___...;,~~ 

Rate on Per Capita Variables 

(Measured as the Change From The Base Case) 
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DIRP/\ - Per capita disposable income change (cons tant: $) 
E99SRPC - Per capita State expenditures change (constan t $) 
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desired level in this case as they are not in the basic case, the expendi­

ture level per capita is considerably higher. 

What has essentially happened is that the decreased rate of spending 

brought about by increased permanent fund contributions has caused aggre­

gate grmrth to mode1~ate, but has also allowed a much larger balance to 

develop in the pennanent fund. Some sacrifice in the current level of 

<:!Xptmdi tu.res has been traded off against a somewhat higher expenditure 

level in the future and attendant higher aggregate growth rate. 

In terms of the fiscal position of the state , the ratio o.f revenues 

to ~xp!mdi tures appears conside1~ab1y more heal·thy in the long run. 

Rather than falline l ess than 1. O in 1987 as in the base case, it rc!­

mains g1~catcr than one until 1992. It docs , as in the base case, con­

tinue to fall b ut the ratio over t he period is highe r than in the base 

year . The percentage of l"eve nues contril>u ted l>y the interest generated 

by the permanent fund i s considcl"able . From 1989 to 1991, it exceeds 

20 percent. However , this high cont'Pibu t .ton t'ate is not sustainable in 

the long run as the pcJ"centagc f alls to 10 percent by 1998, its approxi­

mate value in 1982 . 

Unfortuna tely, the po::;ition of th<' f?.<!nCI'<ll fund b.Jl.:ince i s wo1~sc 

j n this case . It neV(?r rises much c:ibovc a bare minimum l evel in the 

1980:.i , eocs nccati ve in 19 88 a:; oppo::;cd to 19Ul in t he b~1r.c case, and 

by the end of the simulation period hat. a neg« t i vc value e»:ceeding the 

bc'.loe Ccl SO by al>oul: $1 . 6 bl llion. 



Table I.14 

Impact of 95% Permanent Fund Contributions 

Rate on Indicators of State Financial Strength 

(Measured as the Change From the Base Case) .. . 
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REV/\'l' - rcvcnues/cxpenc.li turos (chf\ngc ) (%) 
PFCON - Permanent fund carnings/cxpcnditurco (change) (i ) 
GFDAL - Gonornl fund balance change (million $) 
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C.G. Conclus ions 

In each of the three simulations, the general fund balance becomes 

negative in the 1~190s . This occurs in s pite of a fail'ly moderate growth 

rate of state expenditures . Attempts to r elieve the si:tuation by a 

fortunate increase in petroleum expenditures or by an increas e in the 

contribution rate t0 the permanent f und do not eliminate the basic prob­

lem but r a ther only -.!hange its dimens i on$ . In the long run, the state 

i s facing a substantial deficit. 

Changing the l eve l of expendit ure& in the pl''cs c nt affects not onl y 

how much l'CVcnue w.i.11 be nvai lable dil'ectly bul also indirectly, a s ex­

penditures eenerate .increased demand fol" expend.iturl!:.> t hrough popula tion 

inc1~ c.::i::;e . Recoeni tion of this bas ic fac t nc:rturally leads to 'Lhu concept 

of plann .Lne t he present level of expcndl t:Ul'N; no l only to ;.a tis .fy p1•cs ­

ent need :.; , hut a J.s o i n ant id p,1t:i.on of f u llll'C n0.cds nnd wi ·t: li t he i dea of 

a t l cmpt.i.ne t o deve l op a s uperi or ::; pc nd:i.ne. ::i tt"ategy no L C>nJ.y fr•om the 

point of view of t he present fi:;cal ycm• liu t: also from t he point of vi ew 

of f ut uro y ears . 

Wi th t lti.s i n mi nd, t he next soc tion anul y zc::: t he case wlte1~c Cl 1no1•c 

oc t i.vo <ippr oach Lo t he mun agcmcn t of s-i·n 1·0 C'XpC'ncl i I lll' s nnd 1·hc p<'rm<1 nron 1· 

f und i:; employed i n on a t:tcmpt to maximl7.c bc ncfi tn of s Lu Le gov cr nmcn t 

i n the lone r un. 
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D. Targc t E:·:pendi ture Growth Ra tee 

The simulations e>:amined w1der section C are clearly not feasible 

because of the large, negative general fund balances which are generated 

in spite of significant cutbacks from desired levels of expenditures. 

'illowing expenditures to gr•qw in an unplanned manner leads to an untenable 

situation . A mo1•e reasonable approach to simulating the futtu•e of the 

economy would be to impose the con:::traint that, in the long term, the budeet 

for state government should balance. Thfo beine the case, a mo1•e specific 

c>:pendi ture target may be established as a go,11 . 

Sj nee the demand for sta l:e cxpenditut'es i::; closely correlated with 

Ut"'owth in population , the l evel of pr.i.ces , and personal lncomc, a reason-

u.ble t arget fot• expenditure crow th would be to link it to increases in 

ther;c factors . Thus , if lone-1"'Un popula tion r.rowth fo 3 percent annua lly, 

.i.nflation i s 5 percent, a nd the r,1'owth ln peroonal i ncome :i.C l percent, 

then the rate of increuse in state expcncl.i. turcs would need to be 9 pcl'-

cent . ·lf this wel"'C the expend i. ture r;rowth rate, t hen l'Cill s tatc e>:pcn-

di turc~ per cu pita would incren:.1c l p~rt:ent and t he income ela::; Llci t y 

of s tat c cxpcncli turcs would be unity . In eenm•:-i l, the income e l a ::.itici ty 

of s t u tc gover·nmcn t e :.:pcndit:urcs in mo::; t states ltn:.:; h istorically been 

near• un i.ty 01• ~lie,h tly above. 8 /\:; no Led pr·cviou::;ly, ·the dvcrac c income 

elao t:ic.i:Ly ill J\las ka has cxeecdcd unity ::: .incc ~tatehood . 

- ---- --·---
o'l'lic pl'.i cc olanU city rn.i1!.ht h.:ivc uocn !r!'C!uter t han - 1 ul:-;o . 
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A s et of s i.mulations was pe11 formed under the assumption of unitury 

income elasticity of state expenditures. Becaus e of population and em-

ployment increases, the rate of growth of total expenditures was on t he 

average 10 . 5 percent for the decade 1979-1989. 9 The two simulations dif-

fered in their treatment of t ight fiscal situations . 

The bas ic result in both instances was that the state stayed within 

its long-rw1 fiscal constraint and in the final simulation year was still 

regis t ering a posi t :i ve gene11al fund ba l ance. In f act, in each case sup-

pl ementa11y cont ribut i ons were ::iade during the s i mulation period t o the 

permanent f und, and s ot:ir: of t his money in t he " .interim" fund r emains in 

eacl1 case . 

llowcvc1', in or der• to obt ain thm;e rcsul ts , it i s necess.:u"y to pull 

b ack f1~om t:hc tar get l evel of cxpcndi: tu1"e Cl"Owt h in each case--eradually 

in the f u1,mer and precipitous ly in the l atter. 'l'l1e ptlt tc1,n of expendi.tur•e 

erowt h in tile t\/o cases i s compm,ed i n Table 1 . 15 . On the left i s a ca::;e 

9 
\'llwn ott:emptin[! to tar ect C1'.'owt h jn expendi t ures , it i s impor t an t 

t o keep jn rnlncl t hat: t he r are of populut:ion .incl'ea!:;c and perhaps price 
incru.:t:;c i s not , in /\la:::ka , i nclc pendcnL of t he gr-owt h r ale i n cxpencli­
t Ul.'c:; j tsolf. T!lis i s most pronouncnd rcear1.1inr; populat ion . 1'01, c >:­
a rnpl ., .i.f one is att:cmpt.i.nr, to t <.n,uct growtl1 to be unitary e l a:;t .i.c wlt h 
re spec; t t o person~l i ncome per- c.:ipi ta , cs tiuw tcs of population gr ow t it 
and in F.Lation a1'c ncccs~wry . Ir on0 .i:.:;sume::: 2 pcrccn t , !> percent , and 
l pc1'con t: us t he croHth r ates jn po11ulat i.on, price:-: , a nd .:i ncome , l,e!>­
pcc Li vcly , t hen nn .i.ncr •fl!lc o ( u pcl'ccn t i n Lc.ltul C>:fh' ndit tn.'e8 wouJ.d 
be t:m1 gntctl . llo:1cvcr , if de t u.:il population growth W\'.:l'c 11 pel"Cen t bccau:.;c 
oI· nd.g1'ut ion ·t o t he st ·1tc ind 11cNl by e,rowtli i n r·~l:utc e :-:pc ncl i.t ures , then 
t he Dc tuul L:l1 .::m r,c :i.n r•c.:il per cnpi Lu m·:p~nd .ttul'c:c; would be ncgutivc LJ ntl 
wollld lJr: cqu i. villcmt: to '1 l percent: r-cduc:Lion per capi. t c:1 i n l'crtl expendi ture:; . 
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Table I.15 

State Expenditures Growth Under Two Forms of 

The Unitary Ittcome Elasticity Target 
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PR'l'. l. l - Target growth - no a nticipation of r evenue shortfall 
PFD . 0 . 1 - T.:irgct 9.rowth - shortfall in revenue anticipation 
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\·there growth at .the targeted rate continues as long as possible. I'n 

1994 the state suddenly realizes that the target l'ate cannot be sus­

tait1ed and a severe dm·mward adjustment in expenditures occurs in that 

year. Expenditures are $3 . 250 billion less than targeted in that year 

and fall from $6.018 to $3 . 576 billion. From that point forward , expendi­

tures resume their growth but at a much reduced level. In the othe1" 

case, the collapse is anticipated somewhat by .a decline in the current 

accoufft surplus and the balance in the general fw1d, so that there is a 

somewhat smoother transition to the period of lowe1" revenues. Expendi­

ture growth falls off for a few years in a gradual mannc1' and then r~­

sumcs increasing, but it never l"egains tlte tai."get level. 

In both of these cases , the more moderate l'ate of increase in ex­

pendi t uPes also has a moderating influence on the i ncrease in aggr egate 

economic acti vi·ty which operfftcs throughout the simul ation period. 

This makes the target level of expenditures dci~in e<l in pc1• capi·ta tcr:~s 

card.er to reach . 

The reduction in t he i"ate of grow th o'f expendi "tures in thusc simu­

latio1w causes a reduction in l'eal sta tc expenditures per capita f rorn 

the base ca~e previously analyzed (Table I . 16 ) . A compari::;on of the 

bar.>c ca:Je with the case in wh.i.c.h t he downturn is an t i.c ipalc<l indicates 

that tl.c lat te1'.' peaks at a J.evel about $180 less t ita n the former. from 

th::it L.i.mc f or1-:ur<l , the relationship be Ll·:ccn tltc tl-10 i s not prcd:i c LabJ.c 

l>ccauGc or t he way .in whic:h the two arc r cr.pondj ng to nccc~;sary cu LG j :1 
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'!'able I .16 

Real Per Capita State Expenditures in Three Simulations 
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e>:penditures . The ffll.l in state expenditures per c:upita in the case of 

the precipitous reduction of s t ate expenditures is more severe. 

The fiscal pos ition of the case in which the dO\·mturn is anticipated 

is l"'elatively healthy . The l eve l of the perihanent fund is the same as 

i n the base case . 'l'he general f und is positive in all periods and , in 

addition, thel"c is a large amount of money which is neither in the gener<ll 

or permanent fund but which is available to pay for future cash shortages 

which the state may incur (Tal>le 1.17) . This has l.>een built up rapidly 

i n the early HlOOs a nd i s only bce .. i.nn.ing to be d1"nwn down in 19n8. To-

get her witll the r,cner;:il f und L>alancc , t his accoun l: is J.ai•r,er t ha n t ho 

pcl'manen t f\mcl until .J lmos t the end of the project .Lon pcr.iocl . G.iven a 

st1"ict targe t appl"oach to cxpcndi t urc grow th , j t: becomes j nc umbcn t upon 

pol) cy rnukcrs to con:;j dc1" ho \1 I c• Lr~·<t t the laPr,c .:unoun t:~; o f· money \lli.i ch 

will be accumula Linc oul::j <.k of the perrnancn t funJ j n tlw 1900~ . The 

sum~ 1nukc thur.P in the pcrman~n L I un<~ ;.(.:clil r cla U vc• t y ~Illa 11 L>y co111p.:iri:.;on. 

Th•.! case or tm·cl.'.!t •tl c;ro·.ah Hll<.:1''- Lhe> downtur n ln rt~vcmu<:::.: j s an tj­

cipatccl and .idjus tc:c1 cxhj b.iL:: diffN"cnt l>cladvj ol." fJ. •0111 ltc c:a!;c \lhc:ru 

r.r•owt h jn u>:p0ndH.ut•<>r: cnn·1·i1111c!: Llinclly unt tl a mc:r ~:: i.w• cu t bnck t::i T'C-

C"Jllh'ccl . 'l'IH• dlffC1.'(! ll C.O~: b e 'l\/ 'Cl1 lhr• rrnlic i.pulC'd dOW11l\U' l1 imcJ 1hu uh'r'l1pt 

dOl·H\LUl~n <.ll.'U 11r••th•trtcd ror Cul 'ldi l\ Vlll' it1 l1lc::; jn 'J't1hJv I . J l) , 'J'll(.• dj f­

fcrcncc in popu!.n i on j :-- ..i cl.l'Jt ' l'l.· f k c t ' .. m of the dil"fl•t\.'lll c:~pcncl ituro 

p;:i t L Cl'n ' • Popul11t.i on c >:pandJ na•n" l"cl\1ldl:; 1:lh .. i'C' llw cJ011n L m n i ~. no 1 
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Table I.17 

Position of Sta te Funds in Case of Targeted Growth With 

Anticipatic..n of Downtur11 
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Table I.18 

Differences Between Targe ted Growth \'lithout 

Foresight and With Anticipation of Downturn 

(Measured as the Difference From the No Foresight Case) 
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expcn<.li t u1'eS . It appear's to be gradually approaching the level of popu-

lation in the anticipation case as the simulation ends . The general 

fund balance must he combined with the pe1.,manent fund bal~nce which now 

includes some supplementary contributions iry 01.,der to obtain an idea 

of which expenditure patte1"'n gives the state a largel"' balance at the end 

of the period . The two strategies give almost identical results in 

10 early years; but after about 1990, the case with the aln.,upt drop is 

cleurly s econd best in terms of · funds left in res erve fo1., any kind of 

f inanci al emerge ncy . 

Fina lly , the pat tern regarding r eal state e xpenditul'cs ? Cl' capit a 

c hows neither case t o be cle<Jrly s uperior. r ot" a few years when :::tate 

!';pcndi ne is bcine gr adually 1"'educ€.d in t he one case, expendl t u res per 

capita i ncrcar.c r e l ati vc l y in t he o Lhel"' cas e . Whe n t he mass.L ve cut back 

c omes , however , t he s ituation:.; ar c rupidly rcvc 1·sec.l. In tlt c e :.;t:remcly 

l one r un, the differences appear to be mitleating . 

Those t wo sir.iulcrt ions , with c•.rowth t m"'e,e tcd s o t lin t the incr ease i 11 

s t a te cxpcncli turc::: fo l lows a path of un) tc.lt'y lncomc ola~: ti city , a r e in-

t cl'('::;t inr. in ider.t i fyinc t he r a the r :~cvcre con:;trai11tc upon t he con t-i•1ucd 

c xpan:;lon of t he public ~cc tor c x.ic ting .tn t he lon ~~ r un . Since a l" Llie 

end of t he nimuld t i on per.iotl , ther e \~u s :..:ornP money st:P l f\vai l abl e Fol' 

spending i 11 t lu' o ta tc tre nnury , it .ir. j n I c.'l'c~: Li ne t o l o::>k cl l' Lhc Ccl:c 

l O'i'hct'l' ura minor di f fercnc.:c!: t n troduccd l>y the f nc.~ t t hat llw di f­
f c·re>n L f unc.1 mix in the t\:o cn:::c.·n rc~ 11l u : jn r:li p.h lly di.fI,, r· inl'. ovN"~1) l 
r...ir11i 11 11.:~ Pd l1.::: on c..,vcrnmun t inv{•!i l men L~l . 
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of a slightly i::ore rapid gro•·rth than unitary elasticity . . To accommodate 

this , a simulation was performed in which state expenditures grew at a 

unitary income elasticity rate plus l percent (independently set) . This 

analysis was applied to the base case where the impending revenue . short­

fall was anticipated and thus somewhat smoothed out . 

The most striking implication of t he examination of this case in 

l'clation to the unitary income elasticity case is that the cumulative 

effect of a small increment to the growth rate has a very substantial · 

cffcci: after a few years . In the: long run, the level of aggregate acti­

vity in the~e two cases is nearly id~ntical wilh both r ecording a popula­

U.on in 1998 of appl.'o:.:imaLcly 897 thou:;.:ind (Table I.19). In t he interim, 

t ile case with the 1 perccm: incrcnent to state cxpcnd.i tu!'e growth has a 

sli r,htly liir,her level of population which a l one point exceeds 21 thousand. 

Comparison of real per ca pi t a s t:utc c:-:pcndi turcs ~;hows cl~al."•ly the more 

rapid r,1•011 th rate i n the 1 percent .increment ca~c until the time when 

prudcnc:e requires 1.hc1t cxpC11tli t urc· levels be.: cu t bnck ·in both caseo . 

Thc:n Llic h .igl1 growth case is cut buck more r.:::ipidly t han the other trnd 

jn lul\..'r- year s , per capi ta c>:pcncU Lures l ue those of Lile slowe1~ erowt h 

c.:i~; •. Thi.::; indi l.!c?l CG l csc or a need for conr fo11ous cutbackc jn the 

laLLCt' c.:.i:;c . lnLl:!J'c.:ZL inely , u f Ler Len ycdl':~ CJf gt'oHLh .:it c.1 rate of 

l pC'l'ccn L hll!hcr t hc:in the bJse Cuf.e , tol<ll s .:i Le cxpcndi L\ll'e~ h.:i ve risen 

Lo l? pcrcc.•n t hit;IF· r ln Lhc r.:ipid er•o11Lh ca:w . 'fl1c t .wgcl i ncrea:.~e 

Jiu:J been COIOpOltrl JC'1l by olhN• r.:ictor~--priHlJl"ily pOplll.Jl i.un (!"l~O\:tl1. 
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Table I.19 

Differences Between Greater Than Unitary Income 

Elasticity Growth Case and l11l_i tary Income 

Blasticity G~owth Case 

(Measured as the Difference From The Unitary 

Elasticity Case) 
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The final general fund balances in both cases are nearly identicul, 

but this is not true of other fund balances . The more rapid growth case 

exhausts any balances that were saved for a financial problem by the end 

of the simulation period, and the state is left with zero balances except 

for the nearly $3 billion in the permanent f und . This is in contrast 

to the $2 billion available for emergencies in the base case, in addition 

to the $3 billion in the permanen-t f und i n that case . 

A small i ncrease i n the rate of cxpendjture growt h can thus have a 

qujte s ubstantial i mpact on the state fi scal balance of the stat e in 

the long run . Earlier , it was ::;hown what the impact of a signiflcant 

increase in pet1"oleum revenues would br. on t he. economy i n the case of a 

slate Gpending program that was not targeted Lo demilncl el:'owth. Much 

ol Lh C! increase in l""cvcnues was devoured by populat.Lon incrca~e wh e n t l.o 

sta tc• t:rj ed to take advantage of ·t he n.onc.:y . 

To ::.: cc wliu t would be t he canv if tl 1r> i ncrc.:i!Jc ln revenue :.• were Jn­

stc..id uGcd to ex tend fLU' th er into t l1c r u·t trre tli c ddy al which std te 

cxpcndltut•cs would nl!ed 1·0 be r e<.lt i::ed f1•01n t hu i r t.Jt•r,c l level , d fi nal 

s.imul allon wa~ done usfoe t he uni·t 1ry clastici Ly l .Jt'fl,Cl. The only cllf­

fcl'cncc i n t hi :: case was tha1 a~ j l t.1n Nn.'J ic!' ~imu _n t i.on, pC'trol cum 

l"CVC'nuN; Herc i n crc-.i :-: cd hy 2!1 pc1·c m L j n 1 983 and r m• ·v<'ry :-: u•-cc1.:dJ ng 

y 'dl". 

'l'h •:re cl't"c t wo prj rnrJry irnpac L ~> of t·h i r; ch.:i ngc . The- f iP::t i ~ thu l 

t l w :-: Lule! nc •1.l no L foll \Jack rrorn j t:; LU' :v1. gr m1t:h r.:itc in 19911 , I 1 
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cnn cont inue its progrc:n f or an additional three years until 1997 

(Table I .20). Thus, the "day of reckoning" is indeed extended a con­

side1'able distance into the future by a combination of increased reve­

nues and conservative expenditures . 

Unfort unately , when the r equir ed reduction in expenditures comes , 

it is more than twice as severe . In t he base case , e>:pendi tui.,es must be 

reduced frorn ta1•get by $3. 250 billion while in the expanded revenue cas e , 

the one t ime reduction required is $6 . 666 billion, a mere three years 

l a ter. This underscores -rhe impor tance of ant i cipation of down1:urn in 

r evenue::: in orde1' t o help sr.1ooth ou t economi c f luc tuations caused hy 

1"assi ve swi nns i n the level of state cx~cnditure . It al so r ai ses t he 

pous ibl lity of mor e sophi s-ricatcd me1:hods for bo th antici pat ing r evcnua 

"bus tc" and adj us ting to thc:n . The f lnnl :::cction of th i!:: part of rhe 

s tudy inveotigat cs tha L idea . 
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Table I.20 

'l'argeted State Expenditures in Cases of 

Different Levels of Petroleum Revenues 
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E. Targets \·niich Take the Supply of Revenues into· Ac1:ount 
.. 

The simulation expe1'iments which have been reporited thus far have 
If 

·1 included consideration of the long-run availability oj: r evenU<?S only 
I 

lvery generally, if at all. The first series was predicated on ·the as-

sumption that revenues would be spent more or l ess whim they became 
I 

availiJ.ble. The second series ignored the short-run level of revenue::: 

availuble f o:t.' t he state to spend and assumed that policy makers would 

.;ittempt to h it n target l"ate of expenditure growth. When the target 

\tas no l onr;er• feasible , a fairly arb i trar·y downward adjustment i n ex-

pendituPe erow th and e >:pectations occurred. 

Reexamini ng tha t series of ::iimulations , j t become::: clear• that t here 

<:·xi$t a Vcll' i <:ty o f !_!.l'owth patterns o.f state expenditure:s ( and t hrour.;h 

1 in! uccs , the t otal economy ) which will resull :i.n t lw state ' s finance •; 

a s w~ll as the pt"i vut C' "Conorny eine in esscntj illly cqu.t valcnt pocltions 

af t cr <'l number· of ycar•s . Rccognizinr. t his fact , t he quor.t ion arises 

whethE:l" thcroc is one r - t h of er.ow t h) for cxamµ.lc l.Jetwecr1 t he year::; 197'/ 

and 1990 , wit.Leh nmon~ those paths th~l: r each an cquivalc:nt poin t i n l<J99 , 

wld.ch j R to he! pl"e fcl'l"cd . ro1" c:~m:ipl1~ , t: ltc1~c aric many crowth nnths which 

will :lust cl ind 11a Lu t i 11.J ~e: rn~ .1. 1r1l f um.l l1<1 l .m cc j n t lie yc ... 1f' 199 9 . Some 

suhsc t of Lho~•C! paths w.i.11 rN1c h 1909 with c:::'sent.::inlly t :!lc !":amc popula-

t.Lon , omp.loymc:1 t , anc.l pc1'so11 t..1 l income . The qu r. don i s-- .nnong t hnt :Jct: 

i ~: unc ·t 0 be p:.t..!fC!l ·r cd a bovC' ..ill o ther~? One p~th , f'o1" c:~ <.miple , would 
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be tha t of i:argeting expen4i tm'e growth as long as possible and then 

backing off. 11 

In this section , three simulations are compared which assume dif-

ferent types of response by the state govc1'nrnent to the re.::ognized long-

term pattern of state revenues . The initial case is similar to the 

target growth rate case introduced in the p~evious section . As before , 

expenditures are targeted to grow accordine to the rule of unitary 

elasticity of income . In this case , the growth continues as long as 

pos sible and then a sudden downward adjus tment is necessa1'y in expendi-

tures . The adjustment r esult s i n a negative gene r a l f und balance which 

exceed~· !~ 2 b i llion in 1999 (Table I. 21). '!'he negati ve b a lance is not 

incl.'eJ::: ing very fas t by that ti me thoueh, indi cat ine the f inances of 

the state arc b eginnine to s Labili zc at this l ower l evel. Ove 1• a f.i ve-

yea r period, an alternative ~ourcc of r e venues micl1t be f ound to cllmi notc 

this def.i.c~t . 

11 
It is no t possible t) :::u:::t..i i n a La Pp,et gr owLh r ate which r esults 

in a constant percent ar,e Of •!Xpendi t ure::: he i ne f j ll Cl l1 CCd by pcr mancn1 
f und earninc~;. Suc h a r c::;ul . i s po:::r. i.blc in the s hort run bu1· not th u 
l ong run, if i ncre ments t o t lt1. perrnanen L 1 uncl b.:i:.;c decline as p:ro:jcc ted 
.in Lld.:s pupci·. To provide .1 con~tani: pc1·ccn-ragt' of c :-:pcnditures , t:hc 
f ol lowinc equali1y would nc('l to hold be w een t he urowt h r ate of t he 
pcrmancn t fund and t he crow.I rHtc of r.ta I<' c~:p\!nd i t urcs ( as:rnrnj ng 
do::;ircd cxpC'ndi Lure erowt·h =c.1lowed 1 IH! \1t1 J L1;ory i ncome elasticity l'Ul<'): 

Dnnuul i nc t'ca:;e in perma ne nt f und huf, e: :: i''llrnUiJl l'u tc of pop11ln t i on .in­
crca:;c ·t onnutll r u Le of pt'i l'C j ncr casc ~ wnnudJ l 'cl t c of pcr-non.:il income 
per c'1pi ta . 



•rable I. 21 

Targeted Growth With Maximtun Use of Supplemental Fund 
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This unitary elasticity case differs from those done previously in 

the assumption that the general fund balance is kept to a minimum level 

necessary to maintain short-term fiscal solvency. Everything over and 

above that amount, net of what is deposited into the permanent fund, 

goes into a fund w~ich· may be, and indeed is i n all simulations , drawn 

down when revenues in excess of cm're1it receipts are required. Assuming 

"that the contributions to i:his fund are derived from the same base of 

royalt ies and bonuses as the permanent fun<l , the combined contribution 

l"ate ·to the permanent fund and this inter lm fund can be cal cl' lated. It 

is sit::,.>ly th•: amount which i s l e ft over from revenue:; in any year after 

expen~lturcs and after maintenance of the level of the general fund. 

Since a con t::-ibution l'a tc to the permanent fund of 25 percent is assumed , 

th.i~ c.oml;i ned c:ontril;ution rc:i ti:· cannot fall below 25 percent . For a 

period of 1'1 yeat's , th.is i ntel"'.i 111 f und i~ j n m:l::::tcnce . Durinr, its first 

ten yt> 1r:..>, f:rom .!.97 ~ t o .E189 , c:on tributions m'e beine made in to the fund, 

und .i. t:; .buld~1cc is increusine. Durlnr, ti 1c nux t four yom:•s , the increas·· 

i n1~ n ·~tJ d::; of the sta t e drive th1~ Lal.rncn to :1.cro . 

Um'.i.n1~ .its czistencc , th i. ~; fund l~ much large1~ tlian thn permancn t 

fund .-in<.l Lim:> pot0.ntially much mo1'0 impo1·t.:int· fo t he ~hot't run as an 

in!.>l !"ll tn< ill of stale pol.icy . ln J'lOO wh011 i l' r>N.tchc~ its peak l evel o.f 

$11.%'/ IJ i .lli.on , the per•muncnl f und contairw $2 . 0f.ll--appPoxi.mately •10 pc1~­

C'f•nt ar: rn11ch . Thi! fund i !•, in n :: 1 n!':C'! , l j kc lhc i nv0:; t men t fund es tnL-

l i~; l1cd :1flwr Lhc i 1ccclpt of lh...:! l'rudhoc Lu y hon11s r:Cllc r cvcn•;cs . The 

fund ~; 111.Jy nur h1! irnrm,cli ctlcly 11 •·(.;r: . ;~i.:iriy but. will be jn lite .lone run . 



The pattc!'n by which the fund rises strongly and steadily for ten years 

and then falls precipitously is indicative of the fact that to maintain 

a target expenditu1'e level early, those funds will not be needed; but 

when they b ecome necessary, their existence and availability a1'e cri ti cul. 

When their s ustalning power i s l'api<lly depleted , state expenditures i'all 

rapidly . 

In cont1'ast to this has.; case a1'e two s imulations which explicitly 

take in·to account the cyclical nature of state revenues during c:.11 time 

periods . I n ea.::h of these cazes , t licr·e i s a lower targeted erowth rate. 

J::xpcmlitures in rcul t erms per capita should not decline . Thus, expendi­

t ure inc1'casc:.; are linkc:d direc tly to bot h .incl'n.:i:;c::: i n population and 

i ncreases in pr;ccs . 

l:xpendi l u·rc inc1'ec:tS~f; arc nol linked to cha nc.c:.i .in personal income · 

levels . Rother ·they ut•c tied i.nto chanuer.; :i. n ~1 l"a tc revenue pro::::p~cts 

.i.11 "lct'ms oi· pct~'olcum 1'evr.: n11cs . 1 n one: <'\"l !.JC , cxptmd i l u1•cs are progi.·amocl 

Lo r .i.:..:e f..istcr \then t he .level jn the pcrm-.incn : f und bal ance i ::; t'is ine 

fa:..:-..i.:r . This c :·:pcnditurc grow t h r~::pond~> t o ,, mca::tn·c of how rapidly 

tlic :-;t.lt"e j s acc11mulat in~ l'cvenun:; . l 11 t he ot:hc1• :~.dmulatj on, c>:pend i.­

Lul.'c:; l •j ~;c more t>clpidly when the l C'vcl of C'Xpcclccl futlll'C petrolcum­

rclatcd revenue!.; inCL'Ca~c:; . Since non-J' " tr-olcurn- rcla L~'cl revenue grow t l1 

!·0 1 lows tli~ l',l'.'O\lth of :na'lc pC'l'!"IOlldl income 111 .i f~1i.rJ.y :;moo th 1t1tmnc1' , 

.iL 1 ~1 11ot ncci.:~!; t.iry Lo j nc ludi.: tli..iL compon(•nt: or i.•cvcnuc . lt i:; L11<: 

pcll'O)uum r cvvn uc•:.; wh<H"l' t·hc l.'.l'Nll 'l!l' fuLL.''e un C(' l' lui11ty lie ·~ and, t llll": , 
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changes in the i~ate of expendit.ure growth should respond to changes in 

expectations regarding this highly variabl e component of income. 

To show why one only need consider the va1'iability in petroleum 

income, reference is made to Table I.22, whel"e the relat ionship between 

state non-petr•oleum revenues and Alaska pers onal i ncome is shown . The 

ratio of taxes to per s onal income has remained fairly constant since 

statehood, falling near 13-14 percent i n most years . In a crude way, 

it could be said that t h is is t he underlying long-run constraint on 

s tote C!Xpcnd i tul'es . Hi thout direct petroleum l'evenuc!'.l , they must l'e­

rna in no ~reater t ha n 14 percent of pcl'sonal income . l'etrolcum r e\•cnue::; 

let t he l'~ percent constraint be ignoPcd , but only as lone as petroleum 

l'cvenues remain . \·n1en t hey disappear 1 tho underlying rcl ation::;h.ip 

.between l'avenues <Jnd pcY'sorl<.ll .i.ncome r ef:ul"facc:J und l"ous::erts itself. 

'I'hu:; , chnnees i n the ra te of expenditure growt la cun Le made .in rcl .. 1tion 

t o cliangos in ex pee t ed or l'ccei vc d pc;> trolc uin :rc venue :.i becam;c of the 

underly i nc cons i s tent growt h o.f othcl' :rc vc rrnco . 

lt is interestfog to note ju Table J.?2 t l1n t th<: conr:l'.:int rnttu 

be t.wccm revenue::> and pcl"scnn l tncomi..: .i mpl i CG uni Lary i11co1i:c c l..is tic.i ty 

of non-pct 1•0J cu111 ~ tatc revenue~ . N,! L o f pt" t c'olcwn J'cv c•n11cs or some 

o l hC'l' la1•ee c :-:ogcnous rcvenw~ :::ourcc, LIH..: :-; ld t c i H no t tipp1 •oocld ng a 

po:;.i t ion whcr·~ ~; tutc revenue: ~ 1•cpl"<'!ll' ll t: tho cqu i. v..ilcn t of 20 pcrc n t 

011 pc1•:;onal inco111c.! . RcctJJ.l lrorn 'i'<Jhlc [ . 3 Ll1.:1L i;ti1t c <'>:pencll tm.,us 

llppro.1ch Lh'1 l percentage.: . 'l'he L'CO!lOlllY i ~: not 11 t:.Jk inc; 0 rr II j n t 11(> 
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Table I . 22 

Non Petroleum Relat~d Revenues 

And I 
'Alaskan Personal Income I 

Alaska I 
Alaska Non Petroleum Personal 

Ratio I (pur cont) 
10 . 7 

Related RevP.nues 1 Income 
(million $) (mill i.on $) 

1961 69.86 651 
13.7 

I 11.4 
15.0 

1962 93.21 679 
1963 80 . 77 710 
196'1 119 . 22 797 
1965 137.46 864 15.9 

1966 131. 45 934 14 . l I 
1967 150.07 10'. 1'1. 5 

12 . 5 I 12.8 
12.7 

1960 140 . 51 1126 
1969 162.63 l2GG 
1970 182 .95 1'143 

14. 3 I lt1. 3 
1971 225.33 157!i 
1972 248.48 J 739 
197:\ 290.03 2004 14.5 

13.0 I 13.4 
J 974 311. 95 2'10~ 
1975 '144.07 33/.'1 

1976 501 . 51 3010 15 . 3 I 
Average 13 . G 

I 
1 'l'otill rcvcn11os minu ~: general fund intcrcut (prima.d ly from Pru<lhoe nny 1 case sall 

p1·occc<.1!:) production , properly, and r oi:;crvos tiJx , leases , bomwcs, roy.Jltic s , an 
fcd01·;il shared royal tic::; . 
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sense of autcmatically channeling a la1~ger pel''cen tage of income into 

stat e revenues as its size incraases. 

Linking the gi'owth in real expenditures per .ca pi ta in the state to 

a long-run measure of "non-recurrent" revenues, rather than p~rsonal in­

come growth , pl'oduces somewhat different t otal expenditure growth pat­

terns from the base case. Table I . 23 contras ts state expendi.tures i n 

the base case of unitary income elasticity of expenditures with the two 

modifi ed expenditure strategies. 

I n the case where expenditures are linked to expected f uture 

revenues (actually the present value of t he expc::cted revenues over a 

ten-year period), gt'O\vth i n early years exceeds t he base case becau.cic 

l a r•gc f uture r evenues a1·e antlciµa t:ed . /\s t:he revenues arc actually 

received and t li c production i n t he field dee] incs , so do e:,pectatfon!:i 

of f ut:'t hcr· revenues nnd thus , e xpenditure erowth . f\s the growth r a tc 

fa.I.ls , total c>:pend.i. t ures l ar; t he base cazc . Event ually , ·they r ecuvc:r 

to end t he s.im11lation per.i od at n level almos t i dentical with the bm:e 

Cu$C , 

In the othor sitnula tion wlie t"e the opt .ion wcis Lo i n c1"ec1sc ~xpcnd i tur>o 

r;rowth only whC'n T"0V('11UCO at'e rcc0ivcd , the pattc'r'n i :: ju:;t the oppos.tte . 

I n eal.".ly yom•r: , c:-:pcndi tur grow t h iG s l ow J S the level of l.'evcm.:0r. 

cliilnnel cd in to t he pcrmancn r- f und i c l ow. I,ntcr with c:1 l i11'gt> balance 

ln t he permoiwn t fund, j t i s pons il>lc to make l ar ger cxpcnJ i. L\ll."'1'3 over 

·the pt'UC\idinr, yu.:n"i.: . "'hb pol.icy , ltowcvm" , can only be «ppl i cd un Lj l 
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Sta te Expenditur es in Three Modified Target Cases 
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the sc.ived revenues a1.,e deplei:ed . Expend i. Tm.,es fa.l l l"ripi <\ly <inrl finally 

approach the long-run growth of the other two cases . 

'l'he relative movements of aggregate economic va1 .. iable:s in the ·three 

cu::;es have ccmparabJ.e patterns as i.,apid e>:pencliture growth stimulates 

rupid economic expansion and more moderate expenditure growth causes 

lower rat es 0£ increase in population, employment, and personal income 

(Table I . 24). Dy 1999, ho;rever , all three cases are essentially back 

on t he same growth track in terms of employment with less than l per­

cent difference among them . 

Per ca pi ta state expenditures measur ed in conn tant dol L::rs , because 

of the pai.,allel movc:nents of "total state expcndi t:ures and population , 

ulso have.! patterns simil a r to the pa tterns of total expenditures 

( 'fc.tblc 1 . 25 ). Each of the specia l cases ha::: one time pc1.,i od when 

]>Cl' capita i.,eal expendi L u~es exceed t he base cace comparabl e ycat' and 

onn period when expenditure:-. per ca pi t'o l dr, t he base cusc . When expen­

di t:ur~s arc tied to e>:pected revenues , Lhe "bulce" occur::: eurly and 

when t icd to :t'ece.i. ved r e venues, l t: c.1cc 11ro l ater . 

One val"i<:ll>lc displays a :;omewhu t different pat:t~'l"n f r om those prc­

'>C'nt c<l t hus J<1r . Tot:al :-~t.:ite r evenue:-: pcl' capi la i.n const,1nt dollars 

J.:1lJ.!; rcld tive to ·the bil::;c case.! \lh l•n c;:pendi.Ll1re growth b J..i.nkcd t o 

c:·:poct t'd .l."0v c•nucs (T..iL>lc! l . ? G) . ) l r e t111 • 11:~ on ll'·1Ck in l he 1990s but 

rwVN' (•Y.1;0cJ !.: th0 bc.1 :;e cu::c . 111 t h 0 cclfiC wlw1•0 p,row L1 1 i :-:; l i.nked ro 

J'l' V <:nu{'f~ t 'C'C\...' i.vecl, Lhc:l'c is ~1 pcri ocl th1•nur,h J.98'/ when pm· capita 
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•rable I. 26 

Re~l Per Capita State Revenues in Three Modified Target Cases 
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revenues exceed t:hc base case . Then fol' five years, the reverse is 

I 
true before they l'eturn to essentially t1"ack tile base case. It appears 

to be the case that overall per• ca pi ta state revenues are maximized in 

I thes e part iculm' e;.:amples when r,rowth occut'S after revenues are received, 

rathe1"' than in an ticipa-rion of thos e revenues. They are minimized when 

I g1'owth fol.lows movements of anticiµ..'lted revenues. Targeting gro'wth to 

I 
personal income increases provj des the middle ground . The return .on a 

dollar investment by t he s t a tc in terms s t 1•ictly of tax reve nue is thus 

I maxirni2cd by invest ment in a f und which en~1a a fixed ~~turn, rather 

tha n ·through a n i nvestment sccl:ine t o p1"ovi.dc tax r e ve nues . This i s be-

I cuu:;c of 7he underly i nr, a vcrriec r~tio of l'.::!V l;.! llUcs t o pct•:.;ona l income of 

I dollar of ~crsoncl incon~ crcatu<l . A <lolJ~r Jnveotc<l in~ fund Buch as 

I the pc:r1:1ane1r fund mi r,h t , by contl'r1:; t , eilrn '/ pc·r-~~n L anmmlly in pcl'pc t·ui ty . 

I 11011 L: Ll11.! :Jtilte to c hoo::.:0 ;1rnong, t hv:;c tlwcc t ype:: or ·g!"owt h µnl h:.? 

I 
I 

1• t::lne. publ.i c \'Xpc11c1 i t uruo t.1 n<l i nc;orpoY' .. l l c::1 .:1 r a U oni'llc• wh i. ch c:i1n be 

c ;J:; i J y unJcl'.: l nuc.l . lt :-;u I f e\'n fl 'lliil .:i n .... oct I 1)1' u :-:cvc.•l"c downward ad j us l:-

I 111,•n t oI 0:~:icnd i.l t11 'c:; un lc>s.; nu11 1·cvPnt1P :,011 1•cc~: a pf>C.t t' . Thi :~ scv01'C' 

d i.scon l.i n~ity l:: Lid s rnc Llwd ' s .l .. 11.'11,or;r pl"ob. L c~m , alt lio1w.li .-il.l :;u fFct• from 

I 
I 
I 
I 



It is mo:r.e dif=ficult to nhC"los c among the other two cases . The case 

with expenditures linked to .:mtic i pated revenues offer s the dual advan­

tages o.f more rapid economic growth in earlier year:; ond la1,ger real per 

capita levels C?f state cx.pen:!.it ures . The other case offers lower growth 

of the economy in the p1,e ::;ent, although more rapid in the future , and it 

is the cas e which gene~ates t he largest amount of revenue per capita. 

Viewed f rom ·this per s pe ctive , the decision regarding the aggrenate 

spendi ng l evc!l f or the state r est s upon a t1.,adeoff . between increased 

l"CVenues i u the l ong run from s l ower s pendi ng r ates und the attendant 

futur1e benef .its deri vahl c frc·m these i•cvenucs , and increased benef itD 

in t he immccli<:i t:c present ft'orn i ncreases in state spending a nd r esulting 

economj c f.l'O:vth . Among thc:-;c µrese n t bcnefi ts wi ll not , in general, b e 

t he gcncrati on of l aPgc.:r f; La Le r e\•cnues . The inunccliatn bcnefi·t s ar c 

in the form of nccc~>Sal'"/ c;.:po nd i. tui:'cL: by t he :;tatc a nd t he ec11cr a l ad ­

vcmtaf',l!S of n Jure er , a '1 oppo:sed to iJ sm<:t J.ler, economy. 

There cn'e , or cou'!.·!:0 , a 1.:ir:-ec number o r grow t h ::>a Lhti of \·1hich 

t hc:.c tln1 cc: .J t'c only c>:amplc :::, They clo illus trute the Lasic choi ce 

wh icls tho sta t:c faces and Ll1 r t 1•udc-of f i mpl i. c .i: t i n t hat choice . Tho 

c!'ltabllr.hrno 11 t: or t he perm:tM't1 I f und was the t- c~i.nn ine o.f t lw rccoBn i t:lon 

tltat ·1 he 'l r.i<l1.!u rf exists . 'l' l1c ncx l :1 t: cp is 'lo c:-:pl i. c i. tly anulyze t lto ::.:P 

t1·.:idcof·[:; f .1ci ne t "n0 :: t..::t:c 80 t hat d1oicc:, of cxµc 11d i. Lut'1J l c:vel:: c cc111 

li".:! rn.:idc w i I h full undc_ .; .-.mcU np; of Lilt: i r l on e- t:N'lll imp l Ll'il t ion~ . 
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PART II 

IMPACT OF ALTERNATIVE USES OF PERMANENT FUND EARNINGS 

A. Introduction 

An important policy question surrounding the permanent fund concerns 

the disposition of earn~ng~ generated by the fund. The Constitutional 

amendment creat~ng the fm.1 provides that all earnings be returned to 

th~ general fund to fin~nc~ st~te expenditures unless the legislature 

directs otherwise. It is this opt.i.on which is assumed in the economic 

simulations done for the other components of this report . 

In this section, the analysis concentrates upon the economic im­

pacts of different proposals which have been suggested for alternative 

uses of permanent fund earnings . These four are the Alaska Inc. proposal 

to distribute earnings to individuals who have passed some Alaska resi­

dency test, the suggestion that income be reinvested in the fund itself, 

and two less formal suggestions that personal income taxes be reduced 

or that state expenditures be increased by the amount of the earnines . 

A fifth alternative had been suggested for analysis but was not 

included because of the feeling that the probable sensitivh:y of the 

results to necessarily speculative assumptions would not make the analy­

sis particularly valuable. This was the suggestion to use the earnings 

in either market rate or below market rate l.:ian programs. The impact 

of this suggc~tion, if one were to assume market rate loans and competi­

tive capital markets, woul d be neglieil>lc in aegreeate economic terms. 

, 
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As the assumptions ~egardin& the loan rate or the competitiveness of the 

capital market are· altered to allow subsidized loans or the possibility 

of imperfect information or some other impediment to the free flow of 

capital, then a positive economic impact could be generated by the eco­

nomy, and this would be reflected in the model. The impact would be a 

direct fW1ction of the type of activity, rate of subsidization, and 

s.trie.ngth of response of that pa1.,ticula1" economi<.! Se<.!to:t\ to loan incen­

tives. Any assumptions regarding these matters would be highly specula­

tive and, thus, this particular proposal was not analyzed in order to 

eliminate the possibility of presenting misleading resnlts . 

Of the prioposals analyzed, the Alaska Inc. idea has received the 

most attention in the public forum. The particular form of this idea 

analyzed here is that of the Governor as embodied in !ID 525 - SB 384 

(Tenth Legislature). The bill would require that at least half of the 

earnings of the fund which were transfer1.,ed to the general fund be 

distributed each year as Alaska Inc. share payments beginning in 1981. 

Persons who had been residents of the state for a period of five years 

would be eligible to receive a share payment; and every fifth year there­

after, a person who had continuea in residency in Alaska would be eligible 

to receive an additional share. Thin analysis as:mmes all fund earnings 

are transferred to the general fund and, of tlmt total, 50 percent is 

distributed as Alaska Inc. 

I 
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At this time, there is a legal question as to the constitutionality 

of such an income distribution pr~gram which would. exclude a large per-

. cent.age of the population. 'l'her'e are othe·r legal at}d administrative 

questions; answers to which must be assumed in orde.r to do the analysis 

of the impact of Alaska Inc. on the state economy. It can reasonably 

be assumed t hat the .l?r.ogram would be struc\tured in such a way to avoid 

the necessity of paying state personal inc<>me tax on the proceeds . How­

ever, it is less obvious that ~ederal personal income taxes could be 

avoided . In this analysis , it is assumed that a method is developed 

which results in the payments not being liable for federal personal in­

come taxes to maximize the potential economic impact on the state through 

the change in personal income resulting. Administratively, it is assumed 

that Alaska Inc. payments enter the personal income stream after the 

payment of federal and state taxes and are not a form o:t: special credit 

on the state income tax. 

'l'he suggestion to reinvt~st fund earnings back into the permanent 

fund is motivated by a desire to increase the future earnings potenti.~l 

of the fund . Thus, saving in cm:-ly years would lead to the generati~n 

of additional revenue in a later period. To compare the impact of thi:J 

suggestion to that of the Alaska Inc . proposal it i s assumed that the 

portion of permanent fund earnings which would have otherwise gone into 

the Alaska Inc . pro&rrarn i s instead reinvested in the fund. 'fhus , 50 per­

cent of fund earnings are reinvested aud 50 percent are transferred to 

tho general fund . 



In the case ~·:here the personal income tax is reduced by the earn­

ings of the permanent fund the p!'oportion of the fund earnings allocated 

to this program is the exact amount which was distributed as Alaska Inc. 

payments in the first instance. The :veduction in taxes is on the basis 

of an aver.age reduction for the average taxpayer . 

. In the fin al al tElrnati ve examined, the . ..tmount of state spendi.11g 

is increased by the amount which would have been distributed as Alaska 

Inc . shares in the first case. This has the primary effect of raising 

the level of expendi tui'es above the predetermined target expenditure 

rate in early simulation years or of reducing the amount by which expen­

dl tures ar·,~ curtailed below the tare et rate in later years. 

All t 'lle alternatives analyzed in this port.ion of the study build 

upc1n the same bnse case , whi<'h is one f1elected ft'orn t he cas~s generated 

in Part I of the study. A description of the basic assumptions undc1'­

ly:i.ng this base ca.se follows. 
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B. Dase Case 

The base case, which is used to anal yze .alternative uses of permanent 

fund earni?gs, is a simulation of tpe economy which incorporates a for•mula 
' 

approach to the growth of state' gov·ernment expenditures. Under this 
• ' • I 

formula , state expenditure~· grow ~ta rate wh~ch maintains a constant· 

ratio between per capita real state expenditures and per capita real 

personal income. This does not involve the imposition of a const raint 

upon. growth until 1990 . At that time, growth expectations are gradually 

revised downward in an attempt to adjust to the long-run r evenue con-

straints imposed on the state . 

'fhe other basic assumption con•:::erning the base case which is im-

portant is the erowth of the pet'manc~nt fund. In this base case, the 

basic contribution rate to the pel"manent f und is 25 percent, but now 

additional monies are placed in the fund as they nre found to be excess 

to thr:i 1 c>mal requirements of the gcme1"al f und. In this way, they Cll"e 

able to earn the: 7 percent return avai lable on the pe1"mancnt f und rather 

than the 6 percent average return on the general fund. The supplemental 

contributions to the fund are not "locked in" permanently to the f und 

and inay be withdrawn in periods of deficit on current account in the 

state treasury .. 

'!he reason f or this assumption i s that it allown the permanent fund 

to bui :1.tl up n large balance i n early years which, in tur n, generates a 



substantial amount of · revenue. This revenue, in turn, becomes the · diI•ect 

cause of tpe impacts associated with redirecting the fund earnings into 

different pr>.ograms . 

•' I • I 

.A.ggr.egate indicator's of economic activity in : the base case are de- · 

picted in Table II. l and r>eflect a pattern of strong growth. Pop'ul~tion 

increases to 683 thousand by 1990 and to 952 thousand by the end of the 

simulation period in 1999. Employment growth reflects the same basic 

trend, except that in the early 1990s, the rate of inc1"ease slows to 

almost a standstill for several years·. This is an indication of the 

readjustment occurring during this period in expectation of state reve-

nue reductions. Cutbacks in state employment are necessary to balance 

·the state budget , and this l"educes overall employment growth. Personal 

income growth seems less affected by the government slowdown in the 

eai"ly 1990s. It shows an almost ten-fold increase ove1" the pe:t.'iod of 

simulation. 

The r>equired reduction in state spending in the 1990s is shown in 

Table II.2. State expenditure growth follows the formula until 1990 and 

then curtailments f'!'om the desired erowth path occur. Between l990 and 

1997, expenditures dip 3ignificantly in total umount . They are, in ef-

feet, waiting for revenue growth to catch up. At this time , petroleum 

revenues are declining , however, and total revenues are actually declin-

ing . Only in 1997 are revenues higher t han the l evel attained in 1986. 

r.ach year , tho target growth rate is reduced and, yet, each year state 

spending must adjust downward to compensate for insufficient revenues. 

I 
1. 
I ~ 

I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Table II.l 

Base Case Aggregate Variables 

PCJF' .. 
1977 :~9B ."5 02 
1978 40B • :3:1. 7 
1979 li25 . 552 
:l.980 ·1 ~'i7. fJ17 
:I. 981. 4El4.21.4 
j, <f 82 1}95 .• 249 
:1.983 508 . ~:S99 
:J. 98•1 525. ~55 
1985 5461 . 2t:3 
1986 !568. 4ti 
l987 :::;93. 34 
1988 . 62:1. . 20~5 
:1.989 6 ::'i~5 . :I. ~55 ·- -·-----r1/90- --·- ·- - ··· -·- - -r.~Ei~!~79 --
199:1. 
1.992 
:1. (19:3 
1 11<?4 
:t 99r7i 
l 1?96 
1997 
1.99B 
:I. 9'r9 

POP - Population (thousand) . 
EM99 - Employment (thousand) 
PI - Persona l income (million $) 

?00. B:I. :I. 
1:1.2. 9 
·7 :~ 9 • () 0 ::.) 
7:'.'i2. ()()(j> 
7£H. :·544 
B :J..4 . :·5~5;-:; 
£3 ~::; :.~ .. ,;, ~:.:; ::.~ 

(1<j>7 .. 797 
9~.:;2. 1.34 

rM .. ·· ~1 ... ,, 

:1. 87 . -4B7 
:l 92. ()~!9 
20:1.. :n6 
220.719 
:~~~~=-!. 927 
::!:~3. :~46 

236.4:t6 
243. ~545 
253. <MB 
263.693 
::~7 6 . 0!7i7 
290.201 
306.B62 

··~52 :1. : 033 
:'526. :1.32 
~527. ~:iOI} 

3:3:~ ., 9~~2 

:~4.<1 . 049 
:3:::;r; • '799 
3'/'7 • 7 ::5 6 
~~<;9. 07 
'l 7-.~4 . 6'7:·~ 

4~:Sc~ • 042 

. . 
PI 

~529:~ .=~:t. 
:~600. 29 
·1055. 06 
4869.6 
5~505.9:L 
5771. .6!5 
6:l63.83 
6725.1.2 
74:37 . 71 
824:1..99 
9183 . 67 

:1.0285. 
1.:l.!'.-i99+8 
1. 289-0 . 7 ···-

:I. 3'7B2. !7i 
·1 :I. 4~;;02. 2 

:I. !:i49 :I . • I :I. 6 110~~ • G 
:1.B63"l.G I 
2 () l.1 ~;j 1. • 2 
~:!:·:~04 :I. • 3 
~!.~:;9 33. 

::.!9!'.'i09. 6 
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Table II. 2 ~ . 

Base Case State Revenue & Exp~nditure Variables 

,I 

. : . 
E99!3 

1. ~)77 :1.099.65 
:1.978 127:1 .• :J. 7 
:l 97S1 :l.3B!3. 2 
1. 9(1() :I. 550" 8c'> 
1. 98 :!. 1839+37 
1.982 2067.2 
1.983 2164.87 
1.984 2 :307. :t ·7 
1. 98!:i 250B . 56 
:/.9G6 2 762 .()7 
:L 98'7 ~~046. "78 
:1. 9 fJB 337 7 . 94 
:t 989 3762 . (,<",' 
:r. 990 406 :1. • n::5 
:I. r;r; :l 4 0 0'}. f.d 
:1. 9SJ2 379!'.) . 6:.! 
:I. ~J93 ;3 (~) 6 11 • 1:1 ~:; 

:1. 994 ::~696. 3!'.'i 
:1. 9 9 ~) :~u 4 2 . ::Lt 
:1. 9 96 4010. :67 
:J. 99 7 'll 9 7 . 45 
1998 4 -~ ~"'i :I. . 29 
1. 9'19 479 :1. . 29 

E99S - Total St.:it-c expenditure (million $) 
R99S - Total ~tate revenue s (million $) 

r;:99S SAVS 

:1. :1.:rn. 36 o. 
:l.:l48c.8 o. 
:J. ~:;:~8. B :I. () . 
:t 94:5. ~"'i9 o. 
~~2:~9. 1 ~:) () . 

L.5:l2.~!:I. o. 
2B:L4. 78 0. 
3240+62 (). 

~~ti:51 • 3f.1 o. 
:5 7 :I.~;. 2!:) o. 
:5f.192. ~"'if] o. 
:~624. 77 o. 
:~~170 . I o. 
~~~;:·5c, ) f:l: .. : :t 5::i. 9;33 
34HB . ~.'i6 ~iEl6. 024 
:542B. f:l4 4"74 . 7 06 
::i404. </<') ~5:1. 7 • 2 :3 7 
34 ~i0 . 24 2:t:L 927 
:-.s:')6 1 . 77 :1.76.178 
:5i':l.:1..:l.4 ~!07 . 572 
:~9 :I. I} . 4 !'.'i 224. 6:1.1 
4HM.93 207.3l14 
1}!542.83 188.939 

SAVS - Expenditure cuts below target rate of cx9enditUl:es (million $) 

I• 

,. 

I 
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Because the state has anticipated its revenue problems and begun 

reduci.ng expenditure levels before:: it completely eliminates its ·fund 

balances, at the end of the simulation period there remains ~ positive 

balance in th~ general fund (Table II.3). In the interim, it ha~ grown 

to be in excess of $3 billion; but by 1999, it has essentially hit "rock 

bottom" at a level of $722 million. 

The permanent fund has actually built JP a substantial supplemental 

a~r.ount in this case over and above the amount accumulated by the 25 per-

cent contribution of bonus and royalty receipts. The inclusion of the 

supplemental acco~t brings the balance rapidly to the $3 billion level 

in 1905 and over $5 billion by 1995. The supplemental balance is all 

accumulated by 1986, at which time it is appPoximately $2.276 billion. 

This fund level remains constant until 199B, when the first drawdowns 

occur to fund deficits on current account which cannot be paid out of 

general fund balances . The rule used .in this' case in specifying what 

amount of the current account surplus would go to the general fund and 

what would go to the permanent fund supplement was simply that 75 per-

cent of excess revenues in excess of 120 percent of expenditures would 

be transferred to the supplemental fund. This allows the general fund 

balance to build up in the 1980s. \'n1en expcndl ture levels exceed rcve-

nues , the eeneral fund balance i s drawn clown to a low level before the 

supplemental permanent fund is oper.ed for spendinr; .on current programs. 
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Table II.3 

Base Case State Fund Variables 

C:WB;~L f"'F .lH~'- , ... 1- ~ LJ t-' t.ll.. 

1977 570.0Bl. 2.4 
:L 9 "7fJ 46.I. ~ 37'7 b2+4 

:1.979 :~i 4'7. 7~~2 :1. f:l!:S ~ ~)6 

1980 86 :1 . • 622 327.492 

t 9E>l :I. :I. ·77 . ~3!5 482 . !7i6 

1 </82 1. 535.35 6b:L.c>5~i 

1 <t8:3 :J. 66? . 32 :J. ;2/.,8. 8 

:1.984 :I. 86r; • ::.~ :'5 :-!096. ~17 

19:35 2089 . =~2 300:;. 44 

19B6 229~5 . 96 3H69.3 
:I. 98 '7 2 fJ !':i :~). () 1 40<;>;· . :1.2 

198B 307t; . :t7 4294. :5 :3 
:l.9R<J ::.~<J :·!O • ~~~! 44 6:·!. o=~ 

:I. ~>9() 2~.'i'::'i. 66 4604.7 

:t.99:1. 2040. 77 472!.'i. 9/ 
J99~.~ :1. 7::rn. :::;4 i}(l29 • 2 :I. 
:l 993 1 ~:i 2 r• + fit! 491/ .:H 
:!. 9~> i} :I :-<!13. 67 4992. 4 
:1. 99 ::'i .I. :l. 4B . 9c; 5 o:r.;6 • c11r 
:1.99 6 927. 9<75 5 :l.J. 0 • A:~ 

1997 7~~2 . :(.Jl 5 !:i :l. !56 . Il l. 

:1. cr1a '722 . :~:5'7 ~500!=j. 9 :I. 

.l 'I </ ? 72~!. ~:.~8 4 El6<)> I :l11 

GFBJ\L - General fund balance (million $) 
PFB1\L - Permanent fund balance (million $) 
PFSUPDL - Perman ~nt fund balance in excesG c 25% ~nillion $) 

o. 
o. 
(). 

o. 
() . 
o. 

4 0:1..932 
:I. 00 :L • f.16 
:Lb61.93 
2'.2/5. 05 
2 ::~ '/ ~5 • i:i ~.'i 
::!275. (i!'5 
:~ :.! 7 ~:; • f.l ~5 
227::i . B ~:i 

2275 . f:l~ 
:~~ =-!I ~7j • f.J !:) 
2275 . fJ!') 
:?.275 ~ 13 !) 
227!'5 . f.)!·5 
:!~~7~5 . f.J ~7i 

:?.275. B!':i 
2 0 fl6.94 
'f.9t7 . 8 

I 
I 
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Two components of st<rte revenues· are of inter•est for purposes· of 

comparisons with later cases (Table II.4). The personal income tax re­

mains. an important source of stat1! revenues. As petroleum revenues 

decline over time, this regains its role as the largest tax revenue 

generator in the Alaskan tax structure. Permanent fund earni_ngs increase 

rapidly as the permanent fund balance is built up in the early 1980s . 

After this time of rapid growth, the rate of increase declines and a 

plateau near $350 million is reached in about 1995. Future fund with­

drawals will drive the total earnings down rapidly after 1999 . 

Three indicators of average per capita well-beinc ai~e present~d in 

'!'able II. 5. Real per ca pi ta disposable income inc1'cases over the simula­

tion period at a fairly constant rate . Real state expenditures p~r capita 

increase according to the target formula until 1909 and then fall signi­

ficantly over the next ten years , until they cire below tho l evel of the 

initial simulation year . · Real per capita state l'tWe11ueo reach a peak 

in 1985 of $2,007 and then they al so begin a ot:eacly clccl.i.ne. Dy 1991 

they are below the 1977 level, and the fall continues W1til the zimula­

tion ends . At: t hat time , t'cal per capi ta expenditures arc abou·t one-third 

l ess than at the beginning of the s imulation. Thio rcflectG tho cont:i 11u­

inrr. decline in the importunce of oil revenues . 
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Table II .4 

Base Case Components of State Revenues 

1977 
1978 
1979 
:<;so 
1981 
1 98~ 

:1. 983 
1984 
1905 
:l 986 
t98/ 
19HB 
19LJ•) 
1 1) 90 
199 J. 
1 <J<:'2 
1 1? 9~ 
l. 994 
1995 
1. 9 116 
1997 
l.?Y8 
199') 

RTIS - Pcr!lonol i ncomo tnx (million $) 
lPFl - Parmnnent rund earnings 

l~ TIS 

:1.20.4/9 
117.077 
139.925 
172 . 252 
20/ . 61.7 
221 .933 
23 :1 . • 0 3 
2'..i4 . 6B.:.! 
2fM. 2 J. "/ 
:~ 2 : .. ! • 3 t :5 
366.23 
410. f,'"/6 
40:~ . 3 
~-j .() 6 . 04 
3 <JO, 9:56 
6 :U:L ::i06 
(i~'i6. 3 
722 . 4'l 
009 . 460 
9 J. 1. =~48 

1o:s :1. 6':.J 
J t 82 . J 
1.f/0.62 

tPFl 

o. 
0.168 
4 . 368 

:L2.989 
22 . 92 4 
33 . 779 
46.3:l6 
88 . 8 16 

l 46. '7A8 
210.241 
270 .851 
2~U1. 798 
300 . 603 
312.:M2 
322 . 329 
330 . 0 .LH 
3~58. 0'l4 
3Jl'l . '.!. 12 
~549. '1 6 8 
353 . 9MJ 
3:=i7. 7:17 
360.Y48 
3:-iO. ·1 J 4 
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Table II. 5 

Base Case Real Per Capita Economic Variables 
• j 

[I I l~PA E99Sl~PC 

1977 2897.39 1185+25 
1978 2997.94 1279.2 
1979 3104.74 1282.35 
l 9130 . :Q93. 58 . :t.265. {>1. 

1981 3345 .1 7 1358 . 48 
---- -·--fif(32-- ·- - ·- ·--- · ':530 .. /.-67 -· ·14 :0 . 27 

1983 3332 .03 1 ~27.93 

1984 3393.5 141 8+23 
:t 985 ::s,r10. :n . 142~> . 39 
1986 3542 . 6 1448.33 
1987 3626. 1468+23 
1980 3710.27 1490. 01 
1989 3806.06 . 1510 .81 
1990 3875.18 1497.01 
1991 3889 . 23 1389 . 44 
1992 3894.72 1254. 58 . 
1993 3934.03 11 46.15 
1994 4006.7 1077.05 
1995 4093.9 1038 .1 6 
1996 4182.51 1000. 62 
1997 4279 . 07 961 . 413 
1998 4383 . 1 929.007 
1999 4494. 84 90~.~06 

R99Sl:;:PC 

1 2 1 8 . :~~3 

1156 .06 
l.'124. !:"i~5 
1586 .1 :I. 
1646.34 

· - 1. ·1~rn .-r;3 -
:I. B~?if.>. f.11 
1992.03 
2006. 5~5 
19117.1 
:L 7'79 . 44 
1 ::Vi>f:I. B9 
1.43~1.72 

:I. 303 . ~3 :1 

1.2:l0+39 
:1. :1.:n. ~54 
1063 . 1}9 
:1. 005. :~4 

9c>2 . ~56 
9 25 . 9~)8 
EJ96 • S<f ::S 
fil73 . 'l:t. l 
855 . 706 

DIR.Pl\ - Real per capita disposable porsonal income (conotan t $) 
E99SRPC - Heal per capita State expenditures (cons tant $) 
R99SRPC - Real per. capita St.1 to r evenues (cons t ant $) 



C. The Economic Impact of Alaska Inc. Payments 

In order to anal yze the impact on the. economy of Alaska Inc., a 

model simulation was done in which the only cha~ge f-rom the base case 

described above was to allow 50 ~ercent of permanent fund earnings to 

be transferred to Alaskans el.igible under the Al?ska Inc. prpgram. 

The. specific assumptions and. their rational e for their incorporation 

into the model are described in detail in Appendix D. 

The impacts which are traced through the model derive from the 

effect the program has on the level of disposable personal income. The 

increase in this component of income generates an inc1 ... ease in the de­

mand for goods and services by Alaskans which, in turn, generates addi­

tional income and with it, employment. It is assumed that for the indi­

vidual , the change in income is marginal and thus does not affect his 

overall pattern of consumption. It is f urther assumed that t he Alaska 

Inc. prog1 ... am does not have a direct impact on migration to the state . 

'I'ablc II.6 shows the basic calculation of the money which would be 

annually distributed as Alaska Inc. shares, given the economic assump­

tions of the base case . The total c.:ir nines of the permanent fund, as­

sumed to be 7 percent, arc placed in two separate accounts . One-half 

of the proceeds are pnid into the general fund, and the other half al"e 

paid out ns Alaska Inc . payments . In the fil"st yeai' of Ll1c p1:ogr •. rn1, 1901, 

tho money available for the progt•am i s quite s mall, amounting to jus t 

over $11 mill.ion. In s ubsequent years , the total grows r apidly, approachine 
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Table II.6 

Determinants of Total "Alaska Inc . " Payments 

PFD/\L - Pe1·manon t fund balance (million $) 
IPFl - Permanent fund earnings transferred to general fund (million $) 
J\LJNC - Pormnnent fund eai;nings nlloc~tcd to l\la t:1kn Inc. payments ' (million $) 



$100 mi.llion in 1986. From that point onward, the rate of increase slows. 

Until the peak year of 1995 is reached, at which point available' Alaska 

Inc. funds in that year are $165 million. After that time, the amount 

available in any year. gradually declines. 

Determination of the value of a share of Alaska Inc. requires prior 

calculation of not only the total amount of money available to fund the 

pr.ogram but also the number of individuals elir;ible under the pr_ogram 

and the number of ind~ viduals el.ig.ible for multiple shares. In Table II. 7, 

the calculation of the number of individuals eligible is presented. In 

1980 when the first calculation for distribution is made, the number of 

indi viduaJ.s eligible is approximately J.1J6 thousand. Over time, this 

eligibility group increases steadily until it has more than doubled by 

the year 2000. 

Du1•ing the first five years of the program, the number of permanent 

fund shares is equal to the number of individuals eligible. In 1985 

the first group of individuals will become eligible for receipt of one 

additional share of Alaska Inc. , based upon ten years of residence since 

197lJ. Thus, between 1984 and 1985, the number of shares jumps from 

163 thousand to 270 thouaand, while the increase in the p1•evious year 

had been 7 thous and. Table II. 8 indicates f or 1985 and later yeat's ·tho 

number of persons eligible for multiple shares. In 1990, for example, 

the f il":>t group becomes eligible to rccei ve th1,cc shores . 
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Table II. 7 

Basic Elements •=>f Alaska Inc. Payment Determination 

ELIGIBLE SHARES ALINCSH 
.,, 

1977 121.1.30 121.13 0 
1978 123.077 123.077 0 
1979 131. 243 131.243 0 
1980 145.607 145.607 0 

1981 156.340 156.340 73~31 
1982 151. 845 151.845 111.23 
1983 155. 830 155.83 148.61 
1984 162.827 162 . 827 266.99 
1985 175.927 270.134 402.51 

1986 186.950 208.101 346.14 
1987 191. 759 290.002 433 . 55 
1900 197.455 290.276 448 . 26 
1989 205 . 170 310.518 452.82 
1990 214 . 741 387. 977 445.01 

1991 225.234 409.981 369.46 
1992 236 . 932 422.956 368.16 
1993 249.485 440.821 361 . 43 
1994 262. 714 461 . 896 351.62 
1995 270.605 518.723 342.09 

1996 270.875 533.037 301.06 
1997 279.754 550.291 282.66 
1998 287.120 569.127 265.75 
1999 296.864 592 . 376 248.88 
2000 308.608 

ELIGil3L - Number of eligible indivi duals (thousnncl) 
SHARES - Nwnber of shares payable based upon l ength of .residenc e of oligibl o 

individuals (thousand) 
i\LINCSH - Size of individual s hare payment ($) 
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Table II.8 

Estimate of Individuals Eligible for Multiple Shares of Alaska Inc. 

EL IG2 EL I G :~ EL:C G4 ELIG5 

1?77 o. o. () . o. 
1978 o. o. o. o. 
197 ~1 o. (j. () . o. 
:l 81.1 o. o. (). o. 
l98:l () . o. () . () . 
't982 o. o. o. () . 
1. 98:5 o. () . () . (). 

:l. 9f.l4 (). o. () . (). 

:I. '/B~'i 94.207 () . o. () . 

1 <;>86 :l01. . 15J. () . o. () . 
198/ </B .. :!11:~ o. () . o. 
:L 9fJ8 :l.OO.B:! :I. o. () . () . 
.l ')~i9 :I. O~'i. 340 (). o. o. 
199() J. :l 3 . H24 ::;9, 4 .1.2 () . (). 

:J. '19:1. 1 :! 0 • '1 ~.i c1 f,3.i'9:1. () I o. 
19'J: .. 1 :1. ~~ ·• • () (; 7 6 :I. • <) !) / () . () . 
1.'17'3 12 7. '/:32 6~5. ~·i83 () . () I 

1. 'i'9 4 .L J2 .7'l4 66. ,.l :~D () . o. 
1 <)9~j :I ~~ El , ~> :.; 6 7 1. '/tl:3 ~~i' . 399 o. 
1996 :I. i~ ::i. "/2 ~j i' Ii. ;!fJl 40 • .I. !:'i6 () I 

1 'f \,'7 'l ~i J • 2 <,14 78. 2 'l:i 3 9 . 00'l () . 
1 1) 9fJ 1.td . .. 4 '111 cm. :;r, 7 'lO • O:!Jl () . 
J.999 J.~19 . 9 /!J 8:~.7 :L 6 'l .L.D2:! () . 

ELIG2 - Indivi dunl o eligi ble for 2 nhurcs ( thou~rnnd) 

ELIG3 - I ndiviclua lH ol i gible fo r 3 nhnres (thousand) 
ELIGIJ - Indi vi dual s oligible for 4 uhur cs ( thoumrnd) 
ELIGS - Indi vi dunlo e ligible fo2: 5 uhor ou (thousand) 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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The nu.1Jber of shares which must be paid out obviously affects the 

monetary value of each share . This is reflected in the long-term patterns 

of individual s~are monetary value. The share value in the initial y~ar 

of payment :tn 1981 is $73. This increases rapidly over the next five 

yea!ls to ov<~r $400. Then the value bumps sl.ightly down as individuals 

become avai:~able for two shares. It grows .again until 1989, when eligi­

bility incrE1ases overtake 'the growth of the base of the permaneni: fund 

itself. Henceforth, the value of a share declines continuously. In 

the l ast simulation year, it is less than $250. 

The impact on aggregate economic activity of an Alaska Inc. program 

of the magnitude outlined above is shown in Table II.9 . The multiplier 

ef f oct of the increase in disposable income f-rom the share distribution 

is immediately obvious. In the first year of the program , total personal 

income inc:reases by 3 multiple of the increase in dir.:posable income as­

sociated w:i:t:'h the original share payment. 'rhe increase in personal in­

come is aGsod.ated with a rise in both employment and population. 

This ef:fect can be tr•aced as far as 1909, when the impact from the 

base case reaches its absolute peak in positive terms . At that time , 

personal income is 5 percent lareer than the )Jaso case at $12 .2 billion; 

while ~mploy1aent exceeds the haGe case by 10. 5 thousand, 01~ 3 percent . 

After that , t:hc'positive impact rapidly is transformed into a negative 

impact bc1:~au:;,o of the state cxpendi ture cutbacks. In the Alaska Inc . case 

t he cut.bi.l<!k must be more severe than i n t ho baoc ca:;o because of both a 



Table II . 9 

Aggregate Economic Effect of Al aska :rnc. '·Program 
l . 

(Measured as Differences From Base ca'.se) 

1977 
:I. '?"78 
:1.979 
:l.</SO 
:L 9fl:l. 
:I. 902 
1. 983 
:1. 9D4 
:I. 9G~:i 
:l. 9f.l 6 
:1. 907 
:I. 9Bfl 
1 9fJ9 
:1.990 
;t 99 :I. 
'1. 992 
:I. 99~~ 
:l.994 
:1.995 
:t 99c1 
:l.?97 
:1. 9?!:.l 
:t. 999 

POP - Population ( thousand) 
EM99 - Employmt1n t ( IJ 1uu!:i1:1n c.1 ) 

PI - Personal income (million $) 

POP 

-·O • 
···O • 
·-0. 
o. 
o. n :;3 
:I .• 5 63 
2 .)4 1l4 
4 . 296 
7 . 2 0!'5 

:L 0 ~ d :I. 'l 
:1. 4 . 73 7 
1.7 .793 
:I. fl • .<144 

B+226 
() . f:r7 
0 .6~1 

::! • f.1fJ6 
3 . 6f:J 2 
3 . 4 '1:1. 
~.!+ 4 l 7 
:I. . 48:5 
o.</9,~ 

0 . D:J. 

I 
I 

EM99 PI 

() . -0:003 
o~ ... (). 003 

-··O • (). 00!'5 
o. () • 0 :I. 6 
0;~56~7i 2'7. !566 
:J.. :1.0:1. ~7i 0 • B 7 !3 
1..647 7t.H 9BB 
2+tl69 :t.42.004 
4+ 7'72 2 4 4.746 
·7. 0-42 3'73+2:1.l 
9. ~~6 f.1 !7i:l.4+0f:l2 

:I. 0. 882 t.1:1.6 . B<JEl 
:1.0 . 5 49 636 . :L 2::5 

':> ':>') (') ... .... ,... '/ 2~~ :3 . 06 7 
.... ~~ . <J2::! ·--44 . 9 f.1 '5 
-- :~ . :~ ~.~ --:I. :=s. 7:'.'i 
.... 0 •• () () :1. :I. :1. 2 • :I. () ~"i 

:l . :t.!~i :I. :I. f:l'7 . :I. 0 9 
:t y :?. ~~j :::; :l. 9B . 9 6:1. 
0 +726 :1.60 . 2 :1.:1. 
0+ 32 tl l2 6 .2~)EJ 

0 • :I. B :I. :I. l '1 ·. 3EJ3 
0. 276 :I. :I. 6 . 79 ~5 

I 
I 
I 
I 
I 
I 
I 
I 
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la.rger population and a lower• ave~age level 1,of state revenues 

;from the loss in permanent ~und earni?gs income. After this downward 
J• 

shi~t , there i~ a return to a positive impact in all ?ggregate indicators 

in the final years of the simulation. The values are not very different 

from the base case and arl:! movi_ng closer to the base case in all three 

indicators . 

The overall pattern indicates a short-run, positive economic impact 

of Alaska Inc. but one which is not lasting. In the long run, the impact 

generated in the short run is eliminated and the economy returns to its 

original growth path. By 1999 the Alaska Inc. distribution is becoming 

an insigni:ficant portion of the total economy . It represents less than 

one-half of one percent of personal income and less than 3 percent of 

state revenues. Thus, the decision between distributing it as Alaska 

Inc . payments or using .it to increase revenues to the gener.:tl fund is 

becoming less and less important . 

Table II .10 reflects what is happening to' the state current account 

over thr~ simulation period because of Alaska Inc. payments . Initially, 

the levels of both revenues and expenditures r•ise , al though expenditure 

growth is much more rapid th'm that of revenues. This is becaus e of two 

factorfl . First, the Alaska l nc. s hares al'e not directly taxable , ancl so 

any additional ta>' receipts must be generated by secondary income effects 

associated with population and income growth. Second, the slieht increase 

in t'evcnues reflectc the ave1'nge non-petroleum revenue generating capacity 
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Table II.10 

State Fiscal Impact of Alaska Inc. Program 

(Measured as Difference From Base Case) 

1::998 

197'7 O+ 
1.978 o. 
1979 o. 
1.980 0 • OOf.1 
1981 ().()()<,:> 

1982 9.~59!=.:i 
:1.983 l7.6"7:J. 
:J.984 26. 8:1.2 
198:5 49. :-~B2 
l 90!1 84. :l.:l.3 
:1.987 :I. 27. ~57~5 
:l9HB 1. 74. 3!54 
:I. 989 :l.33 . 4~"i'I. 
:!.990 ··-:I. 6 !5 • 6 :L 4 
:L 99l. ···~~"73. /'9!:l 
:1. </92 ···360.3:1.1:1 
:I. <;9~1 .'..2flC) I 74'7 
:r. <;'9•~ -~.~~~; :~ . ~7j4 2 
1995 ·-:;~~jEJ. 439 
1.996 ··275 i 477 
1997 -·207 . 9'27 
:t998 oo•209 + fl '.":i:3 
,1.999 -28~). 60:'."i 

E99S - State expenditures (million $} 
R99S - SlaLu r~venues {million ~) 

1:~99s SA\)S 

o~ o. 
••O •I o. 
··() .• 001 o. 
o. o. 
0 .. 864 o. 
2 •. 7;~2 o. 
3.705 o. 
~:;. 294 o. 
8.9 o. 

:t:~ . 1.94 o. 
·16. :1.::i4 () . 

j, {,1 , ~) ·'· () . 
7. 2!:."1.1 t)4. 43·7 

·--~~:I .• J f33 3:l6. 923 
00·BO. :t t :1. ~:;o • o 4 :1. 

··· f:l9. 21.1~~ .... :l :l~). B2:7 

.... 72 . :324 ··-84.29EI 
- ::.:;7 . 9;33 -·24 . 868 
···!3 :~.4:1. -·~L :L33 
·· !37 .0:l.B -9.876 
--62.:1.:1. -27. :I. 79 
··614. 2:l 9 -:'58. 904 
·· <'11 .• :01 -42 .. 86 

S7WS - Expenditure cuts below target rate of expcnditure:s (million $) 
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of the state \·rhich is mu• • less than the average per capita revenue 

generated during this time. (Total permanent' fund earnings are counted 

as r evenues , so this series does not reflect the revenue loss of the 

Alaska Inc . payments themselves , which otherwise would have gone into 

the general fund . ) " . ' 

Expenditur~ growth is more rapid than revenue growth also because 

of the formula by which expenditures are targeted to. grow. As long as 

possible , it automatically. grows with population and personal income. 

When the state financial crunch finally occurs in 1990 the impacts of 

both expenditures and revenues become negative and remain so through 

the end of the simulation period. State expenditures stabilize at a 

l evel which is permanently lower than the base case , contributing to 

·the lack of positive impact in th<:: aggregate variables . As the positive 

impact of Alaska Inc . on revenues is not pronounced, neither is the nega­

tive impact . 'l'he reduction of expenditures from the target l evel is 

greater in the Alaska Inc. case in the early years of the fiscal crunch, 

but later any difference from the base case becomes almost negligible . 

Looking at Table II .11 pl."'ovides a picture of the long-rw1 impact 

of Alaska Inc . on the pos ition of t!.e general and permanent funds . The 

inc1"'ease in state expenditures re9uired by the population increase has 

largely been paid f or by drawing Jown the level of the eeneral .fund. 

At the same time , supplemental balances in the permanent fund do not: 

increase as rapidly ac the l>ase case . The drawdo\.m reilches a peak 



Table II.11 

State Fund Impact of Alaska I nc. Program 

(Measured as Difference From Base Case) 

GFBAI_ 
' 

).~17'? (). 
:I. 978 --() . 
:l. 9/'t,' ··-0. 001. 
1980 -0.006 
1981 .. -:1.0.61.:5 
:L 1182 ·-~~3. ~58!5 

:L9B3 --4?. :!8:L 
1'r84 ·-57 + 976 
:J.9H5 -EM ~ 71.11 
1986 - :L ~? !7i , t,, 9 (., 
:l. 98/ .... ~~!:):~. :~~j(i 
1. <)> FJ El -·629. 6~~:·1 

'1.98? ···<JO!:·i. 6~3 
:i. 1?<JO ... 9ii ;.!,. 199 
:I. <J9:1. ·-f:l 4 ~1 . 4 :1.:'.~ 
:l. 1.i-'92 ·-7 6 i' + :f. I')::! 
:t<J93 ·-· 7 .I\ :; • :·s :,:; :1. 
.l. <>''1'4 ·- 7 :~ 9 • '? 1l ::! 
:l <j»J ~) --::i:·~ :i. 062 
:J. 9'? li <H II • 06li 
1. 9 'i7 -- 1.()lJ • 4 :1. r; 
'f.99r:I ·<1.0FI + 4:Ll1 
1.999 - :1.0D.4:!!1 

GFDAL - General fund balance (million $) 
PFDAL - Permanent fund balance (milllon $) 

F'FBAL PFSUF'BL.. 

o. (). 
o. o. 
o. () . 
o. o. 
o. o. 
o. (). 

-26.6BB --26. ,-SOB 
·-/3. 775 -73 .77'5 

-- :l !5'1 • 12 8 -- :J.~)4. 1 :.?fl 
-276.934 --276. 93.il 
--2 '16. 9~54 -276+934 
~·~!76 . 9:54 --276. 9:54 
-276 .c; :~ 4 --27t.i + 93.tl 
--2 71.> • 9 ~; 4 --271.1 + ?~54 

·-: .. ! "/ 6 • c;i ;-s '1 --271.1. 9:34 
_ .. :.!. 7 c'.1 • <;> ~~ .il ... 2'76. 9;~4 
·<·!76. 934 --2'? 6. 9:~4 
··<~ 71.i ' <jl :~ 4 --::.~·7 (., . 9 :54 
.... Jl 7 :l. c1 !'.:i c~1 ... -1 7 :l • 6 ~) 4 
... /,(.,!,, . 66.ll -· l.166. 6!7if:l 
•••f335 I 004 -·El34 . 99H 
··'79:~ . 44~) --793. 439 
·-71} a . a <J ~~ -7·4 B.807 I . I 

PFSUPDL - Permanent f und bnlnnco i n exccu~ o r 25% contribution rate (million $) 
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(beyond .the b~se case) in 1990 of $1.22 billion. After the reduction in 

the l evel of state activity in 1990, the relative drawdown is moderated. 

However, by 1990 the drawdown is still $850 million below the base case. 

Details of the impact on state revenues is shown in Tabl e II . 12. 

Personal income tax receipts rise moderately as the level of aggregate 

economic activity increases. The rise is smaller than would be the case 

if "Alaska Inc. payments were taxable. When the economy returnr; essentially 

to its original growth path in the late 1990s , the level of total per­

sonal income is approximately the base case level, but the level of per­

sonal income taxes is slightly lower because of the Alaska Inc . exception 

from l iability. 

In comparison to the moderate rise in the personal income tax in 

early ycat's, the general fund r•evenue::; provided by tho permanent fund 

decline sharply and continuously until nearly the end of the 3imulation 

period . 'l'he negative impact of this l"'evcnue source is most pronounced 

i n 1990 when it is about $210 mill.ion. Lntor, the rovonucs lost fr-om 

thi:-.. so\.l!'eo woultl be of less and le1:1s relative importance . 

rinally, the impact of Alaska Inc . on three real per capita vari ables 

i.s Ahv 11 ln 1 oble n .13. Real per ca pi t a c1h1po!lablc per~onol income in­

crensen bocal1 .o of Alaska Inc. '!'he impact increase~ until 19fl7 and then 

over ·the long run , declines olowly towarclo tho baoc c<rne. Real per ca pi tu 

stnto expenditures , becauae totol oxpondi.turiou rise according t:o u formula , 



Table II . 12 

Revenue Impact of Alaska Inc. Program 

(Measured as Difference From Base Case) 

1977 
:1.978 
:L979 
1980 
:l.98 :1. 
:1.982 
1983 
:t984 
1. 98t"'i 
198(1 
:1.98"7 
1 nm 
:l 9tl9 
:I. 990 
:1.99:1. 
1992 
1. 'i><J :3 
:l 994 
l 995 
:l996 

--0. 
() . 

-o. 
o. 
0 .419 
1.328 

3.El6 
7 .069 

11.7<:18 
:I.? . l\{,6 
22.907 
24 . n-:;7 
n • 7:::;:1. 

--J. :5. 7:~:5 
·- :I. B • 4 :·.) 6 

···B.67:1. 
--:I. • f:l <; 6 
-·O. 8Fl3 
·-2.9:1.6 

· -··- - - - ··r <f97 - - - - - .. -· ·-·· --.: ·:::; :207 
199B -- :5. 89~ 
1999 -ti . :548 

RTIS - Pcraonnl income tax (million $) 
RIPF - General fund income from permanent f:und (milli on $) 

o. 
o. 
() . 
o. 

-J.:J .• .<)62 
-- :I. t.). 8 9 
-23. :1.58 
--45. :~42 
-75.?7,S 

--1:1. 0 t 5:t5 
-:L4!:'i . 11B 
-:L53 .092 
-..;l 5<f . 994 
-- :l.6S . 864 
-· :I. 70 . W7i 7 
- 1 ns. :1. o :t 
·- 178 . 7 :I. ~5 
-- :L B :1. • ·7 <r fl 
- HM.427 
.. -:f.93 . 492 

-209.699 
-202 . 977 
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Table II.13 

Impact on Per Capita V~riables of Alaska, Inc. Program 

(Measured as Difference. From Base Case) · 

r• •1• r-.r•1 A 
I .I. I\ l 0 l " f 

1-r, r.,,...,. r•o •""• ,., 
~: 7 °T .:>1"" I.. 

1. 97"7 0 . 002 0.00:1. 
:I. <;>7fl 0+006 0.002 
1979 •.. () . 0.001 
19BO ·-Q. 00:1. o ·.002 
:t. 9f:l1. u .. ~:544 ·-=~. 9:~ :1 
:J. CJ82 :t.6.:1.1}8 0.33B 
:l. 9 f:l3 2:1 .• 07B 2. 3~54 
:t <) i:l 4 :?>6~74'7 (). 77'? 
:J.9B~i !7i~.). 3tl 7 ~!. ~7j~5 :~ 

:L 9S6 'l :t . 86 6. (:;2:1. 
:l.</87 82. 679 :I. :~! ~ :I. :5 ::.~ 
1 9!3f3 '?B.9'1 :I. 9 . ::'i9 
:l.989 t.>4. 73fl !7i, B32 
:L 990 lO .~):I.:·~ ·-·BO+ !594 
:I. '?9 :J. .... ~~\ • ~5 :·~ - 1. ~~ 8. f.i 6 
1992 4.239 ··· :I. :l 8. ~5fl4 
:t</93 :1.9 . fJ84 -93. t)4:3 
:L 9 9 1l 2~) . 2 .1.9 .• 7 9 . 3<;> 

:1.9 9:) ~~ A1 • ;~~54 --7!'5. 0 2 f.1 
1. 99(> 1.'i'. 1'~7 --72. 
:I. 997 :l'/ , 0 00 ·-·67 . 7:33 
:I. 99 Cl 1::).2 :1. :3 -·6 :1. . 6 :t 4 
J.999 :1. 4 • {, 2 ::; ·<54. 7 l. 3 

orr-.rA - rcr c.:ipita real di:::po::;.'.lble income (cons t ant $) 
E99SRPC - Per capita real state expenditures (conotant $) 
R99SRPC - Per capita r eal state reve nues (constant $) 

r, t"\M r,,.., ,..., I"' 
r \ 'T 7 ' "I \ , .. v 

()+001 
(). ()()l 
o. 

·- o. 00:1. 
···2.9:L4 
-<5. 6 44 
--9.5:1.7 

-· 18. ~:iEJ~5 
- :~o + :t 93 
-·4 :1. + B9B · 
- Jl9.744 
-5:1..472 
·-4B. 0~.52 
-29. 08"7 
- 26. El2!5 
··2 f:l. B:l.1 
• • r) l I::" •f r::• 

,.';... (.) • .... 1 ... ... 1 

-~~2 . ~:i6[J 

-- 1. 9 . ~)2 
·-·17.42:~ 
- 13. 9El4 
·- 1.4 + !:i :t :~ 
- 1.:·.! • . 4 7 



remain at the same level as in the base case until the state downward 

fiscal adjustment. From that time forward, real per capita state ex­

penditures are s.ignificantly less than in the base case because of h_igher 

population and lower income. Real per capita state revenues actually 

decline in every year after the commencement of the Alaska Inc. p~ogram. 

At the individual level, there has thus been a tradeoff favor~ng pres­

ent consumption in the private sector over fut'Ure state spendi:ng in the 

public sector. 
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D. The Impact of Alternative Proposals for the 
'Disposition of Permanent Fund Earnings 

In contrast to the c~se in which one-half of permanent fund earn-

ings were distributed as shares of Alaska Inc., a simulation was done 

in which that money was redirected back into the permanent fund. This 

simulation will he referred to as the reinves·tment case throughout the 

discussion in this s~ction. 

Table II.11i shows the basic var•iables affecting this case. Because 

of reinvestment of 50 percent of earnings, the permanent fund grow5 to 

a much higher balance in this case . This results in an increase in the 

long run of both the l evel of earnings transferred ~ ~the general fund 

and the level of earnil!gs reinvested into the permane1:t fund. On t he 

other hand, the level of r evenues in the short run cou.Ld be expected to 

fall relative to the base case . 

A second contrast simulation was done in which ti· c l evel of t he 

personal income tax was reduced by the sume amount Jn agcrecate rs dis -

posablc personal incomes were increased by Alaska l nc . i n the Bf.rnregatc . 

'fhis policy would affect economic rrrowth jn two ::mbtly different ways 

from t he Alaska I nc . case . r it's t, the l JX cut would be liabl fot' ·the 

federal por$onal income tox which would tend to reduce oomuwh<lt the rnul-

tiplicr• cf.feet which this nddttion to cltnposablc p<!r:iondl income would 

ltavo. Second, it would have a ullehtly dtffcront lmpact upon tho lnccn-

tivc to miernte 1'c twcen Al.:ioko und othcl" nt.:i t cn . ~auco t ho incro .. 1 :~e in 



Table II.14 

Permanent Fund Totals With SO\ Earnings Reinvestment 

F' FBAL IF'F IF'FF'F 

1977 2+4 o. () . 
1.978 c, :! . 4 O. l.oH o. 
1979 :J fJ!'5 . 56 L 368 o. 
1980 ~~27 . 1}92 12.989 o. 
1981 49 4. 022 1:1. + •l6::? 1 :l.462 
1982 6 90 . 40· 1'7 . 291 1.7.291 
1983 j :50 3 + 7 11 24 . 16 4 24 . 164 
:1984 2143.6 1. 4!5 . 633 4:3 . 633 
1985 J069 . 2 75.026 75.026 
1S'86 3962+4.tl 107 . 4;~~ 107 . 42·2 
1987 ·1328. •):.i 138. 6El!) 1 38 . 68~ 
1. 98~1 l'/6/7.67 1~ 1. :-Oil~) 151 . SJ.3 
1989 !3009 . 09 16:5./ J. u 16:--L 718 
1990 ::; :~ '.~·; , OEI 1ni . ~H8 175 .31 8 
., 991 ~6~ ·~ I /9 H16 , •,48 H.l6 . •i48 
t??2 :_j '/ 3 J I 2 :) 19i'.2J.8 197 . 21.0 
•. ?93 62..}1 • .. ,.i ~()7 . 73 4 207 . 73-1 
.• 99 ~ l1!:5:11.:1,· ~ 1 8 . 0flEI 218 .088 
1995 l1Fl:Ll1 . 9 l 228.34<? ~!2B . 3 49 
1991_, 6 90! I :!.'l 2~·>0 . ~9:! 238 . 592 
f '197 lO l.~>.4 ·! 241. / 85 2 4 J . • "783 
199B / '.I 'lei. I/ " ·1~, .68 24~5.6!J 
1';'99 72 ,>::; I 7=! :.!~rn I 1. ;37 '...!50 .1~~7 

Pl-~O/\L - Pormanont fund balance (million $) 

IPl:' - ~cirnings from pe rmane nt f und t.rcinoCorrod to 9onoral Cund (million S) 
Il>FPI·' - Eurningu r otninod i n pormanont fund (rn UJ Jon $) 

. , 
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disposablt! pel'Sunal income associa'ted with the tax reduction would be 

available to anyone who earned i ncome in Alaska , there woul d be a s l ight 

incentive· to rn.igrate to Alaska or not to migrate out of Alaska . This 

would be the result of the slight increase in the real disposable per­

sonal i ncome .in Alaska r el ative to the rest of the United States, which 

has been shown to have a causal relationohip to the migration rate be­

tween Alaska and the rest of the United States. 

This alternative will be referred to as the tax i~eduction case in 

the remainder of this section. The taxes \o:hich would actually be col­

lected under s uch a plan, in both fiscal year and calendar year total~, 

arc shown in Table Il . 15. 

One fir:al case examined in this section i s ·;he alternative of tak­

inn the money which would have none towards the Ala~ka Inc . program and 

spending it upon an increase in novernment cxpcndi turcn . The incrouc:o 

in expcnd:tures i s spread amone ull proerams, ope~dtine .:ind cupital, in 

accordance with the cxfatinn proportion that each proeram get::; of tho 

budr.et . The impact of t hi s alternative will opcr.:ito vary much l.tkc t ho 

Alnoka Inc . program itself in that th1.: ul"ieinal cxpcntl jt;urc wlll lcnc.l 

to ttn incroaoc in pcruonul income which ic a multiple of the orl clnal 

incrot100 . Th lo can onl y be ob talnecl at the co=> t o F d :mb!': lun l ia 1 reduc­

tion in rovonucu for the eoncl.'ill fund. 

Thol"c ore two p1\ tm ry d.i.ffo't"onccs uo twcc11 t·hc:.oc c..i:ic::. f'i'l"r. t , in the 

expenditure cw10 , the orir,luul oxpcndlturo l cvol ~loc s not , a!'l Alaokn l nc. 

J 
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Table II.15 

Personal Income Tax Receipts Under Tax Reduction Plan 

1977 .• 

1978 
.. '"" .,.r, 
J.71'1 

1980 
1981 
1982 
:l983 
1981, 
1985 
J.986 
1987 
1988 
1989 

.. - ·199<f . 
19 9 :1. 
1992 
199:~ 
.199-1 
:J.99S 
1996 
1997 
:L 998 
1999 

RTIS - Flocnl yoPL receipts (million $) 
RTISC - Cnlcndo·: year rccolpto (million $) 

1\T I B f\TISC 

120.4·79 107.46>'7 
1:L7.077 :L 2<.~ • 209 
13 r;\ • ';l ;! 5 :I. ~)3. 4:'.54 
l.72 .252 195.985 
2 03.029 2:1. l. 921 
209.408 206 . 236 
21.3. 384 222 . '108 
226.0/9 23().714 
235 . 202 240 . 867 
2 ' l 9 . 40f.1 260. 185 
270 I ::i:l i' 2G3. 5 61 
309 . 328 :541. . 858 
3/0.066 il05.677 
4 .l ~). 4 ~19 42'/ . €109 
4:C'. ti 1 =~ Jl :rn. 675 
J} ~"i .l, I 3:5~~ '16 7 , :5:iB 
i} 7'3 . :.! 7::! ~j2f::i. 986 
'.56=! . 664 f.108. 969 
6'l816411 698 .737 
749 . 119{1 El:l.4.708 
Bi'S, :~32 9 51 . U6'/ 

'I. O:!O • . H l.1 24 .0 
J. 22=~ . B 1.346 . ~.J:! 

I 
.1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



·1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

II- 33 

does, totally find its way into Alaskan incomes. Some of the original 

expenditure will go for i terns other than w.ages and salaries and a pro­

portion of these items will be purchased outside Alaska. All the Al askan 

increase will be taxable also. Second , as in the tax reduction case , 

any increase in disposable personal income per capita relative to the 

rest of the United States will have some impact on the level of m.igration 

to the st.:ite. 

This case will be ref erred to as the high spending case in the rest 

of this section . Table II.16 shows the modified value taken in this 

simulation by the variable which indicates differences from the target 

growth l"ate of state e>:penditures . Its negative value in early years 

reflects the increment to spending coming out: of permanent fund earnings . 

'l'hc:::o three alternative uses of a port.ion of permanent fund earn­

inga wi ll he discussed in t he remalndel" o.f this Gcct:ion i n rel ation to 

the alten1ati ve of Al; .;;ka Inc . Tims , .:ill tublcs indicate differences 

f-rom the Alaska Inc . case r.:ither t han from the first case discussed in 

thic pm~ t of ·the study which r epresented re turning 100 percent of per­

mancn t f und em'ningc to the goner.:il fund. 

Dcelnninr; with t he agcrcnatc economic impacts of t he three alterna­

tives, Table II.1'7 showo the employment dii:fcrences from lhe Alask<l Inc . 

c.:isc . Cmploymcnt is clown con!": i :: t"ntly 1n the reinve:: tmcnt c.i~o a::: money 

:i.c , i n t hlG ins tance, being saved rather than di::tribu tcd to individuals. 



II- 34 

Table II.16 

Ch~nge in Expendit~res Under Increased Expenditure Case 

(Million $) 

SAVS 

1977 o. 
19"/fJ o. 
:I. 979 o. 
1980 o. 
1981 -u .. 462 
1. 9C>2 -:L6 I 89 
1983 -2:5 . :L58 
:t.9B4 -· 4 :~ . 48.S 
1985 -70.B53 
1.986 ···99. fl :l.:::i 
1987 ·- :f. ~! !:i • ( ~ f.I / 
:I. 9HEl •·• .I. :·5 :5 • d 6 :L 
1. 9f:l9 ::·;313 . :~62 I J9 90 /4~). :I. 99 
:1. 991. 45:~. :~7~5 

19?2 ·-1::-i::i .El 7 

I :L ';>93 602 . 4f.16 
l'/94 3::53 . 376 
1.9 9~) 194.622 

I 199<!1 :J.Wr. 65 
1997 .I </~~. 089 
1.998 1·13 . 45 
1999 :lc12 . !37H I 

I 
I 
I 
I 
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Table II .17 

Employment Impact of Various Permanent Fund Earnings U1es (Thousand) 

(Measured as Difference From Alaska Inc . Case) 

PFD.7.2_ F'FD. I' , 3 .. _ 
El:~ 

1. 9·77 o. 
19'1El o. 
1975' (). 

:J.9BO o. 
l981 -0 . 565 
1982 -1.102 
1983 -1. c!149 
1.904 -2 . 867 
1S'83 ·-4.771 
:l. 986 -7.041. 
:1.9B7 -9 . 3 67 
:I. 9El8 -10.882 
:l 9B9 -10 . 54El 
:J.990 -7. 034 
J. C'J 91. -5.2? 
:LY92 -5. r~:w 
:1.993 -6 . 728 
:l <;>94 -7.1 ::;8 
:L995 -·7. 232 
1996 -6 . 89:5 
1997 -6.667 
1998 -6.501 
1999 -6. ~)28 

PFD . 7.2 - Reinvestment of SO\ earnings 
PFD. 7.3 - Increased government spending 
PFD . 7 . 5 - Reduce personal income tax 

EF\ 

o. 
- o. 
o. 

--0. 
-0 .1.69 

() . 036 
0. 554 
1. 1. 92 
2.394 
4 . 837 
fl.'J56 

:l. ~.:i . 383 
7 .:J. :..! :7i 

-3 . 04~i 

··-:-;. 404 
7. :L 29 
;~ . 9~S2 

-2 h~6:~ 
---i.517 
~4.581 

-~5. 99 
-J . 3..5~5 
-·3. 002 

F'FD. 7. 5 .• 
Er;; 

() ~ 

o. 
() . 
o. 

-·(). 008 
-0 . 111 
--0 . 197 
- 0.282 
--0. 462 
--0. 722 
- 0.982 
-1.191. 

0.233 
1. 8'1.5 
2 .101 
:J. . ·123 
1 . 529 
1 . 626 
1. 88~~ 

2 . 15~~ . 

2.285 
2 . 487 
2./64 
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The n_egative values continue because the savings continue~ throughout 

the simulation period . In the case of increased spending , the i mpact 

is initially smaller, but it quickly rises sharply . to a peak of over 

1 5 thousand . The explanation for this surprisingly large i ncrease lies 

in the nature c>f the state expenditure function assumed . 

Year-to-ye:ar. growth in expenditures is a function of population, 

price, and i ncome change calculated on the base from the previous year. 

There is a built-in "ratchet effect" on government spendi_ng such that 

increases in the previous year become part of the base for calculating 

the increase in the present year. 

I n later Y·~ars, the impact is reversed as the higher expendi t~'C'e 

growth catches up with the state and cutbacks must be more severe . In 

t he tax reduction case , t he initial impact is almost identical to t he 

Alaska I nc . casE1 . The influence of t he federal taxation of the income 

increase iG somewhat s t ronger• t han the lmpact on migration, so t he n<'t 

cff~ct is s l ightly slower growth . Thl::: pattern is reve1~sed late1' as a 

positive impac·; appears . It is attributable to a hichcr population 

l evel t han in ·:he Alaska Inc . : '-'sc which l ead::; to hig1"' state ::;pending 

and , thus , private employment. 

This is ref:lected i n the pattern of Table II . 18 where the difference::> 

in population frc1m t he Ala:..ka Inc . case <ll"O Rh own. The only ins tance of 

a diverecncc f-rorn the pattern of employment io that population r;rowth 

occu1'::; con sis tent l y i n the tax reduction ca so uomewhat i ndopcndcn t ly of 
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Population Impact of Various Pe1:manent Fund Earnings Uses (Thousand) 

(Measured as oieference From Alaska Inc . Case) 

F'FD . 7;2,_ PFD.7.~L 
Ef~ 

1.977 () . 
1978 () . 
1979 o. 
1980 o. 
.l 981 -0. 7::-i::) 
.1.982 -1 . 5t,:~ 

198~~ ·-2. 437 
1. 'i'84 -4. :~87 
1 1:•c1.-:· • , \,:) ... J ·-'7 . 1.96 
t986 -lO . U:t.4 
1. 9f:I'/ ... 1. 4. 739 
l 90B -·:t 7 . 79 1l 
1nJ'Y -<I. 8. 4·l6' 
:199() -:1.4 , 62:5 
:t.991 -<I. :~ • 5 ~:! 4 
199.2 - :t. :·5. 20H 
'l?9:1 -- 1. 4 • i} /' 2 
'1994 -15.1 9 
l 9';>:--; -J. :'5.41}(, 
l996 - 15 . 1:1.9 
l~J'J7 -14.865 
J.Y90 ·- 14 . 7!J:t 
l <)<;<} ·-J 4. 8 23 

PFD.7 . 2 - Reinvestment of 50' oarni ngo 
PFD.7. 3 - Incranaod government zpending 
PFD,7.5 - Roduco personal income tnx 

El::: 

o. 
o. 
() . 

--() . 
-·O . 225 
0.024 
0 .. 733 
:I.. 7:3 
3.588 
7 . ~~:~ 

1. ~1. 6fl2 
~?:~ . 75~! 

:L!5 . 0:I. 
; .. ~ . :I. 46 

- :I. , El02 
:t:~ . 847 

<'). ~!:~4 

=~ t 3 !:=i~i 
-'.t. :1.04 
- 1 . 959 
-· :l. 851} 
- 1 . 615 
- J • 53:1 

PFD. 7. ~)-
EF~ 

o. 
o. 
(). 

o. 
-0. ()()9 

--0 .019 
() .029 
0 .1 11 
0.208 
0 . 352 
(). 60:>6 
o. 9::n 
~5 . 4,s2 
6. :~::! 
7 I l l :I. !:i 
7,, 9134 
FJ " 4!56 
9 1 2 •l2 

:t.O .:L09 
11.085 
11.730 
j 2. 3~;1 
13 . o~:s 



the slight decline in emoloyment. The differences are small but the . -
cumulative effect is s.ignificant, for by 1999 the impact l evel is 

13 thousand. As mentioned above , this is partially attributable to 

the fact that m.igration into the state is a function of not only em­

ployment availability but also the real personal income differential 

between Alaska and the rest of the United States. 

In the reinvestment alternative, personal income generated has 

fallen as expected (Table II .19) . The largest difference is , surpris­

ingly, in 1989 after which time the difference declines markedly for a 

ten- year period. The reason is that some of the initial savings has 

later become available ac expenditures to buoy up the declining level of 

government expenditures. 

A large pol"tion of the increase i n government spon<line in tho 

second case docs not find its way initially into Alaska p~rsonal in­

come. It leaks out of the A.Lnakan economy i rmnediatcly. The cf feet of 

growth in state c>:penditUl""CS quickly overcomes this leakage effect how-

evel' , so that personal ,income rises significantly. When the state ::mf fel"~ 

its financial oquceze, it i s felt particularly acutely in this case be-

cause the earlier expansion more rupidly depl.otod rovonuos . 

Personal income in tho tux re due tion caoe docs not t•isc as much ao 

it did uncler the Ala::.ka Inc . assumption:::. Tim fnclt'T";il eovc1.'nrn~nt t akes 

a l at'gc part of t he initial increase . /\t the end of tho :::imulation 
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Table II.19 

Personal Income I moact of Various Permanent Fund Earnings Uses (Mill ion $) 

(Measured as Difference From Al aska Inc . Case) 

. .... 

PFD . 7 . 2_ 
Ef\ 

1.977 o. 
:I. 97El 0. 
1979 o. 
:J 980 o. 
1981 -27 .562 
:L 98~! -5() . fJ52 .. -- . ..... _ 

-:L 9EJ3 -· - . - -··7'6. 9 :1. 
:I. 9f:l4 -l.41. 89tl 
:l9 8~~ ·<·~44. 6!56 
:J. 9fl6 -· ~~7:3. :H>9 
:L 9fl/ ... :5 :I. 'l. l 0!5 
1S18B -(., 1. 6 • 8CJ~i 
:1.989 -636. 1. 09 
:l990 -483 . 723 
:J. 991. -·Ao:·:;. 7 46 
1. ·-;9;.;! ···44 9 t 7~·j 
gH/,'~ ·-· :521 • iiM 4 
1994 - 571. 059 
1995 -!398 .61> 
:l 9'i'I> -~j94 .160 
.I. 9 ~> 7 .... ~) 9 ~::; • ~7j :5 ~:i 
1. 'i' 1i>a --606. 5 £)2 
1. 'l99 -62<,'. 309 

PF0.7.2 - Reinvcstm~nt of 50\ onrnings 
PFD.7.3 - Incronsod government spending 
PFD . 7 . 5 - Reduc e personal income tnx 

F'FD . 7.3_ PFD.7 . 5_ 
Er~ ER 

0. 00~:) ·o • 
0 .003 o. 

-0 . 005 () . 
- 0 . 016 (). 

- 1.5 . 0~~9 - :L1.664 
--:L 3. 2::~ ·-20. 73H 

·-· (). 21...6 -30.359 
f.1. 016 - 54.402 

~16 . 69 ~5 90.043 
:1. 23 . 07 -- :L 3 :1. • o:~6 
:rn1 .• 37!) --:I. 72 . ::; 47 
.~30, S.2 ·-1. 9 .1i . 343 
261. 223 -· 133 . 

- 25H, 0 3:1 -57. !539 
- '} ()/. . 6(~ - 41. • El55 

:.~ ') ,, . ::w •1 -- ,~2 . 664 
75.766 - ?'I. ~):~3 

-2!.il. . 645 -66.H91 
- 407 . 32 - 47.629 
--4;:~3 . 0 66 - 19.332 
·· U?~I . 949 2.707 
-~~4 '.il . 6c>4 :!8. 281 
-~5=~3 . 98 '1 63 . 84 
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period , the situation is rever•se<l because ·the effect of the increased 

level of employment has finally surpassed the federal income tax leak­

.age effect. 

Turn~ng next to an examination of state expenditures and revenues, 

Table II.20 shows that the reduced population. growth in the reinv0stment 

case has obviated the necessity for expenditures to grow as rapidly as 

before. In addition, in later years when the expenditure level is being 

cut back, the higher level of earnings generated by the permanent fund 

allows expenditures to occur at a higher level. In the higher spending 

case, expenditures are higher in each period because of not only the as­

sumption of the simul ation but also because of the higher population 

level. When personal income taxes are reduced, state expenditures are 

initially lower and subsequently higher than in the Alaska Inc. case. 

The initial slower growth is the result of slower growth in pe1~sonal 

income. l:ventually, the effect of population becomes more important 

and expenditures rise to accommodate the increase in demand reflected 

in the larger population . 

Total state revenues fall by a very small amount initially as the 

economy slows do\-m in the reinvestment case (Table II. 21 ) . This is re­

couped later, however, when revenues greatly exceed tho:::e generated under 

the Alaska Inc. alternative . When stat:c expendi'f 'Jrc::: a1"e inc1'easecl, the 

impact on nt:atc revcnu~5 is initially almost iclcnt:i.ctil to t he Al.:iska Inc. 

car->c. B,or,inning :i.11 1989, :i.t becomes .:ippat"ent that .:iny l"cvenuc inct'ea:-ies 
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Table II.20 

State Expen1itur~s Impact of Various 

Permanent. Fund Earnings Uses (Million $) 

(Measured as Difference From Alaska Inc. Case) 

PF!1:7:2_ pr.n ., 7 
' ....- •, • W-

ER 
. 

:l977 o •. 
1.97B o. 
1979 o. 
:1. 980 o. 
198:1. o. 
1982 - 9 . :->86 
:l.983 - :l 7. 6·~3 
1<;04 -26 . 7.il7 
1. 98!) ... 49. 24 
19(]6 -84.077 
19fJ7 - 1.27.419 
1988 -174. 35 
1.989 -153.44 
:1.990 -1.2 . 619 
:l 9'i' :J. 64 .268 
:1. c••1:·! 54. ~~08 
1993 29 . 58 
1?9'l 23 . 548 
1995 32.513 
l. ?96 44.508 
1. 997 ~)4. 906 
:I. 99EJ 64.6:1. 7 
19'?'9 72.032 

PFD.7 . 2 - Reinvestment of 50\ earnings 
PFD.7.3 - Increased government spending 
PFD.7.5 - Reduce personal income tax 

ER 

() . 
(). 

(). 

-0 . 006 
:1.1. 627 
25 . 122 
50.827 

1.()3 . 389 
187.876 
31 9. 999 
514.297 
772 . 521. 
493 . 087 
:l.:t.9. 96~ 
47. 9~56 

~)31 . 409 
38EI. 5 .l 1 
l.94. 432 
l. HJ. 302 
1 :1.1 . 424 
:1.32 . 276 
151!>+441 
:1.72.926 

F'FD. i' . :J_ 
Ef~ 

() . 
() . 
o. 
(). 

0 • 
-3 .925 
--7.096 

·- 10. 4 :1.!5 
·-10.!:587 
-30 . 5 :t 9 
- 44.357 
-- ~7 . 62 
-9 . 8.47 
47.449 
~57. 25l 
40. 7!58 
29.801 
:!9.807 
35.1.62 
39.982 
39 . 867 
·H> .1. 64 
4:~. 469 



Table II.21 

State Revenues Imoact of Various Permanent Fund Earnings Uses (Million $) 

(Measured as Differ ence From Alaska Inc. Case) 

PFD~7+2-
E~\' 

1. 9'?7 " \I . 

l.978 o. 
1979 o. 
:L980 o. 
1981. 

. ... - -· . -0. 8t'14 
19t~2 -2 .62 
198'3 -3.491 
19'.J4 --4. 912 
:I. 985 -8.378 
1. 986 -:t.2 . 461 
19ff7 -1.5 .099 
198El -1.4 . <H'l 
1.989 -3 . 096 
:1. 99() 2:.i: .. 5 
:I. 9 "l1. 52 .896 
1992 (., :=.:; • ·7 !::') 3 
:1.99:3 70.281. 
:l. 1?94 77. 2~) 
1. 99!5 8t1. ~"i26 
1996 :1. 04.88 
:l. 1197 12(). 88~~ 

1998 :1.3:5.8!59 
1999 :t.-191465 

PFD . 7 . 2 - Reinvestment of 50% earnings 
PFD. 7.3 - Increas~d gover nment spending 
PFD .7.5 - Reduce personal income tax 

h·=-n. 7. ~L. PFD.7.~L 
EF~ EF~ 

o. o. 
0 •· (). 

0. 001 o. 
-o. o • 
-0;1.81 -· 5 . 043 
-o. :357 -13 . 806 

0 . 732 -19,675 
-:l~552 - 31.855 
··O • 541 -54. 6 77 

2 ' :~23 -8:1..987 
4.88 5 -1.08.46 

17.3 ·-:L25 . 016 
-·:l.:L.:t07 ···12Ci . 024 
-B9 . 037 -:1. 2 1. O::'i7 

- :l. ;5~:,. ~:-;:~7 -:1.20 . 647 
·<l.Oc!1. 284 -:l26. 6B~l 

"·H°7 . 4 9'? -· 1. :{ 2 • 8 ~5 7 
··:I.:;-;:~ • 4 7~::i ·• 1 3~j. 8~)'.:i 
-·:1.96 .414 ·-· 1 =5 6 • 4 2 ::; 
- 199.29 ·-1.33.024 
--H!~5 . <'>06 - 1.26.084 
·-167 .. 33 -119 . 324 
- 153.844 -111 . • 96:1. 
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generated by a h_igher level of economic "activity resulting from more 

government spending have been swamped by reductions in earni?gs from 

the gener1 tl and permanent funcls, In the tax reduction case , the total 

revenue loss is less than the initial tax reduction (equivalently, the 

Alasku. Inc. payments) because of the. generation of other income which> 

in turn, produces state revenues . It is a l so less, in all but the first 

few years, than the Alaska Inc. revenue loss because the larger popula­

tion and personal income levels result in more employment in state govern­

ment with its attendant impact on private spendi_ng. 

State spending exceeds the target amount by definition in the in­

creased spending case , as indicated by negative values in Table II . 22. 

In the reinvestment case, when the financial crunch comes the forced 

r educti on in the fir st years is not as severe as in the Alaska Inc . case . 

The s ame is true to a lesser degree i n the t ax r eduction case, where 

lower l evels of personal i ncome i,csult in a sllehtly lower target. 

The general fund ancl permanent fund impact s are shown in Table II.23 

and Table II. 2 l~. As indica tcd previous ly, the pel'manen t fund consists of 

the sum of the contributions made at the 25 percent rate and supplementary 

contributions . The bas ic contribution::; cannot be wit hdrawn; but if t he 

eeneral fund balance i s r educed to an arbitrary floor l evel, then t he 

GUpplcrnentury per manent f und contributions can be wi thdrawn. 

As expected, the ccne1•al nncl per manent f unds arc much laree1" wheT'e 

t he relnvc~ tment ca~e is assumed. The pe1•monen t fund con·tains an 
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Table II.22 

Target Spending Reduction Impact of Va1;ious 

Permanent Fund Earnings Uses (Million $) 

(r.:easured as Difference From Alaska Inc. Case.) 

PFD.7 +2 .. PFti.7.:L 
Ef~ El~ 

1977 o. o. 
:J.978 o. o. 
:1.979 () . o. 
1980 () . o. 
1.9fH o. --11 . • ~6~ 
1982 o. - :J. 6 . 89 
1983 (i. --23 . :l 5B 
l9EM o. -·4:~. '186 
19El;5 (). - i'O I f;1'.)3 
1986 () . --9 9 . 8 1!:-i 
:1. 987 () . ·- :I. ~! !'.) • f:>FJ 7 
198fJ () . ·- 1. ::s::s . 06 :I. 
1989 ·-5~ , ·'l~S/ 4 fl :L 'i' 25 
:I. 9 <,J() -- :1. =~ <;> • !')(, Ii :;!/2 I ~14 2 
1. s·v .1 -~ 1. 5. ~"iM~ -u:~ . 'l'J 
:1. 9<;2 .tW . a:?. :1. -· :51 4 • 7 4 <;> 
J. ? 9 :~ ;!1 . 9 4 9 :~t,9 . :549 
.1 9911 --() • 3~14 1. 6~ . ~517 
.I. 91J ~5 ·-6 . 5 :1. / ~i . ::r17 
1. 9 9 6 -·2 . 34 l --A• <M 6 
.l S' 97 6 . H/2 - 1l . :M2 
'1. 998 0.069 4 . 91 
J 'J9 'i 9 .646 1 6. 'l ?? 

PFD.7 . 2 - noinvcs tmcnt of 50% oo rningu 
PFD.7.3 - Incr eased government spontliny 
PFD . 7 . S - Huduco porsonnl income t ax 

F'FD.7.5_ 
El=\ 

(). 

o. 
(). 

o. 
o. 
o. 
() . 
() . 

o. 
o. 
() .. 
() . 

·- ~i4 . '137 
·-·~50. 5 -1 3 

20 , :M s 
21} . 06 £3 
8. f.16 1.1 
0. 60:~ 
0.389 
3 , 7-;9 

1.(J. 0 9 
8 +187 
6 . 273 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Table II.23 

General Fund Balance Impact of Various 

!>ermanent Fund Earnings Uses (Million $) 

(Measured as Difference Prom Alaska Inc. Case ) 

. ' 
PFD. ·7 . 2_ 

ER 

1.<·??7 o. 
:l <; 18 () . 

.I. ~"19 () . 
:t.980 o. 
:l.9f.:t --0. HcA 
19i32 •1 . 72~! 
I. 90:~ 7. 1S 4 ~ 
1. 1/~M 3.2. 01.5 
1905 :~o. 1. cS 1 
:f. •:; 8 (~I 34 . 4 :J..5 
1. 9El / .l 2:5. :~ 1)fJ 
:l ~'G8 2~l. .. ;;;~~) 
:1. '-:8 ';• 3(10 • . l "/1 
~ <.:.. <;) () ~~DO•~ '~ 3 
l ,,. ,,. 1 346+1'1.3 
I. ~J9"> ~')26. ~:>:!ti 
1 '19:~ :~:';6. 543 
1. 1/ ?•l :J3~+ 5G 
1 •/Ci ~) :I 'lO • 11 :t 
:l 'l't' 6 140. 11. l 
1. 9 9 7 1 40. J. 1 J 
1. '.' <) n 110.tt 
1. I) 9 ',I .l 'lO • . L ~ :.:! 

Pf' D. 7 . 2 - ncinvos tment of SO\ earnings 
PFD.7. J - I nc reased government spendi ng 
PFD .7. 5 - Heduco pcr sonnl i ncome tnx 

PFIJ , 7 , 3_ F'FD.7.5._ 
Ef.: Et;;; 

o. o. 
() . o. 
0.00 1 (). 
0. -()()6 () . 
0.92 CH 41 ? 

-4.02 :J. 3 . () S:l2 
349. :1.0: .. ! :t ~3 . !::i 7 :J. 
3~S6 • :;35 20.848 
3:L2; 2 0.4 29. :1.1 ·1 
61.<?. 75<:.I -10 . ~:; 

290.H3 90 . :1.71 
·<:49 , 'l'>D :t. !39 . :? :I. 
··-!:i6 ~:i. '76'D 1.!:13. 899 
·- .!>1 9 I 3 '} i' 16/.59(1 
-~W :.i. ::! 'M :f.'1 7 ~ O~i!:"i 
··70:~. 0:::;2 1.3'? . :t :l.J) 
--~H '/. o:rn t~rn . 4::-itl 

·-~l B 6 • 6 c1 :t :L =~i' . 828. 
~81 c,. '1 4fl 13i'.fJ26 

-· 1146. ;~4 13/ . fJ2!:) 
··- t4!:Jl.1. 9 .l.:O .H::!S 
- l 75(J. 3 137.S32'i' 
- 2031.l. :l 4 l :o •.. A~ 



Table II.24 

Permanent Fund Balance Impact of Various 

Permanent Fund Earnings Uses (Million $) 

(Measured as Difference From Alaska Inc. Case) 

PFD . 7 . 2_ PFD . 7 .3_ 
ER ER 

1977 o. o. 
1978 () . o. 
1 '779 o. o. 
1980 o. o. 
l.981 11 . 462 () . 
1982 28 . 753 o. 
1983 61. 682 - 375 . 244 
j 984 1: 0 . 42 -·41~. 91}5 
1985 2:1.c:> . H92 - 485.931 
198{1 3/0 . 070 -977 . 04 8 
1907 ~()8 . 762 -977 . 048 
j 988 66() . 27 ·1 -977 . 048 
l 9EW 823 . 992 - 977 . O•l5 
19?0 999 . 312 .. 977, 042 
199:1. 118S , 7t.1 "" 1330 • :l.'l 
l. YfJ~ 130:! . 98 - 1:5~38. :1.4 
L993 1::i90 . 7 1 - 1001 .97 
1994 1800 . fl -lY9fJ . 9 
1995 2 2.Jl.07 ·-1804.10 
19?6 2 463 . 98 - t60!J,!7 
19?7 :!69EI. OJ - 1440 . 83 
l 99C 2934. 3 - l293 . 47 
t ?'/9 3 173 . 'l6 - 116fl.89 

PFD . 7. 2 - noinvcutmon t of SO\ onr ni ngo 
PFD. 7. 3 - I nc roooo<l gover nment opcn<l i ng 
PVD.7 . 5 - Roduco porsonol income tox 

F'FD. 7.5_ 
ER 

o. 
o. 
(). 

() . 
o. 
o. 
7.465 

23. 2')9 
4B. 102 
Fl2.25B 
F.12 . ::!::m 
8"'!. ~!54 
82 . 2:14 
H2 . ".'5'1 
92 . :!::i'l 
n2 . :.!54 
82 . 254 
8 2 . 251\ 
70. 6:J6 
69 . ~03 

6 1 . 363 
55 . 25 
:.H>. 07 

I 
.1 

I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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additional $3.173 billion above the Alaska Inc. cas~ by 1999 . .The general. 

fund is also l~rger. The situation is dramatically reversed in the case 

of increased expenditure levels where, by 1999, the combined totals are 

$3 . 207 billion below the Alaska Inc . base. Comparing the tax reduction 

case with the Alaska Inc . case indicates a larger combined balance of 

the two funds f-rom a tax reduction . In early years, this is the result 

of relatively lower levels of state expenditures in the tax reduction 

case . The maintenance of the difference essentially throughout the rest 

of the period must be attributea to slightly higher tax revenues in the 

tax reduction case and s lightly higher shortfalls from the tareet ex­

penditure ra1.e . 

Looking at par ticular components of state r evenues , it can be seen 

from Table II . 25 that total permanent fund earnings are particulai~ly 

senoitivc to the method of earni ngs disposition . '!'hey increase most 

rup.i.dly in the case where a· portion of the earnings arc reinve:>ted. 

Alternatively , t hey decrease most i~apidly when eovernment spending 

incrca8cs ar e bei ng fueled by P"rmanen t fund earnings. Since t he tax 

reduction case is moGt similar to tlwt of Alaska Inc., it i s not sur­

prjsing th.:it t he permanent fund earnines in the two caseo are nearly 

identlcul. 

Reenrdilln personal i ncome toxc::.; , T.:il,le II. 26 nltow:.; t hdt they obvious ­

ly foll the moo t in the tax !'educ ti on ca:::o . What cannot be econ f-rom 

t hfo comparh;on i ::; t hnt t he di Cfnrcmco be tween t ho Alanka 1 nc . and t he 
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Table II. 25 

Total Permanent Fund Earnings Impact of Various 

Permanent Fund Earnings Uses (Million $) 

(Measured as Difference From Alaska Inc. Case) 

F'FD. 7. 2 .. 
EF\ 

1977 o. 
1978 o. 
1979 o. 
198() o. 
198:1. o. 
1982 () . 802 
1 983 2 +01. 3 
1904 4.3HJ 
198!:i 0 . 4:;9 
1986 15.:::92 
19B7 25 . 90:-5 
1 n.w :~5 . 614 
1989 46.:~19 

:l9~0 57.67'! 
1<J<i.t 69 . 9::12 
1 CJ!r2 B3. 00:1 
J. 99~5 96 . 00fl 
1994 1. l. :t • :~~) 
1995 :l. 26 . ~111.1 
1996 156 .23'1. 
J.997 172 . 479 
.t9?8 10fJ.861 
l'JS'9 2 0:.i. 40 l 

PFD.7.2 - Reinvestment of SO\ oarninys 
PFD .7. 3 - Increased government t;ponding 
PfD.7. 5 - Reduce porson~l income tax 

PFtr.7 . 3_ PFD.7.5_ 
EF~ ER 

o. o. 
o. () . 
o. o. 
o. o. 
() . (). 

(). o. 
o. o. 

-26 .267 0.523 
·-28 . 906 1.63:1. 
--34 , 015 :-L 367 
- 60. 39:~ 5 . 758 
- 68.393 . 5.758 
--6 (I. :~93 ~i. 7 !':i f3 
- {,8. ~.593 5 . /58 
-68.:393 5 .758 
···9~5 . 67 5.758 
--9:~ . (.) 7 ~i . 758 

- 126. :t:rn 5. 7~38 
- l.39. ?:!3 5 . :159 
- :t2(1. 292 5 . 3()6 
- 112 . 642 4.844 
- H>O . 8 S8 lj,295 

- 90, S·l :~ 3.868 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Table II.26 

Personal Income T~x Impact of Various 

Permanent Fund Earnings Uses (Million $) 

(Measured as Difference From Al aska I nc. Case) 

F'FD ~'7 +2- PFD. 7. ~5-
El\. 

:1.977 o. 
:1.978 o. 
1979 o. 
1980 o. 
1981 -0.41.S: 
1982 -:I. .329 
1983 -2.23c 
198'1 -:~. 8!3S 
1 '785 -7 .066 
1986 --1.1 .79:1. 
1 987 -17.'169 
l.9El8 - 22.905 
l.<7'fJ9 -24 . 756 
:J. 990 -1 7.726 
:1.99:1. -o. e:;a 
:1.992 -9 . ~)53 
:1.993 -:1.4 . 501 
:l 99A} -17.896 
lS'9 ~i -:l<J. 24 
:l996 - 19.279 
:l 997 - 1fl+131 
l.998 -19.804 
:J.999 -2 :L • . l:J6 

PFD,7.~ - Reinvestmen~ nf SO\ earningR 
PFD.7 . 3 - Increased government spending 
PFD.7.5 - Reduce pernonal income tax 

El\ 

o. 
-o; 
o. 

--0. 
- 0.0:5 

0. 20:1. 
1 . :1.14 
2.72 
5.556 

11.23 
21. ::'i6 7 
3EI . 7 06 
34.049 
-- :l.. :;=;2t1 

- :1.B. 70!5 
'i» f:M:I. 

2fl.Of.l1 
.. -2. :347 

- :1.6. 3 18 
-17 . 209 
- 14. 2 :::;7 
-:1.1 . 201 

--9. :~ 'l l'1 

F'FD. 7. 5_ .. 
E:]~ 

o. 
o. 
o. 
0. 

-5 .007 
-13.853 
-19.882 
-:52. 4 62 
--~)6. 084 
-84 . 695 

- 113 . 179 
·- :J.32. 254 
- 1.37. 991. 
- 1.39.:531 
- 142.5tJ 9 
·-:l.4 fJ. 777 
-:l54. :~57 
-··1.~:i7. 84 9 
- 1~)9 . 939 

·- :J.58 . 436 
·-:1.53 .109 
- 147.9()2 
·-142 . 1)69 



tax reduction cases is less . than the tax r eduction . itself because of 

secondary income generated. Personal income taxes are less in the 

reinvestment case because of the relative decline in economic activity. 

In the increased government spending case, they rise as government spend­

ing grows and fall sometime after government spending is forced to decline. 

Finally, real per capita impacts between the Alaska Inc. pl'oposal 

and the suggested alternative can be compared. Table II.27 shows that, 

as expected, real per capita disposable income is less when permanent 

fund eai•nings are reinvested than when they are distributed as Alaska 

Inc. '!'hey are less in the two other cases also, but by l esser atnt)Unts 

in early years. The tax reduction case operates like Alaska Inc. to 

r aise disposable incor.ie but is less successful because of t he federal 

income t ax. The negative impact on disposable pet'sonal income in the 

case of government spendine is a combination of the direct c'f f ect of the 

Alaska Inc . payments and the s harp decrease in government spending in 

the early 1990s. 

'fable II.28 3hows the impact on real per capita state expenditures 

of the t hree alternatives to Alaska Inc. With reinveotmcnt of em.'nines , 

the initial impac·t is negligible and it then becomes positive as spend­

ing io made possible by past savings . Hhon inc1'cased state s pending .is 

the use of the f und earnings, it i3 indeed possibl e to couoc nn increase 

in real per capita term:; , although by t he end of the oirnulat ion period, 

the rool increase i o not riolng. Rcducinc t he pe~sonal income t ax hD3 

an offoct which i s almost idc11tlca l t o t hat of the /\la:.:ka luc . case. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Table II.27 

Real Per Capita Disposable Income Impact of Various 

Permanent Fund Earnings Uses (Constant $) 

(Measured as Difference From Alaska Inc. Case) 

F'Ffl,/. 2 _ 
E~~ 

19/:7 o. 
1978 o. 
10 /'} o. 
:l. 9fl() 0. 
l<J81 - :t:I • :J 4 :~ 
:l.982 ·-16. :1 83 
1 </~};;) . ·2.1 . • .I ·1'1' 
198 1 1 -3.!>' 7fi:~ 
j C°J "' '-" • C> . J - !.:S 41. ~) 
i<i'H.< --7"1. . B!·O 
: \,' !·17 -B2, t, '>(·; 
J. </8u - "1 8 • 9'2'J 
J JP? - .',4 . 7:2.5 
I ,"JO ·-30 • i{I 
J <J<;>t · ·30. D>"~ 
l / ', ::! - :s 3 • :.~ :.~ 1 
t 9'i'"3 ·- :~ i' . 7 •i' ~~ 
'J f' <;• -~ - :~ ~i • H :! ~) 
1un; ·-:~ .l . '/l 
I (/ 0 I~ ·-2 4 . 9 119 
I "" • I '' 

·- 1 ',' ' 7~: .J 
!.'HJ J ··· t 4 . I 1)~1 

J9?'/ ···1 l .(' •1'l 

PFD. 7 . 2 Hoi nvcs t:ment of 50% oarnj 1190 

PFD.7.3 - Inc r cn:.Jcd government sponclJng 
PFD.7 . 5 - Ho<lucc por sonnl J.ncomc tm< 

1~·r:n. 7. 3-.. F'FD . "7.5_ 
El~ El;: 

--0. 0 02 o. 
·- 0. 0()6 o. 

() . () . 
0. 00 1 o. 

-8 . 6 14 -0 . 15 8 
- B.3 ·i S -(). 795 
-· i' . 6(' '-: - 1 . 97 

·-1 '.'-t , .., ') --3 . 38 
-· lti . 967 -·S. 356 
·-:I.~! • <72 'l --8 . 242 

·· O. :H.13 - :J.1 . 5(>3 
:~ :~i • (., <J(., ··14 .88 :?: 

·· :~9 . no:'-5 - <t. 224 
.. 9:,! . 44 .5 - ~"i . 4 7'l 
·'J::!. on.it --9 . 6 9 f> 
- ·D . 9:~~ 9 .•• :J. 1'.1 • 4 () 9 

·-· 4 7 . ~~03 <W . B 6~"'i 
... 7;.> . 6 ::S<? - 23 . 546 
- 7~ .</1."1 -2~) . :.! 8 :1. 

- 6:5 ' ')fl8 - 26 .61 '7 
·- 3~~' :1 ·72 ·- 2 8 . 488 
-··l ~5 . 2 :~ ·- 29 .17~ 
·-36. 6 ·H - :-!9 . 483 
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Table II . 28 

Real Per Capita State Expendi.t:ure Impact of Various 

Permanent Fund Earnings Uses (Constant $} 

{Measured as Difference From Alaska Inc . Case} 

1.'T/l 
:l. 970 
l9TI 
1.980 
J 9f'JJ 
l <:> ~2 

1 ,' .!'1 
1. 9::.( ! 
J.'J tr: 
1 Q(..'c) 

I<, 0/ 
1 /U-l 

.l. ?H•J 
:. .,. ;>() 

f. <i-"I J. 
1 r; '? :! 
.I ;; '.' < 
t 91,111 

I '.11)' I 

'I 9'/o 
1 ··)~'/ 
I ,· .. ·r: 
·1 ') H,· 

1:\ t=D • 7. 2-
FT~ 

o. 
o. 
o. 
o. 

·-0 • .l'i 

-() . 7 lt.1 
·- 2. 5'l3 
-·c: • co 4 

·<i.2 • .l.bfl 
-1. r;. :mi. 

~;'.:s. 1n'i 
~·j:t I (11. iJ 
44 . ~Jn::) 

::'if.t. i .1. n 
: ' ·~ • 7 'l:'\ 
3 :~ . . l ~>:) 
:{~5. lO B 

~Si • !:5-1.!1 
.rn. ~sc;·~l 

PFD.7. 2 - noi nvcstrnont of SO b oarni nc;n 
£'FD. 7. J - I nc rcaaod govcrrunen t spcnd j ng 
Pl•'D. 7 . 5 - Hcduco por oonal .i.ncomo tax 

F'FD. 7 .3." 
Ef~ 

-· () I ()() :l 
-0.00.·! 
·-<>. O<H 
-o . 0() ~! 
9. :}119 

t 7 • :1;; <; 
,so . 1,l9 

?:L. !:i9</ 
:1.36 .4/8 
J.8'?, 23e1 
2 t, (\. 6 ~J J 
.!. ' i 4. =-~H.5 

H. 0.J'.:i 
::: il • 6 :.! :·~ 

:I. 4 :5 • ~·; l. :3 
l 0;3. :~ 90 
!j 1l. ~13~) 
'{!I. 00/ 
;:~:! • 't\> .I. 
3·>. o:)J 
:-ss . ~.23 
.-S4 . 93;• 

F'FD. 7~5-
EF~ 

o. 
o. 
(,\ . 
o .. 
0.03'7 

-2.516 
-1) . ·148 
-l· . :~ :-> n 

"·1 0 . :!91 
- l :=; . 542 
-·2\). 913 
· ·25 , :$~!7 
--:t 1 . u.~9 

2. :H:5 
4. :I 3 

-· (), 7 .l El 
-4 .039 
··.cL 6/'8 

"-II. 26'l 
-:{ . '/3i' 
-·4 . J?1 
·· 'l . 73J 
-'l . 82~1 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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.In Table II.29 the change~ in real per capita state revenues are 

shown. The impacts are distinct. Revenues per capita rise when earn­

ings at'e reinvested and fall when expenditures are increased , primarily 

because of the impact of these programs on the general and. permanent 

fund balances. With the reduction in the personal income tax, the real 

per capita level of state revenues also declines. 



Table II. 29 

Real Per Capita State Revenue Imgact of Various 

Permanent Fund Earninqs Uses (Constant $) 

(Measured as Difference From Alaska In'.=. Case) 

PFrt;7.:L F'FD . 7 .3_ 
l-.h: 

:t977 o. 
:1. 978 o. 
:1.979 o. 
1.9HO () . 
198! 2.91 
:l 982 ~i.7:1.3 
1.98 3 9 .67l> 
1 'IEl4 1.f:J . 76~5 
:190!7i ~5() . 'l42 
1 9El.6 42.2B 
:l987 so. 2~·51 
1988 !52.57'l 
1</89 4'/ . 726 
1990 43.40:-s 
:1.99:1. 1} :;; . 2~)'} 
1992 4~J . :1'.:5l 
199:5 40.707 
1994 'lO. :HO 
1 <j>95 40.:t16 
1.996 4 ·7 , <;99 
:I. 91)7 17 . 5 :1. :t. 
:L99B 46 . ~)26 
1999 4!1 . 004 

PFD.7. 2 - Reinvestment of SOt enrnings 
PFD.7.3 - Incronsed government spending 
PFD .7. 5 - Reduce persona l income tnx 

El:;: 

- 0.00:1. 
-0 ,()01 

() . 

0 . 001 
0 .928 

- o. :rn:s 
--3. 2~)6 
·-·9 . 6~S2 

···1. 7. 427 
<rn. 7!:-iB 
-- 4 ~J . 693 
-(16 . 78'1 
--'12 . 061 
--:3 4 • :1.4 6 
··· :?9 . 96'1 
-·61. 4 361 
- 12 . 36 
··46 . 235 
- 49 . 193 
-4ti . 3 :H 
-3EJ. ~507 
·<12 • 20 B 
- 2t1. '/32 

PFD . 7 .5._ 
El~ 

o. 
o. 
() . 
o. 

-:~ . 6'7~1 
-·9 . 359 

- :I.~! . t1 :5~ 
·- :I. 9 • ~~ :3 (., 
-:~o . 40 e.> 
- 4:1. . n3t, 
-5() I EM4 
--~;::;. 972 
. .. ~)~) . <;'~~5 

-56.82B 
-· ::,;5. 93\.:., 
--::=; 5 • () 2 ~5 
-53 . 8:1.ll 
··51. B39 
·-49 . 439 
- 46.01 9 

"' -·41 . 56 :~ 
-· ·5 7 ·3 r.:· ·:> ' .. ,) .. 
·<53 . ~77 

. I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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E. Conclusion 

The economic impact of changes in the use of the earnings of the 

permanent fund is significant because of the large size of the fund it­

self. Thus as the fund grows more slowly as time passes, the importance 

of any policy change regarding earnings disposi~ion declines . 

The mos~ important impact in any case is upon the level of the fund 

balance itself. Reinvestment of earnings increases the Dalance signifi­

cantly , while using the earnings to increase atate revenues leads to 

rapid depletion of the general fund and any money which can be withdrawn 

from the permanent fund. Alaska Inc. and a personal income tax rebate 

occupy essentially middle ground in their impact on the fund. This is 

because they prevenT a faster balance buildup but do not increase demand 

on the fund as did the state expendi tu:.."e increase case under the condi­

tions of the "ratchet effect" of state spending assumed in this analysis. 

In terms of aggregate economic impact, all alternatives were sig­

nificant . Reinvestment of earnings shifted the pattern of gr . .. cu toward 

more rapid f utUl.,e erowth , while the opposite was true in the othC'r th1.,ee 

cases. They all reflected the f nct that an increas e in the level of 

disposclblc personal income would result in overall growth of the economy 

much larger than the original change. 

Tho cases in which erow t-h of ·t·hn r>f'nnorny was aci:el erated in early 

years also illustrated the fact that in tlaos o cases , t he slowdown 
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necessitated by the financial difficulties projected for the state would 

also be larger. 

Finally , the Alaska Inc . program seemed to be more effective in 

getti?g additional income into the hands of individuals than a tax re­

bate. Becau~e of the P.1'ovision of multiple shares after every five-
' 

year increment in a person's length of residence, the value of an in-

dividual share begins to erode in real dollars less than ten years 

after the program is instituted. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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PART I II 

ANALYSIS OF ECONOMIC IMPACT OF PETROCHEMICAL FACILITIES 
AND FISH HATCHERIES ON THE ALA8KAN ECONOMY 

A. Introduction 

Portions of the permanent fund may be invested in new ventures in 

the Alaskan economy, particularly in natural resource rel ated areas . 

Such investments may be done for a variety of reasons which all genP.~ally 

fall into the category of broad economic benefits for the Alaskan economy. 

Objectives most often suggested are diversification of the economy, the 

creation of jobs, and. the generation of addi tion.-11 tax revenues for state 

and l ocal government . 

In this analysis two particula1~ types of facility are examined to 

determine their impac·t on the state economy. Emphasis is pl aced upon 

the impact on the overall growth of the aggregate economy , the regional 

components of er?wth, and the fiscal impact of the construct5.on and 

operation of the facilities . 

The first alternative is a petrochemical complex. 'l'he facility i n-

corporated i nto the simulal:ion is patterned after , but docs not correspond 

exactly to , the final proposals presented to the Royalty Oil and Gas Board 

fo!' the construction of Alaskan refineries for the refininc of Alaska ' s 

share of the production from Prudhoc Day . Thie refinery would be lo-

ciYl'Pcl on the Kenai penins ula and \·1ould utilizL· l!iO, 000 bcirrcls of oil 

per duy. Construc tion would becin i n 1979 a:;,d .,pcrat.tons would start 



in 1985. Employmen1: during the construction phase would peak at an 

annual average of 2 , 550 , while 460 woul d be employed during the opera­

tions phase. The value of t he refinery for tax purposes would be 

$1.5 billion. (A more d~tailed description of the assumptions can be 

found ·in Appendix E.) 

The second alternative is a series of 30 fish hatcheries located i n 

v.'lrious parts of the state. The Southeast and Southwest of Alaska each 

receive eight hatcheries, the Southcentral area receives six , and the 

Interior part of the state receives eight hatcheries, of which two are 

located i n the vicinity of Fairbanks . These p1 .. ivate, non-profit hatch­

eries are built over a four- year period at a cost of from $2 to $t1 mil­

lion each. Two construction see .JOS and 30 const1 .. uction workers are 

required for each . Ope1 .. atine employment is eight full-time equivalent 

employees for each hatchery. Fish begin to r eturn two years a'ftcr 

operations commence. 'l'he hatcheries r;eneratc increased e conomic acti­

vity iri. both the fishinr; and the manufacturing (processing ) industries. 

Doth the petrochemical facility and the .fish hatchery program arc 

assumed to be economically viable op<:!rat.i.ons . Thus, there a1 .. e no :implicit 

or explicit subsidies to either from t he sta t e . In particular, the re­

fine1•y purchases i .. oyalty oil from the s tate at the s ame price os the 

best alternative whi ch is ava.i.J.able to tho Btato . The f islt hatchery 

proer.:im docs not r ccei vc an operatin~ :rnbs.i.cly f r om tho s ta to . 
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This assumption carries over to the form of financial participation 

by the permanent fund in these projects. At this time the legislature 

has not determined either what types of projects in which the permanent 

fund might invest '. or what form that participation might take , such as 

the purchase of bonds or an actual ownership position . Neither has the 

phrase "income producing" been defined. For these reasons, it is not 

possible to specify either the form of i nvestment or th~ earning~ which 

might accrue to the permanent fund from participation in the financ ~ng 

of either of these types of projects . Therefore, a neutral assumption 

is made cegarding the impact on the fund itself of financial participa­

tion in ti:<.. c;e projects. It is assumed that whatever form the investment 

may take, it does not change the average rate of carninec of the fund . 

This assumption of neutral impact serves t wo purpo:::es . First , it 

allows the analysis to isolate those fiscal impacts which occur through 

changes in the economic activity of the state from the fiscal impact of 

a chaneo in the pe1'manent fund and its earnings potential. Second, it 

allows the reader , if so inclined, to easily substitute his own acsump­

tions concerning the impact on the fund of these partidpation programs. 

Any diffet'ent assumption regardine fiscal impact would be additive to 

thclt impact presented in the results. Thus , for example, either a rate 

of onrnines ereater than or l ess than tho averaee for t ho fund could 

be accommodated . 
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Use of this assumption also eliminates the necessity of scaling 

the two projects so that permanent fund participation is equal in each. 

This would clearly be impossible in the present case because of the huge 

difference in the capital requirements , and total resources demanded, 

.by the two projects. Th-:~ refinery costs $1. 5 billion and the 30 fish 

hatcheries, at most, $ . 12 billion. To increase the number of hatch­

eries to make the -totaJ capi.tal :r~quirements ':Jf the program equivalent 

to that of the refinery \1ould require more than 36f fish hatcheries, an 

impossibly large number. 

Decause of this, it is not possible to directly compare the two 

projects in the sense of general economic return to the sta te from in­

vestment of a certain dollar amount . In the sense of scale , this i s a 

comparioon of "apples and oranges" which i~ not completely valid. The 

projects do offer an interesting contrast, however, in ihe fact that 

tho refincx•y .is an extrem1:!ly cupital intensive facility, while the series 

of fish hatcheries is much more labor intensive. As a result, the con­

figuration of impact in the two cases :::hould be quite different. 

In assessing the results of this impact analys i s , it is important 

to l>ear in mincl that the validity of the results fo1" the projects is 

only as robunt as the validity of tho underlyine assumptions which went 

into the model. In some instances , there may be a difference of opinion 

t'e>1,cu.·u.i11~ t:hc level of a variab.Lc i 1 'the assumptio11:.i, ilnd the rc~ults 

might be sensitive to that vuriubility . For example , tho capital-labor 
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ratio in petrochemicals manufacture is not the same for each facility . 

It is dependent upon such factors as the relative cost of inputs, the 

types of feedstock employed, and the mix of products produced. With 

"this in mind, it follows that the impact analyses of these facilities 

should be interpreted not as the analysis of specific projects but of 

types of projects with the mixture of characteristics as outlined i n 

the discussion of assumptions . The comparison then i s bct~:cen a capi­

tal intensive project built on one site and a number of labor intensive 

facilities scattered around the stute. 



B. Base Case 

The impacts are measured from a base sim~lation described in Part I 

of this study. In the base case, state expenditures grow at a rate 

which maintains a constant ratio between per capita real personal income 

and per capita real state expenditures. There is no constraint on this 

growth imposed by a lack of revenues until beyond 1990. Since these 

simulations go no further than that, the impending fiscal crunch is 

ignored here. 

Aggregate economic g1,owth is strong between 197 and 1990 in this 

base case (Table III. 1). Dy 1990, population is 688 thousand and ~mploy­

ment has increased nearly 75 percent from its present level to over 

325 thousand. Personal income has increased neu.rly three times to 

$13 .l billion. 

Up to 1990 , the fiscal condition of t he state appears healthy, as 

described by the variables in Table Ill. 2. Expenditure erowth is strong 

and steady as increases track growth i n real per capita personal income . 

Through most c f the 1980s , revenue growth more t han keeps pace and growth 

of both the permanent fund cind the suppl emental f und keep pace . The 

supplemental f und is the depos itory of all sta te revenues i n excess of 

current needi; which are not "locked up'' into t he permanent f und. They 

arc set aside during poak revenue yeur::; to liu u:.1~u .i.11 L.i.Hh.!::l of i~cv.::nuc 

s hortfall ::; on cur1,cnt ~tccount. 
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Table III . 1 . 

Base Case Aggregate Economic Indicators 

1977 
g>7g 
1979 
1980 
1981 
1982 
1983 
1984 
19B5 
1986 
1987 
:l 980 
:1.?0? 
1990 

POP - Population (thousand) 
BM99 - Employment (thousand) 

POP 

39f3 . S02 
408.:H7 
'}2~5. 551 
457.817 
484.215 
495 . 25 
508 . 406 
5~5 . S6 
546 . 222 
568.45 
593. 337 
62:1 . • 202 
65:~. J. 3 4 
<4'>88 . 407 

PI - Persona l Income (million $) 

EM99 PI 

187.487 3 ::??2 . 21 
:L 92. 029 3600. 29 
201. 3 :U, 4055.()6 
220.719 4869.61 
232 . 928 ~::>O:J , Y:! 
233 . 345 5771 . 6 7 
236. 415 6163 .91 
2 ~3.346 672:i.23 
253 . 07 7437 .8 
~63 . 693 8'..:!'ll. 8 ') 
276.056 918 =5 .64 
290. 201 10:::?05. 

'306. 862 l 1fi99 . El 
325 . 256 1 :Hl1 .~i 
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Table III. 2 

Base Case Fiscal Indicators 

E99S R99S 

1977 1099 .65 1130.36 
:l978 1271.17 1148.96 
1979 1385 . 2 1543 .19 
1980 1550.86 1957.:76 
1981 1839.38 223•1 . 44 
1982 2067.21 2520.95 
1983 2164.9 2827 . 61 
1984 2307 .23 3255 . 6 
1905 2308 . 6 3549 .28 
198 6 2762 . 1 1 3734 . 52 
1987 3046 . 73 3717 . 27 
1908 3377 . 95 3656 , 71 
1989 :->7 62 . 7 3 606 .?B 
L990 'l213 . 49 3 506 . :!5 

E99S - Stnto Expenditures (million $) 
R99S - State novonuos (million $) 

F'FBAL 

2 • . J 
62.4 

276 +293 
746. 281 

l.212 .58 
1748.2 
2492.13 
3525 . 13 
4 659 . 57 
5741. 3 
u54 4. 9 
6Y8S.~.I. 
703.5. 23 
664 J .• 2~:i 

PFSUPBL 

o. 
0 • . 

90.733 
4:t8. 789 
730.018 

1086.55 
1625 . 27 
2 4 2 9 . 83 
3318 . 07 
41 4'1. 86 
4723 . 6 'l 
4966 . /4 
1l847 . 05 
4312.4·1 

PJ:'fll\I, - Permanent Fund and Supplomontnry 1-'uncl Dnlnnco (mj l llon $) 
PFSUPDL - Supplementary Fund Dal'1nco (million $) 

I 
·I 
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Warni ne si ens <!re; nonethele~s, beei nnine to appeal'.'. The level of 

total revenues peaks in 1986 and begins to inch downward from that point 

in time . Shortl y thereaftP.r in 1988, the level of accrued revenues in 

the supplementary fund reaches a peak at $4.966 bil lion and subsequently 

begins a decline . 

These trends are mirrored in movements of the indicators of average 

per capita economic activity shown in Table III.3. Neal per capita dis­

posable personal income shows f airJ.y steady growth t hrouehout the period 

of analy~is , r efl ectine aggregate economic: activity . Likewise, r <.!al 

state expendit ures per capita increase accordi.nr, to a smooth pattern. 

Onl y real par capita sta te revenues show a peri od of growth and then 

after 1905, a sharp decline from the peak of $2 , 016 to $1,306 in 1990 . 

This is a drop to bel ow the l ov2l of a decade earlier when, in 1980, it 

was Sl,597. I n nddltJ on, in 1909 , for t l1c first time stnco the beei.nning 

of protluctlon f t"om Prudhoc llay, rovcnuc:J f l1ll short of cxpcndl t urcs . 

'rho pa t tern of l oc<Jl finances i:; a healthy one because of both the 

att•one l evel of ctJ to expenditure::; ond r..ivcnuos f-rom loc;al sourccc 

(Table 11! .11) . Locol l'ovc nucs and e xpcndl t uros arc c;l o!lcly tied t o t ho 

l evel of ntoto > pcnditurca t hrough ..i v~1ri<' ty of p1·ocr~1ms . Since ntato 

OXp<!nd1Lu1~us r~row t h ouchoul the r. i mul1J t I on pcrlod , :JO oluo do l ocal 

oxpondhtu""us .ind revenues . lnct'ooscu i.n the l oc ... l propot•ty lc.1X ba:Jc 

con t l' i IJU Le lln i mpot·tnn t l ocal :Jourc of ruvonuon . 
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Table III. 3 

Base Case Per Capita Economic Indi cators 

DH\PA E99SP.:F'C R99S!\PC 

1977 2897.39 1185.25 1218.35 
107CI 2997.93 :l:'.! 79 .2 1156.23 , , ._, 
1979 3104.74 :J.282. =55 14:28.6 
1 'JBO 3293.58 :t265 . 61 1597.67 
198 l. 3345 .1 7 l.358.48 1650 .26 
1982 330/ . 63 J.447. 27 1764 .94 
1983 3331 . 98 1427 . ~)2 l !:U15. 03 
1984 ~B</3. 46 14HJ. 23 2001 .19 
1 985 3470.2'/ :l 4:~5 . 38 2016.69 
1<786 3~.il2. !39 1440+35 1958 . 25 
1. 98/ 3.!i;·!6. 0 'l :I. 1}68. ~!2 j 791 . 3:5 
1988 =571.0 . :!F.l 1490.01 :l612 .Y7 
1989 3€!06.0'7 1~5:t o . o~~ 1. 448.29 
1 1190 38?9 ./1 .l ~-;:17 . 09 1:rn6 I 7=! 

DIRP/\ - Per Cnpltn Real I ncome (cans t-ant ~) 

E99SRPC - Per Capita Roal State ExponcJituros (constnnt $) 
R99SJWC - Per Capito Real State Revcnuoo (conntont $) 

I 
I 
-.1 
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Table IIJ..4 

Base Case Local Government Indicators 

. E99L r.;;991_ E9<,?LF\F'C 

1 '.")'77 597. (~78 
1978 585.067 
:1.979 64:l .161 
:l.980 73:L.859 
J. 981 852.174 
1982 949 . 687 
19fJ 3 1015 . 1.2 
198 4 1100 . 87 
1985 :1.210.69 
1 1186 1. 324.9 
1987 1.460.42 
1988 1617 +5 
:t 989 1.799.42 
1990 20 1. 4 . :1.2 

E99L - Local Expenditure (million $) 
R99L - Local Revonuas (million $) 

543.726 
~-550. 219 
603. :t32 
693.14t1 
802.897 
898.929 
975.536 

1069. ·73 
1.186.5 
1308.1'2 
1452 . 86 
1623. :~4 

1822.27 
2060 . 59 

E99LRPC - Par Capita Real Expenditur es (constant $) 
R99LRPC - Par Capita Real Revenues (constnnt $) 

643.559 
588 . 765 
593. ~'i52 
597.247 
629.377 
664 . 885 
669 . 553 
676.692 
687 .908 
694.73 
7\)3. 7:i'5 
i'1.3,4i'EI . 
722 . ::;1 
733 . 883 

F\99LF.:PC 

586.053 
5~:5:~. 697 
558. ~547 
565. f.,!)4 
392 . 983 
629 . 348 
643 ~4-45 
657 . 55:? 
674 • U16 
685.?31 
700.:J. 33 
71 c'u 057 
7~ff. 687 
i'50 . 8 16 
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This steady growth is reflected also in the per capita measures 

~evenues and expenditures. As long as state transfers. grow from year 

to year, the level of l ocal services is able to expand. 
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C. Aggregate Economic Ir,1pacts 

Upon this basic simulation of the economy the two projects described 

· above are overlain and impact s measured . The pattern of aggregate eco­

nomic impacr differs considerably between the two cases . 

· Looking first at the impact of the petrochemical facility (Table III.5), 

a def lnite "mini-boom" period can be observed in the early 1980s in con­

t r ast to the base case , coming essentia:tly at c:he end of the peak as­

sociated with the construction of the Prudhoe Bay gas pipeline. The 

boom is evidenced by an employment increase which peaks at over 13 thou-

sand in 19 83. Th5.s is associ ated with a populat ion impact of over 

24 thousand which peaks in the followi~g year. 

After the labor intensive construction phase of the facility, the 

employment and population differences declin•? until the late 1980s. 

Then they appear to stabilize back to the growth l"'ates in the base cas e 

which in 1990 result in level s 5 thousand and 15 thousand above the base 

case, respectively . From that point forward , equal growth r ates between 

t he two cases would result in an ever widening margin i n terms of employ­

ment and population between t he two caces . This large construction proj­

ect , coupled with a small permanent labor force , has put the whole economy 

on a sotneh·hat higher r.rowth path . 

lncreasea in waees and salaries , ancl wlth it pc,.,sonal income , f ollow 

t he Home pattern a~ the i nct•oases in emµloymcnt . In t he peak employment 
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Table IlI.5 

Aggregate Economi= Impact of Petrochemical Facility 

(Measured as Differences From the Base Case) 

POP 

. i. 977 o. 
1978 o. 
:L979 0 .239 
1980 4 . 7 .tt2 
1n~ :1. 1.2 .99 8 
l ~l82 18. 7:1. 
"1. 983 :!2. ·797 
1 ~·a~1 :!4 • .t~2t> 
.l ~- 8 !:i .lfJ,161 
.1.986 1::;.7::; 
1. 9tr/ :l 'l . 8 lJ. 
1~188 1. !} • :1:57 
l 1;:1<.1 :J.~.66!5 
:1. r;~:o 1. 5.-00B 

POP - Population (thousand} 
PI - PorDonal Income (mi llion $} 
~·15 99 - Wages and Salaries (million $} 
EM99 - Employment (thousancl) 

PI ~H399 

o. o . 
o. () . 
3+86 7 5 +109 

134.0~.)9 :1.1 7 .12 .1. 
376 . 582 329.758 
479 . 6~5 ·420. 02 
::i5 J .• 1. 37 483 . 172 
5:~0. 23 46::5. 'i57 
27,~ . 121 2 4 0 .9{>1 
2:1.0. 934 185.711 
19:1.91 :l 72. 789 
204 .266 180 ~4 73 
:?::!l>. :l. .~, :.~()\). 23 
260.086 2 3<> . 'i' O :~ 

EM99 

o. 
o. 
0 +181 
3.546 
9.142 

12.001 
13 ~432 
13.014 

7 . 0 05 
4, 955 
.I}. 3().1} 

4.2·'18 
tl . 4~i4 
4 ~ 9·18 
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year of 1983, the level of ~mployment is 5.7 percent above the ba~e case, 

whil..! the level of wages and salaries is 8.9 percent above the base. 

Thus, the employment generated by this facility adds significantly more 

to personal income than the average employment for the state. 

The pattern for the fish hatchery program does not contain a "bulge" 

because there is no massive construction phase (Table III. 6). Growth 

of all indicators in relation to the base case is incremental. Employ­

ment increases come gradually and fall behind the refinery case in 

early years. After both facilities are ope1~ating, however, the two 

cases show long-run growth ab·ove the base case which is almost equal. 

Because of the incremental nature of the r;rowth, the level of pop1.1la­

tion has not increased by as large an amount relative to employment. 

Growth in wages and salar•ies and personal income shows the same 

smooth pattern of increase over the base case . In early year s , this 

growth turns out t o be less than in tho l"ef inc1~y case, but by the late 

1900s, the impact on both 01: these varl ables is substantiully larget" 

f-rom fisheries enhancement than from the i~ef inery. 

Part of the r eason beh:i.nd this is the f nct that the f inheries 

enhancement program leads directly to increases in economic activity 

i n two other sectors of the! economy . f' irst , the inc1~cased level of the 

fishery increa:Jeo the value of the fish taken by Alaskan finhermon . 

Thi::: in asoumed to loud directly to i ncreases i n i ncomes i n this oec·tor 
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Table III. 6 
.. 

Aggregate Economic Impact of Fisheries Enhancement 

(Measured as' Differences From .the Base Case) , 

POF' PI 

:1. 'ii'/' 0 ) o. 
l. 978 () . (). 

1.t.>79 () . 7 :25 23. ~539 
1. <,j8 0 1+9:1.2 54 . 93 
:L9fl1. 3 . 044 80 .238 
1982 .4 . ?21l 125. 672 
19D3 5 . :t53 1.14. :j4 B 
19F.M 5 .:226 107. ao:; 
190!5 6 . 1 41 1 42 . J. lf l. 
:t9fl6 7 . 2 2 <.? 1 711.:L:r1 
1997 8 .229 70~i. (., '~!:) 
1. 98B 9. 2 ~; :I. 23<i' . fr7!5 
L989 :l.0. 286 2i' 9. :l 3~~ 
1 1?90 u .. 4 17 3 24 . i':m 

POP - Popula tion (thousand) 
PI - Personal Income (million $) 
WS99 - Wages & Salaries (mi llion $) 
EM99 - Employment (thousand) 

1\1£199 EM99 

() . o. 
() ' (). 

:w. 48 6 0.55 
47.9EJ4 1. . ~502 
70.23a 1. • 9 () (., 

:r. :1. 0 • 2. tH34 
1.00.1.8 4 2 . 7 6 

91}. 51? 2 2.50 5 
124 .922 2 . ~)77 
:l~) 3 .305 3 .53 1 
Hl1, 37~3 4.00 2 
~! 1.:1 .• 9 4 :I. 4.47 
247 . :l.'1 ~5 11. 9/7 
:~ou . on:.?. ~j . :·539 
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without an associated increase in employment beeuuse of the limited 

entry laws which effectively limit the number ·of fishermen working i n 

Alaskan waters . The increased catch, in turn , leads to increased fish 

processing and is ref lected in an increase in the levels. of employment 

and value added in the fish processing industry in the state. 

The inclus ion of these economic "links" in the analysis of the fish 

hatchery case highlights the complicated nature of the assumption neces­

sary to carry out this analysis. It i s assumed that the f ish which the 

hatcheries produce are all caught by Alaskans and that their incomes are 

spent in Alaska . Thus, ther e is no leakage of this income outside the 

state economy at the time of the i nitial transaction to the fishermen 

from the buyers of the f i sh . 

In r eal ity, some of this i ncome t o fishermen would not go to 

Alaskan fishermen w1d to measure the importance of t hi.s assumpti on, a 

special case simulation was done i n which none of thr increase i n in­

comes wa::: r eceived by Alaskans . There was , in thi~ :::pecial case , no 

increase i n the fishing sector of the economy from the point of view 

of Alaskans . Comparing tot;:il wacc~ cintl salaries i n t he fish hatchery 

caso , includinr; increases in nohorrnon' s incomun , with the case of no 

incroetse in fiohcl"men' s incomo::i i ndicated there i::i a sub::itantial im­

pact on the waec and sal ary l evel as a rcsul t of i nclucllne these .inco111es . 

The total l o:.;::; it: ccveral ·times the a::isumed i ncrea::io i n income to the 

f.is liormcn directly . 
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This is because of the employment and resulting wages and salaries 

generated in other sectors of the economy because of the demand created 

by these incomes. The increase in wages and salaries to the state 

as a whole from either project, assuming no increase in f .isherrnen ' s in­

comes, is approximately the same by 1990 . 

There a1,e other assumptions which could be changed and which would 

also change the results of the aggregate analysis. It is assumed that 

the l,efinery construction work is carried out by Alaskans who will spend 

their incomes in Alaska. The experience of the construction of the 

Alyeska pipeline has indicated that this might not be valid. Some in­

come would leak out of the state in this case, and the impact on waees 

and sala.ri2s would be reduced accordinr,ly. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 

I 
I 
I 

I 
I 
1· 

I 

III-19 

D. ~egional. Economic Impacts 

The economic impact of these two projects· can be analyzed on a 

r~gional basis also. Here the patterns should also differ because of 

the concentration of the refinery in the Southcentral part of the state, 

while the fish hatchery pr_ogram directly affects most regions of the 

state . 

The regional impact on employment, population, and personal income 

of the refinery case is shown in Tables III. 7 , III. 8, and III. 9 . The 

regions are indicated by Figure III . l . Construction and operating 

employment are concentrated in the Southcentral region on the Kenai 

peninsula ' and in Anchorage. The aggregate growth of the economy as a 

result of this project affects all regions, but the largest impacts are 

concentrated in those two regions . During construction the Kenai pen­

insula has the larg~st relative impact but after that most of the growth 

is centered upon Anchorage. 

This is the i~esult of two causes . First, a portion of the operating 

employment for the refinery is assumed to reside in Anchorage, as we~l 

as the operational headquarters staff. Second, Anchorage is the commer­

cial and service center of the state and, thu:.; , a large percentage of 

any secondat'y emµloyment growth would be centered in Anchorage. In 

fact, in this case, 80 percent of the growth in 1990 has occurred in 

the Anchoracc area. 



Table III.7 

Regional Employment Impacts of Petrochemical Facility 

(Measured as Differences From th~ Base Case) 

(Thousands) 

EM99FU EM99F~2 EM99R3 EM'r9FM 

1977 --0. o. o. .. (). 

1978 o. o. () . () . 
1979 O+ .... o. ·-(). 001. o. 
:l 9BO 0+005 ····O. 004 --0.0:1.7 · o.99~) 
198:1. 0.001 0 .024 0 . 137 4. 1. B7 -- :Fi82 ____ _ - - --·--- ··cf: ~F·f9 · ·· ·-. - -o. 6<i9 ·- -- - - 1f~-5i<1 4.3~j~) 
1983 
:1.984 
19B~5 
l9B6 
:L987 
:I. <;>~18 
19!39 
:J. 990 

EM99Rl - Northwest 
EM99R2 - Southwest 
EM99R~ - Southeast 
EM99R4 - Southcentral 
EM99RS - Anchorage 
EM99RG - Interior 
EM99R7 - Fairbanks 

01324 
0.3c'12 
0 .3:l. 9 
0 • l.B 
0.:1.::!8 
0. :L:I. 2 
0.112 
(). 1.::?. :I. 

0 . :l ~15 o.695 4 . ·~)27 

<>. 154 0.7f:l2 2 ~ o:~l> 
0~14:1. () . 7:1.7 0.733 
0. 0 7!5 o.376 0 ·~- ,.) ·~-• ""J,,:.. \.J 

O.O~:i 0 • ::! 4 c'i 0.44'7 
0 .042 0 . 201 0. 42:1. 
0. 041 (),:I.SB 0+41.4 
0.044 o .:t92 0.4::! 

· EM99f~5 

o. 
o. 

. ().:I. 70 
2 . 472 
4,374 

· · -- -6-:-2oi 
7.0f.M 
fl . 1.56 
4. 4f:l 
~~. 462 
~L 199 

. 3 . 2'74 
3. ~);·~9 
3 . <{74 

EM99FU°> EM991~7 

. o. o • 
o; o. 
o. o.oq3 
0.009 0. 08~5 
0.046 0.294 
·cr:o9 ·-· . - ·0- .-449--
0. :I. :I. 5 0. !~i~i3 
0 . 13 (). !39!:-i 
0.12 o.496 
0.065 0 . 27~~ 
0. 04!3 0.1.B9 
o. o:rn 0 . :I. 6 
0 I 0~67 o . :Lti3 
(). ()~,9 () • 1. !50 

-----------------

H 
H 
H 
I 

I\.) 
0 



L977 
1978 
1979 
:l. 9BO 
:l 1i'81 
:t982 
1903 
1984 
:I <i'D~i 
:1.986 
1. 9S7 
'I. <,' t.lfJ 
.t989 
1. 'l?O 

POPRl - Nor thwest 
POPR2 - Southwest 
POPR3 - Southeast 
POPR4 - Southcentral 
POPRS - Anchorage 
POPR6 - Interior 
POPR7 - Fairbanks 

Table III . 8 

Regional Population Impact of Petrochemical Facility 

(Measured as Differences From the Base Case) 

(Thousands) 

POP1~:1. POPl~2 POPR3 POPR4 f'OPR5 

o. o. o. o. o. 
0. o. o. o. o. 

-0 . 002 - 0 . ()()5 ··-0 .0"l.8 --().01. (). 28:3 
.... (). 04 -0. OB 1. ···0 .279 J..41 3 .B16 

O.OO:L -0.094 -0.2B 6. 3~;4 6. 7El1 
0.478 () . 06 :I. 0. ::5B7 6.74 1 10.448 
()ft194 0 . Hl8 O.B/7 7.HM 1:.!. 84 
o. n:.u 0. 297 l . :.!94 4 . HO:';) 15 . 863 
(). ~~0 3 0 . •l 8·4 1 . 92fl 1. 907 11.1 7 
(). 6~5.1) 0. 4:1. :I. :I .• ~"i 3::!. :t. 6f1 :1. l. 0 . 0 78 
() ( ~.)21.1 0 . 37;:!. :J. • :~~~ :I. . 532 9. B09 
o. 1w:1 O .:M6 1.. 209 1.ll51 9 . 924 
0 I ' il·O o • .;:~s 1.1.~!.:·. 1. 39 10 . 288 
0.'16'1 () • .308 1 • <'5 ~ 1 . 330 1.0 . 903 

POF'F~6 f'CJPl"~7 

o. o. 
o. o. 

-·O . 001 -o .oot., 
"- () . 021.1 -- () . 0~59 H 

0 . 009 0 . 146 
H 
H 

0.1<>~ 0 . 493 I 
l\l 

O. :L8l O. B33 .... 
0 . 2 4 8 1.. 091 
o. -B5 1. 43~) 
0. 2·1S' :1 .• 1.64 
0.21;:! l.03 
0 I 19~5 0 . </Ci 
o.u:u 0.091. 
0 .175 0 . 8 'l ·1 



:1.97/ 
1978 
1 11'/9 
1.9BO 
1 118 :l 
:l ~'82 
198~~ 
1984 
:i. 98~5 

1986 
~. <;>87 
:I. '/Btl 
:J.989 
1990 

PIRl - Northwest 
PIR2 - Southwest 
PIR3 - Southeast 
PIR4 - Southccntral 
PIR5 - Anci1oroge 
PIRG - Interior 
PIR7 - Fairbanks 

Table III.9 

Regional Personal Income Impact of Petrochemical Facility 

(Measured as Differences From the Base Case) 

(Million $) 

P J F~ 1 PIF~2 p If~~':S F'H°\4 P r1:~ ~::; F' If~ 6 

o. (). () . () . o. o. 
o. -() . () . () . o. -o. 
O. OEI 0. 062 0. :J. 95 0. :f.9 8 4. tl44 0 .16 :1. 
:I. . 447 1 • :~~!5~5 3. 592 3t1 . () .43 7:::; . '7 4!'.) ~) . 4 47 
5 .8H:l 4.448 14 . 'J (.,9 16.c1. =~~ff~ 1 .cf<.;l I 23~! j, 3 • .c} 3 

12.377 81103 30 . 294 :1.76 . 004 2:L3 . 451 9 .l:l !7i2 
:l.~5 . '728 'L0.071 37 . 99B l8tl. 8 :1. :f. Z'i2 . l. 7 10.9(18 
:t 6 . <t02 1.0 . 4£:1 40. 3~) l26 I :B4 2fJ9. !:H ·1 1.0. 4B4 
:I. :;~ • ,, =~ :l '7 1316 :·rn. 73:1 33. 2'7<.~ l.~.>H.698 6. ~)fJ~! 

fL 34:5 ·1 • B9 .I. :1.9. 276 2'7 . ' ) 6 <;> i :rn , :f.O~! 'l . ::rn7 
l1. '/ :I. :·'i 4 1072 :l.~:'i t 09c'1 ~!6 . 073 1. 26 . !) 4 3 3 . fl6!':i 
{, . 020 3.9B9 :i.'t.:1.4'? 26.744 :f.3!'.) . <J:l B 3 . B ~?. 3 

7.426 4 . 263 :l4.M3:1. 2D.'l9 :I. ;7;3. 9:'54 4. 001 
8 . !:i6:~ 4 . 7B<; :J.6. :1.45 ~rn. 7!56 :l. 00 . 62 l 4. 4 f~ <J 

PI 1':7 .J 

o. 
o. 
0. :52B 
8 . !:i2B 

24 . 1i l:ib 
2 9 . 4:i9 H 

H 

35.3'7 H 
I 

:56 . l. 64 I\) 
I\) 

~~-1. BS' .I. 
:t.6. 34:1. 
1. :·5. 3.ti 4 
12.El07 
:l.~5. :3'7 :1. 
:l.'I . '716 

-------------------
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Figur e III .1. 

.Alaska Regional Definitions for Impact Analysis 
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The concentration of population growth is also pronounced but not 

as much as is employment . Over 70 percent of the population increase in 

1990 has occurred in the Ancho7.age r _egion, followed by the Southcentral 

area and the Southeast. Smaller population increases occur elsewhere 

with t he general ~-rowth of the economy and st~te expenditures . Even 

during the peak construction years, the population impact is largest 

in /'.nchcr~ge . 

Personal income grows in all regions as a result of the refinery 

construction and operation. Increments over the base level are most 

pronounced during construction phase in the early 1980s when no region 

feels less than a $10 million impact. These f a~.l off in later years to 

less than $5 million in the cases of the Sou th.-1est and Interior regions 

of the state. The cycle of increases and c'ecline is most pronounced 

in the: Southcentral region where personal income at the peak has increased 

by $188 million . Two years later, that has declined to $33 million . 

Further drops follow. Detter insulated from this cyclical phenomenon 

i3 Anchorage, which experiences a $290 million increase in the peak year 

which falls only to $130 million two yeat's later. Not only is the per­

centaec decline less, but the upward part of the cycle comes upon a 

much larger buse of activity. 

Regional economic indicators for t he fish hntchet'ics case are pre­

sented in Tables III .10, III .11, and III.12. The rccional employment 

impact is much more evenly di v.i.ded omone the reeions of the state . 
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Table III . 10 

Regional Employment Irnpac~s of Fish Hatcheries 

EM991:~:J. 

:l.9 '7"7 
:l 1/7B 
:1. 'J'79 
:L <;:Bo 
•• ("''"\ -4 
J, ' (;) J. 

:I. 9i3::~ 
198:~ 

1.98A 
:t 98~) 
:i. 1Jfl.:!1 
1. 9fl7 
198(~ 
:I. <)89 
1.990 

EM99Rl - No~thwest 

EM99R2 - Southwest 
EM99R3 - Southeast 
EM99R4 - Southc(;:.: t.ral 
EM99R5 - Anchorage 
EM99R6 - Interior 
EM99R7 - Fairbanks 

.... o ~ 
C' • 
() . ()() ~!. 

0 . •):l.4 
" I\ .. ,. ,4 
\I .. \/,:) •1 

() . ()~)2 

~>,OH 

0 . 077 
(). ()8:1. 
o.t:i.2 
o.:L:57 
0 . 1 6:1. 
0.1.H6 
() • ~-~ :i. :~ 

(Measured as Differences From the Base Case) 

(Thousands) 

EM99F~~~ EM99F~3 EM99F~4 EM99f~~i 

() . o. o. o. 
o. o. () v . () . 
(). 0 <;~:5 O. :J.07 0 • :I. :I. :'i 0 . :I. ~.'i 

o. :1.H:I. 0 • ~!. ;:.~ :I. o. 23:1. (). :3133 
I\ 1 ' \ I \ 1::-
\I t . .:;., \ I,.> 0. ~~(;} A ' ')'"}(.") 

v t ... , , 0 .. -s:·L1 

(). ILl.9 O.i4fJB 0 . 4:l!) 0 ~ 99'7 

o.4 :1.2 () • .11 ~) 9 o.4<>2 1.033 
0.4{17 (). 392 0 . 429 0.916 
o.648 (),4b6 0.482 1. 074 
0. 6~''7 0.52H (). ~i26 1. ~:me 
o. ·74.:, () . ~:;7:~ o . 563 1. 66/, 
o . 7<?7 () . 608 o.~)9 4 1+95(! 
o . FJ~'5:L ().641. 0~62:~ 2. :~95 
() . 9:1.1. 0.6?1. o.652 2 . 679 

l::M9'i't:;;6 EM99FO 

() . o. 
() . (). 

0.039 0 . 042 
(). 09:1. 0. :1.01. 
().lt?~S <> y :3 :·! r.~ 
o. :;,~07 o.~106 
() .:L~/(1 ().2:l7 
0.0 /9 o. l"M 
0.081 

H 
O.:l.46 H 

O+OS'2 O.l.B8 
H 
I 

O.l.01. 0.21.7 
I\) 
(JI 

O+:l09 0.242 
0 +1.1 8 0.265 
0 .126 0.287 



Table III . 11 

Regional Population Impacts of Fish Hatcheries 

POF'F: 1. 

:1. 9/''? 
:l.97f:l 
~L 9 '/<jl 
:l.980 
j,98:i 
:t982 
:l 983 
:1. iJB4 
:I. 9B ~:; 

:I. 1?i36 
:1. 90'/ 
:I. 9B~:1 
:l.9 f:l9 
:t<J'-)0 

POPRl - Northwest 
POPR2 - Southwest 
POPR3 - Southeast 
POPR4 - Southcentral 
POPR5 - Anchorage 
POPR6 - Interior 
POPR7 - Fairbanks 

o. 
o. 

···\). 003 
() • () :! j, 
0 . 067 
0. 09~5 
0.1·16 
(). :t 79 
\). 1. H :I. 
() • ~! !'5 
o. :·rn 7 
(). :56 1. 
0.4.1.3 
o . .. lMl 

(Measured as Diffe~ances From the Base Case) 

(Thousa~1s) 

POF'R2 F'DPR~5 F'CJPF\4 F'DPl~5 

o. o. o. o. 
o. o. (). o+ 
0. :1.46 0 + :I. 09 ·· o.1.!:-i8 0.20B 
().307 0.264 0~347 o.st.is 
<). 3ti 0.3t.i7 ().438 :i. • () ::=i.cl 
0.8 0 . 6/J~1 ().698 1.647 
o. 92c1 (). 7t53 0.776 :I.. 8~Vi> 
:I. • :I. ~7i6 0.71}:~ 0 . 912 :J, , /88 
:I • !567 0.070 :J.. ()() 7 2.067 
:I.. f.149 0. 99[-j :L.OB9 2. 6193 
:J. t 732 :I .• 09!:5 :I.. :I. c>!'.'i ~.{.29:1. 
:l .01.B :I. • .I. 7 11 :I. +229 3. 9 ::.~ f.1 
:I.. 906 :I.. 25:3 :L.2B7 4.ti~)fJ 
:~ . 003 1.. :H Cf :I. .342 5 . .<l26 

F'OPF~6 F'Ol~'F\7 

o. o. 
o. o~ 
0.046 (). 06:1. 
0.:1.17 0.2BB 
O.i'?9 0 . ~5i,J 
0.295 (). 52f:l 
o. 2ci7 (). 39'7 
O.l.'72 0.278 H 

0 .1.l1. 0.27:1. H 
H 

0+:1.94 (). :3 !:5t1 I 
r-.'> 

0.2:1.3 0 . 4?.1.1 0) 

0. :~3 0.4GB 
0.24·7 (). ~:;43 
0+263 0 • :~; <j> ~:; 

..,.__._~-=-. i·- -

-------------------



l977 
:t. 97c1 
:J.979 
:!.980 
:1.98:1. 
:l.9B2 
:I. 9fl3 
:1.904 
:J. 9B!::i 
:i.9f:l6 
:l.9B7 
:I. r;oB 
:l.9f.l9 
:I. 9'10 

PIRl - Northwest 
PIR2 - Southwest 
PIR3 - Southeast 
PIR4 - Southcentral 
PIRS - Anchorage 
PIR6 - Interior 
PIR7 - Fairbanks 

Table III.12 

Regional Personal Income Impacts of Fish Hatcheries ... ~-·--~...:=,_ _________ _....;;.. 
(Measured as Differences From the ~se Case) 

(Million $) 

PIF\':I. Pif\'2 PIF~3 P JF~4 PI f\'!7i 

() . o. o. () > .o. 
() . ·-0. (). o. o. 
0. :~42 3+968 4~ 034 4 . ~~7 6 ~). 837 
0~8:'!1:1 7 ~ 9·i·8 8 ~ 292 8,f!O:L 13:G6i1. 
:I. • <!> :~ 9. :3'B5 :t.O • 835 1.1 . l~5!~i 22tfl01. 
2 ~02 :J. 9 . 99.1. ~!o. 4:=s6 1.7 . ci:~4 ~rn. :1. :~2 
~5 + ~~ ~~ ~:5 19.93~.=i :l. B. 722 :1.6.003 :~El.'?~~ ~~ 
;;5. :I. .:=5 24 .()f:1~5 l7.647 :I. 7. :I. 7~.! ~56. :rn6 
3. 7B!:) :~5. :l.~':)9 24 . :J.7 20.f:l69 4c1. n)4 
~) . :~ t:16 ~rn .• 6f.l~) ::.~n. ::)o:-5 23.934 (!12. !'.) :1. 2 
,'., . 9 42 +46 32. 4!:)~~ 26 .E> '?f:l 70 .3133 
f:J ~ !:) f.., !;.~ 4,11 I f.>25 :36 . 44'7 29 ~ 932 9 c1 +2El:I. 

:r. o. 46 c1 ~:i1. .274 40. 6f:i !:5 ~3 :5 • :~! ::.~ ~.) :I. :I. '7. B2fl 
l ~~ . 7 :1.:1. !'.)6. 49(; 4·~· l')j). \,,,} •.... \' :'.16 I 72/) :1. .4:~. ·72 ~~ 

·--~ """"'- Ea . =~_,_....,..r;~ga -.____..~_-..-...... 

PIF~6 F'If\'7 

() . (). 

··O • o. 
3. ()3~) :1. .94B 
7; ~52 ~;/ ?.622 

:I. :J. .29 ·:L::S.:L74 
:I.:~. B2:1. :l.2.B:l4 
B.034 fy . !:=i93 H 

:L • 7:J.6 ·7 t 727 H 
H ,., 

1. ~5~5 . 9. 2Bf.> I •· ... "' 2+B64 12.:~67 
.....:i 

3. :=:i9!5 :J.4. 96 3 
4. 3c1 11 :I. 7 . 6 6:1. 
!=.).:I. 9 i ) ;?. (). 4 9~!. 
6. :I. 9 :~~~. 6~l J. 



III-28 

Rather ·than 80 percent of the ernplo~rment increa~e a~ in the refinery 

case, the Anchor~ge area now accounts for 48 p~rcent of the increase in 

1990 . In 1985, its percentage is much less--36 percent. This reflects 

the assumption that there are no primary employmant additions allocated 

to Anchorage in the fish hatchery assumptions. Employment growth in 

Anchorage results f-rom increased demands for goods and services and 

increased state go-ve1T1TI"n::n~i.: ur1 a ~:d:cd:<:!wicle basis. 

Outside Anchorage , the majority of the growth occurs in the South­

west , Southeast, and Southcentral regions of the state . Their i~elative 

positions a't"e just reversed f-rom the refinery case as now the Southwest 

growth is second only to Anchorage. 

As before, population growth patterns follow those of employment. 

Anchorage aeain l eads the growth in spite of the absence of direct em­

ployment assumed to occur t here. The Southwest is second , followed by 

the Southeast and South central. Smaller increases occur in the rair•­

banks , llorthwest , and Interior rer,ions. 

Personal income increases occur in ei:leh region , although here some 

amount of cyclical activity i s observed to occur, particularly in the 

Interior and Fairbanks regions . The reaoon for t his is that fish hatchery 

construction and operation takes place in these reglonr-; , l>ut the fish 

are caught and p1~ocesscd in ·t:h A co;istri 1 Al"r>(lS of the state . After con­

struction of thcoe interior hatcheries , construction income decl i neG 
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is not immediately replaced by fishery and manufacturing income 

increases. In this sense~ the hatcheries 'in those regions result .in 

patterns of income ch~ng~ similar to the refinery. Fairbanks eventual ly 

recovers its income level because of its position as a service and com­

mercial center f ·or the Interior. The Interior region, however·, does not 

within thB period examined . return to a position whe1~e the impact on in­

come exceeds the base case by as much as it did in 1982. 
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E. State Fiscal Irnp~cts 

Under both projects state expenditures must increase to accommodate 
I• 

the increanes in population. Since changes in the level of state expen-

·aitures are relateJ to cha_nges in the level of population rather than 

the level itself , the pattern of Ta.1.Jle III.13 is the result . Expendi-

ture increases occur rapidly in the refinery case since population growth 

occurs rapidly in the 1980s. Later it slows considerably and expendi­

tui•e growth slows in a reflection of this. In th~ case of the fish 

hatche-rics, the growth follows a steady pattern , since the growth in 

population is occur•1'ing steadily over the period . As a result, even 

though population is higher at the end of the period in the refinery 

ca~:e , the expenditure impact is large!' in the fish hatchery case. In 

later years, they would tend to converge. 

'fhc impact on state r evenues is sho\m in 'fable III .14. Total im-

pact is more pronounced in the case of the refinery project, particu­

l arly during the construction phase . The peak impact occurs in 1984 at 

$1f6 million. This is the combined effect of the primary generation of 

personal and corpo1"ate income taxes and the buniness tax, as well as 

the secondary genera·tion of revenues resul tinl from aggregate economic 

gre>wth . 

'l'hc increase in the fish hatchery cxri""~~J.e is much l ess cyclical as 

revenues grow slowly but steadily throue;hout the pc1"iod. By 1990 the 
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Table III . 1 3 

Impact on State Expenditures of Hypothetical Projects 
I 

(Measured as Differences From the Bas.e Case) 

l9T7 
1978 
1979 
:1.980 
:l.9B:I. 
:/. 9El2 
19B:J 
l9fl4 
:l.9B5 
198!1 
1.?87 
:L 9 88 
:l.9B9 
:I. 9'/0 

PTR. RG2 - Petrochemicals 
PR'r . RG4 - Fishcrie1s Enhancement 

(Million $) 

Pl:;:T. ~~G2_ 
El~ 

(). 

o. 
o~ 

:I.. 3:1. 7 
:·., 0 • 0 :I. :'I 
9 0. 2·1 

1. 2 :t ~ 97::5 
1. <i 2. <J :l.~5 

l :->7, 'l!5H 
7 6 .673 
~)51) 332 
'l fJ .44~ 

4E~. (>22 
~:) 2 • !~i ~::j 9 

" 

PR·r ~ RGLJ __ 
Fr.~ ·- '' 

o. 
o~ 

0.> 
~)~~52:t 

:1.::L '}4 :1. 
2(), Hr7 
:.,~).43~.; 
38. 63~~; 
4<5. 602 
!59. 609 
7:-> . 62 
87. 2 !':'i5 

:1.0:1. .46'.r' 
:1. :L 7. i:=s~; 
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Table .III .14 

Impact on State Revenues 

1977 
1978 
19"/9 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

PR'r . RG2 - Petrochemiculs 
PRT.RG4 - Fisheries Enhancement 

PRT. RG2 
ER 

o. 
o. 
o. 
4.141 

18.892 
37 . 547 
45 . 509 
45 . 82 
30 . 556 
27.838 
25 . 49 
27 . 63 
30 . 739 
33.856 
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impact levels are nearly equivalent, although the total ~mpact over the 

whole period has been much l~ger for the refinery case. 

Table III.15 confirms that the composition of the state revenue 
. 

impact has differed co~siderably in the two examples. · Personal income 

tax increases represent more than two-thirds of the total revenue in-
. 

crease for the fish hatchery case while less than 25 percent in the 

petrochemical example. Two factors account for this diff<? Lence . First, 

a large component of the increase in ·the refinery case takes the form 

of corporate income taxes. Second, there has been a substantial increase 

in incomes to fishermen in the hatchery case , and these increases are 

taxed at higher marginal tax rates . This expl ains the large difference 

in personal income tax returns in the two cases in spite of a small 

difference in employment impact between them. Referring back to Table III.2 , 

onC:.l gets an impression of the relutive size of the impact on state reve­

nues of the additions. Since in 1990 in the base case , revenues ffr'e 

projected at $3 . 586 billion; the impact :i.n thcrt year of either would be 

less than one percent of total revenues . On t he other hand, revenues 

ure f allinr; i n the base case and this addition would help to s l ow the 

rate of decline . It would not r everse the directi on, however. 

The net fiscal impact on state government: is represented by the 

<li.f ference between the change i n r evenues and the change in expenditures 

in c.lthm"' case prt::->l:!n Led in Table IIl.16 . 
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Table III . 15 

Impact on State Personal Income Taxes of Hypothetical Projects 

Prn . r-w2 ... F'FH . 1:w4 __ 
Ef\ El:~ 

:f.917 o .• () . 
19'78 (). () . 
j, 9 79 . 0. :1.:1. 4 0 . 48 
:ISBO 2. 95:1. 1.678 
:t 9::1 :I. :L:l • :J. ~:; 4 2.fH4 
1 <;J f3~.~ 'f.8 . l 3:5 4 • 'I ~5'7 
:1. <JB3 20.336 :5. '77 :I. 
:l.9 f.)4 20.47B :'5. 9'/2 
1 c;o ::; :L 3. :1 . :~;2 ·7. 84:1. 

:l 986 !:i 4 b (., 1. :l.O. 4'77 · 

:t ';>~l'7 ~). 3·7 :J.2.4?6 
:J. 9fJ f.I :::,. 1i~rn :1.-4. 667 

:l.9J 9 6 . :7i l. :J. / .162 
:1 9 '/0 "/. ti::i8 :l.9 . <)~53 

PRT.RG2 - Pot.rochcmical 
PRT . RG'1 - Fisher:i.es Enhancement 

I 
I 
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Table III.16 

Net Fiscal Impact on State Finance 

of Hypothetical Projects 

(Million $) 

Fisheries 
Petrochemicals Enhancement 

1977 o. o. 
1978 o. o. 
1979 0. . 844 
1980 2 . 783 -2.171 
1981 -11.125 -7.488 
1982 -52.693 -10.958 

I 1983 -76. 466 -23.104 
1984 -97 .093 - 26.338 
1985 -106 . 902 - 28 . 926 

I 1986 -48.835 -40.725 
1987 -29 . 842 -52.15 
1988 -20.814 - 63 . G57 
1989 -17.883 -'15.951 
1990 -18.703 -09.815 
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In either case, the n~t fiscal impact is negative in all but the 

initial year. 

pected resul t. 

Given the structure of state revenues , this i s the ex­

The petrochemical facil ity does poorly ·in the early 

years as expenditures must rapidly rise to accommodate the population 

increase. Later, however, its net impact improves as the income from 

the facility b~gins providi?g l arger amounts of tax revenues. In the 

case of the fish hatchery, the impact on the current account of the 

state is negative and cumul~tive. Here, there is no capital intensive 

facility in place in later years to mitigate the s ize of the deficit in 

earlier years. 

I 
1· 
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F. Local Fisc~l Impact 

Expenditures at the local level respond primarily to cha~ges in 

popula~ion and personal income, as well as to changes in th~ amount of 

revenues transferred from the state. Tuhle III.17 reflects this pat­

tern. Local expenditures rise rapidly and then fall in the refinery 

example and grow slowly but steadily in the fish hatchery case. 

Local revenues in both examples increase strongly, primarily through 

the local property tax (Table III.lB). There is a cycle in local reve­

nues r;enerated by the ref inery and a smooth increase in the case of 

the fish hatcheri es . 

Di.rect taxes on the refinery property contribute to the l evel of 

t he local revenue impact in that case , c;.:cceding revenues in the fish 

hat chery example . It is intcrestine that the direct property tax ac­

er,unts for about half of the increme\lt to local revenues i n the l~efinery 

case . Also interesting is the rapid increase in local revenues in 

later years in the fish hatchery case , as personal incomes rise. 
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Tabll'.! III .17 

Impact on Local Expend~tures of Hypothetical Projects 

1?77 
1 ?"Jf3 
:1.979 
1.9BO 
J. 981 
:I. 98:~ 
J.783 
:I. ~'G1 
.!. ') ~l ~~; 
193'"' 
"l. 1/87 
1. <.Jaa 
.1. 7f:l? 
.I. <.J 'i'O 

PR'r. RG2 - Pe trochcrnicals 
PRT.RG'1 - Fisheries Enhancement 

FFn'. RG2_ 
Ef~ 

o. 
o. 
0 ~144 
:·>. 7() :t 

:l 8 ~ ~!\)9 
3~) ~ 944 
3:l. 008 
56 + ,174 
49. 0B:? 
·15.512 
23. ·5Hl 
;·~o. !><> f> 
20 ' fl~~ ·.? 
~: ::~ ' ~l :.~ 

F'l:::T. f\G4 ..• 
EH 

(). 

o. 
0.606 
3 .1.2 S' 
6 y 20=~ 

9 + 6~51. 
14. ~-r23 
l r::· ·7,., ·::-
. ~·.' ~,.J 

1 0 . 1t ·~4 
26.45 
3:~ .. 61~5 
3J,6 1.1. 
1.-:.8t1G 
~5 l 4 ~.;:: 
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I 

~ I 
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1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

PRT.RG2 
PRT.RG ' 
PRT.RG4 
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Table III . 18 

I mpact on Local Revenues of Hypothetical Projects 

PRT.RG2 PRT. RG' 
ER 
o • . 
o. 
0.167 
4 . 133 

18.025 
36 . 204 
47.197 
53.275 
47.39 
48. 761 
28 . 70 
26. 683 
27 . 592 
30.272 

' - Petrochemicals (without property tax) 

o. 
o. 
o. 
6.133 

21 . 525 
42.204 
57.197 
70 . 275 
77.39 
78.761 
58.78 
56.683 
57 . 592 
60 . 272 

- Petrochemicals (with local prope rty tax) 
- Fisheries enhancement I 

PRT~RG4 

ER 
o. 
o. 
0.702 
2.877 
5.607 
9.185 

13.223 
15. 178 
19.095 
26 . 784 
33.744 
40. 896 
48. 672 
57 . 566 
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<:. 

G. Per Capita Impacts 

Real per capita variable cha?ges occur in the directions expected 

by the analysis of the for.egoing ch.3:nges. Per capita disposable per-

sonal income rises rapidly in the refinery example with the increase ln 

high paying construction jobs (Table III.19). Later the trend is re-
' . 

vei::::<.:d , primarily by a slowdown in the rate of increase in government 

employment. Disp0sable personal income gains in the fish hatchery case 

are not as pronounced but are not eliminated by 1990. 

The pattc.rns of state expenditures per capita in constant terms 

reveals an interesting fact about attempting to use a tar;,et expen<li turc 

growth formula based upon histori cal growth rates (in this case, the 

previous two years). From time to time, there will l>e fluctuations i n 

those growth rat es which will cause the target to mfos on either the 

high 01" low side . In theory , all values in 'fable III . 20 s hould l>e zero 

but , particularly in the case of cyclical variation in growth expor:l.enced 

in the refinery case , the tare;et is only approache<l rather ·than hit 

squarely. 

In l>oth cases , revenue::: per caplta i n real te1•ms dccl.incd . Thin 

was more pronounced in c<:u•ly ycm•s for the refinery, but: in l atc1' year::: 

for tho f ich hatchery. 
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Table III. 19 

Impact on Disposable Personal Income 

Per Capita of Hypothetifal Projects 

(Measured as Differences From the Base Case) 

1. 97'? 
'i.':'78 
; <) 7c.-
j 9tJ~) 

I "l'.I·: 
~ _, .. 

l n .. ' I 
• ' ( #>. 

J I"'\~ I ,. 

' 'I,.; 

~, J . 
L '-'r\• • ..... 
·r 'IU::s 

'I S'<JO 

PRT.RC2 - Pe trochemical 
PRT. RC'1 - F'ishcrico Enhnncemcn t 

(Constant $) 

r·H r. 1W:L 
El'\ 

o. 
o. 
l . ~', ' :! 

:.~l . . -!>:1 1 

/, : . .. l ~j t. 
~-; l~ t ~) ! j . 

.. , t • '/ .i :: 
-- J. ~I j j ~~ 

.-10,·11 : 

. : ) \.' . ~):.; : : 
.. I 1,

1 
• I) 1. ·!> 

·-.,l l , ii'/ 11 
-.1.··,,703 

Prn . r~G·L. 
El=< 

o. 
o. 
!j . 8~2 
9 .::;99 

:i. 0. 3 '}~~ 

:1.9 . 49~ 
14 !f6f1 

J 1, 1H"1 
l '>1

• 36!J 
HJ•., 71 
1. () • ::i 14 
t 4 . ,r7:~ 
:I :.! I .J.O~ 

I. C• • .J.:'1./ 



Table III . 20 

Impact on State Expenditures 

Per Capita of Hypothetical Projects 

P fff. J~G2 .. PRT. F°\G4_ 
En Er~ 

1977 o. () I 

1978 () ~ o. 
1979 ·-(). 68!5 --2.867 
1980 -l.2.976 --2 . 1S'2 
l 9B:I. ... 1 S'. t,4 6 ··-0 > 37 
'l.'?82 .I. • Vl 2 ···3 . 2 :I. 2 
j, <;>B :~ ~' . 9:1.B J}. 4?2 
J. n; q :I. <;> . 4 3. ~'i9:1. 
J 90:5 J:L . 366 -·(). 2 /2 
1. '786 ~~. ~~ 81 l.+'l5? 
l 98i' -~i. U5!5 1.. 0~36 
t 98fl ·-7 . 0:12 1 ) !'if, ) 

l 'Jfl'i' --t.r.7 1 2 0 . 9~.) ~) 

I 'L990 .... CJ• r:;:~7 o. :t.:1. 2 

PR'r. RG2 - r>otrochcmical 
PR'l' . RG4 - Fisheries Enh~nccment 
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H. Conclusion 

The petrochemical and fisheries enhancement projects .cannot be 

directly compared to one another because of the large differences 

in size of the proposals and also because no explicit assumptions 

were made rega1~ding the method or size of perm.:i.nent fund financial 

participation in either project . . It is more valid therefore to con­

centrate on the comparison of each to a base case simulation. The 

petrochemical facili~y represents a very capital intensive project 

while the fishe1~ies enhancement program is labor intensive . 

Construction of the petrochemical plant leads to a "mini -boom" 

which results in an apparent long run inc:'easc in the level of aegre-

gate economic activity. The c:apital inten~>ive nature of t:he refining 

process notwithstandinc, the employment impact is substantial because 

the construction phase is relativc>.ly labor in l:cnsi ve. Both the "boom" 

and tl.e long run economic growth are regionally concentrated in the 

Anchori1ee and Southcentral art.!as . 

l'ishcrics enhancement r·esults i n growth of t he economy wh il ~ is 

not accentuated but i t is uteady and l eads to s ub:;tantial long run 

increases . Dccauso of tho regional disper s Jon of t he hatcheries 

the impac t: i11 not concen tra tcd in any r egion . Interestinely , however, 

nearly 50 percent of t he growth occurs :in Anr.hor-rieP whr>:re there ls no 

primul"Y employment incl"ea:::e . 
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The rcf inery provides state tax revenues thro~gh the taxation of 

both business and personal income while the impact of the f isberies 

enhancement program is primarily in the form of personal tax increases. 

Revenues generated are significant but less than 1 percent of total 

state revenues by 1990 in either case. State expenditure growth 
7,1 \~ 

exceeds revenue growth in each case by a considerable margin because 

of Ll1t:! tar•get level set for state expenditures on a per capita basis. 

In both cases local revenues increase substcr tially. The re-

finery pays a substantial property tax but n significant portion of 

the local revenue increase comes from secondary increases in property 

values. The increases in the fish hatcheries case come primarily 

from secondary increases in property values. 
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PART IV · 

ALASKA CAPITAL MARKETS AND STATE FUNDS 

A. Introduction 

The institutional arrangements for investing· the permanent fund 

are as important as the amount and timing of the investment. The effect 

of the many possible 'institutional arrangements are not as easy to assess 

as the timing or a!llount , since they do not easily lend themselves to 

modeling . One way to project th~ impact of the institutional arrqnge­

ments is to examine similar historical events and derive applicable 

generalities. Dw:>ing the period following the Pl'udhoe Bay Lease Sale, 

the state of Alaska had excess funds which it invested in three ways-­

investment in Federal and Corporate Securities by the Bank of America , 

investment directly in loan programs by the state , and placement of 

funds in time certificates of deposit in banks in Alaska. Although the 

goals of these programs were different than those of the permanent fund , 

examining these programs may provide insights into the effects of these 

inc>titutional arrangements. This chapter will review one of those pro­

grams , the placement of approximately $100 million of the North Slope 

Lease Bonus in Alaska banks between 1969 and 1971; it is hoped that 

the insights gained from this exercise will be helpful in determining 

the best arrangements for investing the permanent fund . 

1'he review of thls strategy will identify the intentions and goals 

of the policy makers, the strategies pursued, and the lmpoct of those 



strat~gies. This pr?gram can only be examined in relation to the events 

of that period, including the other investment programs operated from 

surpluses of the state. general fund. The strategies follo~ed and the 

resulti!lg impact will he examined for the period 1969 thro.ugh 1973, 

the period from the first placement until just prior to the construc­

tion of the trans- Alaska pipeline. There are three important problems 

which limit the analysis of the effects of these strategies. First, 

this period was one of change for Alaska associated with the discovery 

of oil at Prudhoe Bay, the anticipation of its development, and the 

construction of a pipeJ.ine to carry it south. This makes it diffi;::ult 

to isolate the portion of the growth in the state's economy which l'e­

sul ted from the placement of $100 million in the 3tate's banking system. 

Secondly, the .::arly l970 ' s was a period of extreme fluctuation in the 

national money markets; this affects our ability to consider past rela­

tionships normal and analyze impacts as changes from them. Thirdly, 

only tentative conclusions can be drawn, because data concerning the 

banking system during this period is limited . 

To the extent they can be defined, the. analys is of the impacts of 

this policy will be done in terms of its equity, efficiency, anr! growth 

effects. The program can be considererl efficient if, given the goals 

established by the policy makers, the placement of these funds was the 

best way to achieve them. The income redistribui:ion resulting from 

thfo policy describes the equity effect . Windfall profits for banks 

I 
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and cµa?ges in the cost o"f borrowi.ng money are possible income redis~ 

tribution effects which will be analyzed. Questions about the effect 

of this policy on growth revolve aroWld the question of whether this 

money got from the banks into the state economy. 



B. The Setting: The Alaskan Financial Sector 

The discovery of oi l at Prudhoe Bay and the expectation of its 
j 

production and the construction of a pipeline to carry the oil south 
I• 

were responsible for the healthy growth of the Alaska economy dur~ng 

the period after 1970. Table IV.l shows the growth of population and 

I 
employment during the period 1968-1973. In most developing economies, 

particularly those experiencing rapid growth, the demand for capital 

quickly outpaces the supply pr ()duced by the local economy. Alaska, 

duri ng this pel'iod, was no e:<ception; the growth during the late s ixties 

accentuated a capital shortage which had always been a fact or i n the 

Alaskan f inanci a l sect or. In theory, regional capi tal shor tagPs should 

not exist, s i nce capital is a mobi le r esource which s hould f low t o the 

area. whel:'e i t ear:1s i t s g1•eatest r eturn. Inte1~est r ates i n a region 

where capital is i n short supply would r ise and att ract capital until 

t he shortage was eli mi nated . Real world i mperfections prevent t his f l'om 

happeni ng. I nst itutional rest1~ictions , s uch as us ur y laws , pr event 

.interest r ate::> f rom rising to their proper l evel s. Alaska , prior t o 

1969 , had a us ur y law whi ch set a ceil i ng for interest rates of 8 per -

cent. Ri sk al so restrict s t he free f low of capit al. Risk i ncr eases 

\·1.tth dist ance f-rom the source of c.::ipit.:il, since l ess is known of places 

farther• away. I'or both of these reasons , Alaska was not at t r acting the 

needed capital during t his perioc.1 . Editorials i n the business pr ess 

point to t he difficult y of borrowi nr; which refl ected a capital s hort age . 1 

1Euitorial Opinion, Alaska Const r uction and Oil, September 1969, 
p. G, and August 1969 , p . 6 . 
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Table IV.l 

Growth of Population 

· Percent 
2 

Percent 
'Employmentl Growth · Population Growth ---• •. 

1968 112 ,i123 2!J4,880 
1969 118,917 5.78 2H4,~60 3. 40 
1970 123,892 4.18 302,361 2.65 

h 
1971 127,660 3. Ol~ 3JL2 ,930 3.50 
1972 130,693 2.38 )' 3.79 3.~4,800 
1973 137,305 5.06 3l~0,600 1.02 

1statistical Quarterly, Alaska Depa1 .. tment of I,ahor, various i :;s ues. 

2current Population Estimates , Alaska Department of Labor, 196l-1973. 

The usury l aws which prevented local rates from rising to the r equil .. ed 

l evel were blamed for the capital shortage prob:lem; Alaskan investment 

tradit ionally needed to pay 1-2 percent above S(!attle rates to make 

investments worthwhile. 2 A period of tight mon~!Y in the national money 

markets ond interest rates which were inf lexible upm.u."'d p1 .. evented the 

needed f low of capital . 

'!'here is little documentation of this capital shortage , although 

the importance of th~ secondary mortgage 111arkct~1 and outside partici-

pation in large projects i s recognized throughout the banking industry. 

2111lome Buildi ng the Tight Money J,oosens," /1laska Construction and 
Oil, July 1969, p . 32 . 



One report which .attempted to document this situation was 

Mortgage Market in Alaska, a report done by th~ Federal ftousing Admin-

istration in 196.3. 3 ' 
This report documented' the importance of outside 

· capital to the Alaskan mor_t~age market •in the early sixties . Because 
.. 

of the importance of outside funds for investment, changes in 

money markets had tremendous impacts on capital availability in Alaska. 

The t .ight money period which existed in outside money markets in 1969-

1970 would logically have been extended into a tight money market in 

Alaska. 

The banki_ng industry in the period preceding the Prudhoe Day 

l ease sale has been described by Gene Erion . 4 By examining the in-

sured conunercial banks in Alaska during the period 1960-1966, Erion 

concluded, 

"The comparing of insured commercial banks in /\laska 
with insured conunercial banks in the rest of Region 13 and 
in the United States as a whole, for the years 1960-1~66, 
l eads to the following conclusions: 

(1) Rates of earnings on loans an1 discounts were 
higher , and rates of interest paid on time deposits 
we:r'.'e lower, in Alaska. The higher rates on loans 
and discounts could not be attributed to higher 
prices (costs) in Alaska; nor, entirely , to greater 
riskiness of loans. 

(2) Profit rates on sal es- -current operating 
revenues- -were lower in Alaska. Prof.it rates on 
capital invested wer e higher, but only because of 
the lower equity o:f owners in /\laska banks. 

3
Federal Housing Administration, The Residential Mortnage Market 

in Alaska, 1963. 

11 • Gene Erion , "Insured Commercial Banks in Alaska, 1960-1966, " in 
Studies on Alaska Regional Inflation, Fcder.:il Field Committ<.!e for 
Development Planning in Alaska, 1969. 
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(3) As measured by net income per employee , assets 
per employee, and assets per ban~ office, Alaska . 
banks were relatively inefficient: • 

.. 
(4) Assets per bank, however, were greater in 
Alaska. Alaska banks chose to serve Alaska's 
reiatively sparse population by branching; there­
by the proliferation of even smaller, weaker, and 
more inefficient unit banks was avoidecl. 

( 5) Assets per bank office and per bank employee, 
as well as the :>:>atios of demand and time de.t?osits 
to ·personal income, indicate that the scale of 
operation of Alaska banks was relatively smaller, 
with the distinct possibility that economies of 
large-scale oper~tion were thereby precluded, 
and that some of the relative inefficiency of 
Alaska banks resulted therefrom. 

(6) 'l'he ratios of demand and time deposits to 
personal income indicate that Alaska banks got 
a disproportionately small share of the domestic 
market for bank services , indicating that more 
ageres~ive competition, including price (rate) 
competition, might have led to a larger share

5 of the market , and perhaps a larger market." 

•' 

Prior to the lease sale in 1969, the banking system consisted of eleven 

commercial banks with assets of $11.G2,oe1+,'/33 and two mutual savings 

hanks with assets of $39,524,623. 6 There we1~e also three savings and 

loan associations with assets totaling $G6 ,000, 000 . 7 The hanking 

sector during this period was highly concentrated with two banks having 

over 50 percent of the total assets of the com1:iercial and mutual savings 

banks. 0 

5 
Erion, "Insured Commercial Danks ," pp. 69-71 . 

6 
Alask« Dank Statement of Condition, June 30, .1.969 . 

7The i\l<'.ska Economy , S·tate o.f Alaska Department of Commerce and 
Economic DovcloP.ment, 1977, Table 18, p. 31 . 

0 AlaDka Dank Statement of Condition , June 30, 1969 . 



C. Policy G9als .. ' 

In September 1969, the State's Investment Committee. which con-
1 • r! 

sisted of the Commissioners of Revenue, Commerce, and Administration 

determined the state should place $100 million in deposits in 'Alaskan 

banks. On~ genera~ goal for this pr?gram can be defined from public 

statements made at the time; the goal of the prpgram was to stimulate 

the state's economy by increasing the capital available within the 

economy. Thro.ugh the placement of these funds, the state could at-

tempt to ease the capital shortage which was much discussed at the 

time. Criticism of the decision centered on the fact that these funds 

in Alaskan banks would earn less than other North Slope lease funds 

invested by the Dank of America. 'fhe Investment Committee explained 

its rationale for this move was to provide money to the banks which 

they could use to stimulate general economic activity through ·loans. 9 

The goal of using the money to stimulate the economy of the state by 

providing much needed capital was emphasized by public statements of 

officials . Governor Keith Miller stated at the time that the deposit 

of :flUlds in state banks would meet the long-standing need for capital 

within the state. 1° Commissioner of Revenue, George Morrison, stated 

that placing the money in local banks would p1~ovide what bankers said 

was much needed capital to expand credi-t within the ::rt:atc. 11 These 

9,•,1t"l1u~ .1.· ---·g· •• '1" .t' 1·1·1 '"' .... .... .... t:~~, October 29 , 1969. 

10 "Governor 'rells Plans fol" Lease Revenues," Ala!;ka Industry, 
October 1969, p. 98. 

11tmchoragc Times, December 3, 1969. 
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statements were als·o supported by members of the Egan administration. 

Director of Banking, J. K. Robertson, stated that the funds were de­

po.si ted to be employed in the state ' s economy. 12 

The actions of the l .egislature and administrations duri.ng this time 

period define implicit. goals for .the er!tire North Slope Lease Fund wh·~ch 

seem to .agree with the stated. goals for this particular program. The 

implici~ goal was to improve the present Alaskan situation or quality of 

life thro.ugh expenditures . Actions during the period ·illustrate this 

goal; the state bu.dget increased 32 percent in Fiscal Year 1970 and 

77 percent in Fiscal Year 1971 to provide for the increased programs 

and services made available to Alaskans. 13 Laurence Eppenbach, Deputy 

Comm:i~sioner, Treasury Division, in the Cgan Admi.nistratj on, pointed out 

that one of the major benefits of the oil lease bonus was the increase 

in state spending which provided sound underpinnings for state economic 

11~ 
growth. Changes made by the legislatui,c to the ponsiblc uses of tho 

state's surplus revenue in 1970 also supported this general goal of 

spending to increase the cur.rent welfare of the stntc . The legislature 

expanded investment alternatives f1•om only government securi tics and 

time certificates to allow the state to invest in morteages and l oans. 

1211
Commercial Dank Deposits to Tripl e i n Coming Decade ," Alc:sku 

Const ruction and Oil, January 1971, pp . 37- 30. 

J 31!\-fhd l: iluppene<l to t he $900 Hillion, 11 Memo to Gove1•nor 11ammond 
from L. C. Eppenbach, December 27, 19711, p. 1. 

lll."Alaska 1 s Treasury: A One CuGtomcr Dank with 32!:i , 000 Sharcholdor:;, " 
Alaska Conatruction and Oil, May 1973 , p . ?.9. 



~ ,1 
Chapter 205 SLA 1970 which defined these changes also ~'pecified an 

investment preference for loans and mortgages •15 The concep·i.. of a 

permanent fund usi?g parts of the lease funds, although suggested dur-

ipg ·this time period, was never adopted. One reason savings was not a 

primary consideration was the expectation of the rapid cpmpletion of the 

pipeline, and the beginn~ng of the flow of oil royalties to the state. 16 

The, goal of stimulating the Alaskan economy th1~ough the p:J._ac1.?ment of 

deposits in Alaskan banks fits within this general context of using the 

North Slope lease funds to improve the current Alaskan situation. 

15 
"Lee;islature Roundup," J\la5ka Com.1truction and Oil Report, 

August 1970, p. 33. 

1611What Happened to the $900 Million," Memo to Govcrnot' llammond 
from L. C. J;ppenbach, December 27, l~J711, p. 1. 
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D. Pl acement of the funds 

The decis.i.on to place approximately ~100 million in time deposits 

in Alaskan banks was or_iginally made shortly before the North Slope 

lease sale in September 1969. This decision was made by the state 's 

Investment Committee which consistcJ of the Commissioners of Revenue, 

Commerce, and Administration •17 The money was or.iginally scheduled for 

three placements in September and October 1969 ctnd Januciry 1970.18 

The first placement of $50 million in short-term certificates of de­

posit took place shortly after tho lease sale in September . The 

other placements <lid not take place as scheduled but were postponed. 

The last placement occurred in Jw1e 1971. A total of $102 million 

was placed in Ala8kan banks in certificates of deposit with terms 

ranging fl"'om one to fourteen yeat'::; . runds were depos ited after nego­

tiations, whlch detet'mined that a compe titive rate of 6.25 percent would 

bo paid. funds were disbursed i n relation to the distribution of total 

depos:i.to :i.n the bankine system.19 

There wet"'e two major c1"'iticism!l of this ffocal strategy . F'i:rst, 

the ::rtrategy was criticlzo<l because tho state was not earning the mmd­

rnurn umount pos::;iblc on theso f unds . The cert if icntc::; of dcposi·t were 

i ssued at 6.2~ percent intevest, whi le state fund~ inve3tcd by the Dank 

l'/ 
Anchor.:iee 'l'imes , October 29, l9Gg , 

lO Anchor<t r~e Timer., December 3 , 1069. 

19Anchorage Time:; , Dccumbcl:' 3 , 1960 . 



of America were earning approximately 8 percent. State officials re­

sponded that the money loaned into the economy , generati?g economic 

activity would produce revenues in income taxes equal to another l per­

cent in interest .20 This strategy also s upported the. goal of using the 

funds for the immediate benefit of Alaskans and not as a savings account. 

The second criticism of the program was responsible for the delay 

in the second and third disbursements of t he money. Criticism of the 

way the banks were usine t hese funds cause:d the st ate to investigate 

the use of t he funds before issuing the next schedul ed disbursement~ . 

The criticism suggested that banks mieht only have been i nvesti ng t hese 

state deposit::: tn Federal. securit ies which did the state ' s economy littl e 

good; reasons for this included collateral requirements f or state de­

po:::it:::. 21 These critlcisms caused the state to investigate how the 

firut $50 million was being used . These i nvestigation::: s howed the 

majority of bt:inks were ilble to use t he f unds and t he second disburse­

ment wo::; mnclo.22 The banks also criticized the l ength of tet'm of the 

cleposit:.i , ~ta.ting that this pt'eventccl the u:.ie of tt.c funds for l oans. 

As a res ult of th.is criticism, t he state extended t he terms of the 

flrot :Jct of clcpo::;its j ust prior to t he flnnl dfobur::: cment i n June 1971. 

'l\ilile l V. 2 s hows tlte Lerm:; and amount~ of certlfic.:ites of dcpoGit f-rom 

tho North Sl ope.: lc.:isc bonu::; for l'i.:;c.:il Year:; 1969-19'72 . 

---- --------20 
Anchorc'.lco 'fitnc~ , Octol.>er 29 , l!'.lG9 . 

? 1Ancl1orup;c Times , Scptomb •t• 25, l~J(j~. 

22AnrhC11':ie,.. 'f'imco , Doccrnl>N' 3, HlG9. 
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Table IV. 2 

North Slope Lease Funds in Alaska Banks 

Anount as of June 30 in Thousands of Dollars 

Date Issued 1970 1971 1972 1973 

(1 year term) 
12-69 $22,350 

2-70 380 
3-70 1,665 
6-70 605 

12-70 $ 2,250 
3-71 1,665 
6-71 655 (1/2 year) 

12-71 $ 2,905 
3-72 1,665 

12-72 $ 2,905 
3-72 1,665 

(5 year term) 
26 , 4301 9-69 50,000 26,430 26,430 

12-70 43,L+60 '*'• ,010 '•'•, 010 
6- 71 550 (4 years) 

(10 year term) 
6-71 5, 358 5~358 5,358 

(11 year term) 
6-71 5,458 5,458 5,458 

(12 yenr term) 
6-71 5,458 5,1158 5,458 

(13 yenr term) 
6-71 5, 358 5, 358 5,358 

(11+ year term) 
6-71 5,358 5,358 5,35~ 

TOTAL $75,000 $102,000 $102,000 $102,000 

1scutc Investment Portfolio in 1971 had opproxtmatcly $20,000 ,000 i n 
three yenr certificates t his year only. Based on other Portfolios, thla 
amount was added ttJ the five year cer tificates. 

SOURCE: State lnvostment Portfilios, Department o( Revenue, 1970-1973. 



E. Other Programs 
;---~--""'----

"ll . 
I/ the 

!' The {f mpact . o'f the pass.age of Chapter 206 SLA 1970 was to broaden 

inves~ment possibilities of the state . Chapter 206 allowed the 
\\ 

\ 

state to invest surplus funds in: 

(1) direct obl.igations of the United States; 

(2) obligations of ?gencies and instrumentalities of the United 
States; 

(3) notes issued by Farmer's Home Administration; 

(4) bank certificates of deposit which are secured as to the 
payment of principal and interest in accordance with Alaska 
law; 

(5) corporate obligations of prime or equivalent quality, as 
rated by a nationally recognized rating organization ; 

(6) other securities , including corporate securities; 

(7) Federal Housing Administration mortgages ; 

(8) Federal Veterans Administration mortgages ; 

(9) loans made under the provisions of AS 03.10; 

(10) conventional r esidential mortgages if the originating 
financial institution retains at l east 25 percent of 
the mot"tgage; 

(lJ.) other secured loans, if the originating financial institu­
tion retains at least 33 1/3 percent of the mortgage. 

The investment programs which resulted from this act fit into two major 

groups, the investments handled by the Dank of America and those handled 

by the Treasury. The major differences involved the terms and l iquidity 

of these investments. 'fhe Dank of America emphasi zed highly liquid, 

short-term investments, and the Treasury emphasized l ong-term invest-

mcnto related to f.t'OWth i n the ctate . Thcso 'l'rcasut~y l oan programs 
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were run . wi~h surplu~ general funds and are not the same as the invest-

ments made from specific funds such as Teacher's Retirement fund. 

Table IV. 3 shows the cha.nge in these investments duri?g the period of 

interest. The loan pr.ograms were included in the investment program run 

by Treasury. 

The Bank Loan Incentive Program wa:; b£:::bun in 1970 to buy loans 

from f lnancial institutions in Alaska. All loans had to be secured 

and have Alaska residents as mortgagors. 23 This program was suspended 

in 1972 . One reason for the suspension was the necessity to remain 

liquid. Since funds were being drawn dO\·m quite rapidly , it was felt 

the direct lo: n programs provided ample loans . 21~ As 'fable IV. 3 sho1-1s, 

the direct loan programs expanded throughout this period. 

The Dank of America investments were made with the idea that the 

principal would be sperrt, so liquidity was important. Because of this , 

highest yieldinp. investments were ignored ; inveatments were made mostly 

in short:-term , highly liquid asnets, such as U.S . Government Securities . 25 

23 
State I nvestment Portfolio, State of Alaska Department of Admin-

istration, June 30 , 1971, p. 11. 

21~ 97 "Rnvenue llcwc," Alaska Department ol: Hevcnuc , ~'"'ebruary 16 , l 1, 
and conversation wl th Richard Alexander , Alaska Depar tmen t of Revenue , 
llovember 20, 19°/7. 

25 11Rovenue New:::," Alaska Dopcn~tmcnt of Revenue , May 211, 197?.. 



Table IV . 3 

State General Fund Loan Programs 

Amount as of June 30 

1970 1971 1972 

Bank of America $852 , 569,655 . $772 , 928 ,476 $665,002,400 

V 1.:: t<!i'dn::> Loans 

Dank Loan Incentive 
Program 

Agricul~ural Loans 

Municipal Loans 

Small Bu~iness Loans 

Alaska Housing 
Finance Corporation 

1 , 587,000 9,703 , BUO 

3,977,600 3,464 , 500 

709,900 

6,833,300 6, 213 , 900 

1973 

$504 , 566,000 

16 , 315,200 

2 , 765,300 

81~3 , 000 

14,367,500 

l,5116 , 800 

7,318,200 

Source : St<ltc t nvcst1T1cnt Portfolio, Deportmen t of Revenue , 1970-1973. 
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F. The l.mpact of the Bank Placement Program 

The impact of the program will be analyzed in relation to the 

goal of •p:rovidi?g capital and stimulation to the state 's economy. 

The program ' s impact will be examined in terms of its effects on growth, 
Ir 

equity, and effiGiency. Two sources of data will be used to examine 
I 

' these e:ffects . First, a time series of Alaskan banking statistics pro-
I 

duced by the Department of Commerce and Economic Development will be 

used . The data series provides information on deposits, assets, and 

l oans for all Alaskan banks. The second source of informa·tion are the 

federal Deposit Insurance Corporation Call Reports and Income State-

mentG of Insured Commercial Banks . These provide detailed data on a 

portion of the banking system , insured commercial banks. Commercial 

banks arc unique among financial institutionn, bccuu!ic t heir liaLiliticn 

include demand deposits , and their l ending and inve:::tinr; ac:tivities are 

di vorsifieq along their whole l'ange o.f poscibilitios. Because of this, 

commercial bank::; are assumed to typify the economy ' ::; financ.i.al nector . 

'l'his is particularly true in Alaska whcro Commercial bunks arc more in-

vol ved i n t he mortgage market than is typ.lcal outaidc. Commercial bankn 

ore tho major type of financial i nstitution in Ala~ka which held 92 per-

cent: of the as:.iets in 1969, and t hey wcro major porticipantn in the 

placement program holding approximatel y 90 pe1~cen t of the cer t.if.icate:; 

by 1972. 26 1'he F . D. I. C. information c..in only be used to provide ins i ght 

ln Lo Lhl! c.:f f c..: l:S of th la pl'uU!'oln, tt.i.ncu i.L pt•ov l e.led only pat'Llal covc'r'age 

of tho Alaskan bankinc sy~tem . 

26Alaska Department of Revonuo , "Ali:wlm llankn Sta tcmcn t of Condition," 
June 196~ , and Alaska Department of Admi niutrntion, Stnto of Alaaka : StJtc 
I nvostmunt Pol"'tfol io, 1972. 



F. l. · G1--owth Impact 

Table IV .4 describes the change in some measures of economic , 
t ·' 

duri?g the period 1968-1973. Although this table shows ~ general upward 

trend in all of the variables, it is hard to see a consistent relat.~on 

between banki?g activity and any variable . Even if a relationship could 

be seen, it would be impossible to j~dge the directi:->n of causation. 

The banki,ng system. thro_ugh its loan activity, may encour_age growth; but 

at the same time , growth of the economy would have positive effects on 

the banking system through increasing its deposits. 

An inJication of the growth impact of this program .can be determined 

by examining the loans made by the banking system. The ultimate .i.mpact 

on the economy depends on the effectivenes:; of the use of the loan funds , 

but the impact of the banking system on the economy can be judged by the 

proportion of its deposits it gets Lack into the economy in the form of 

loans. Constraints placed on the bank's abil ity to loan money, such as 

reserve requirements set by t he Federal Reserve Dank and the distribution 

of deposits between demand and time deposits , will prevent banks from 

loaning all of its deposits. Investment of deposit:.; i n other types of 

assets will a l so reduce the amount of loans made. 

r.xamination of the ratios o'f louns to deposits and chanee!:l in l oans 

to changes i n deposits shows that initially fewer l oans were made out of 

those deposits than U!iUal. The r el at ionship be tween loon-; and <.loposits 

is shown in 'fables lV.5 and l V. 6. 'l'able IV.5 s hows the change which 
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1968 

1969 

1970 

1971 

1972 

1973 

1968 

1969 I 

1970 

197.l 

1972 

1973 

Total1 

Em2lol'.'..nent 

112,423. 

118,917 

123,892 

127,660 

130,693 

137,305 

Jtous inr? 
Units 

(thousnnd5 
of unit8) 

1.2 

1.5 

1. 7 

1.8 

2.lt 

1. 7 

% 
Change 

5.78 

'•-18 

3.04 

2.38 

5.06 

7. 
Chan~ 

25 . 0 

13.33 

5.88 

33.3 

-29.0 

IV 19 

Table IV. 4 

Economic Growth 

Constructionl % Value2 of % 
·Em2loyment Change C~nstruction ' 1Change 

(millions . 
of $) 

5,998 

6,653 10.92 193 

6,894 3. 62 . 238 23 . 32 

7, 41.5 7.99 259 8.82 

7,893 6.02 373 /14.02 

7,837 - . ·71• 421 12."87 

'Iotal3 7. Tota13 z 
Deposits 

., .. 
Change to ans Change 

(millions (millions 
of $) of $) 

1181 . B ·302. 2 

585 . 6 22.78 31, 5. 0 111.16 

699.6 26. 51. /109. 3 18. 6lt 

808.6 19. 51. lt97.0 21. /~3 

9 31 •• i 17.57 608.5 22.43 

999.9 5.69 765.3 25 . 77 

1Alns ka l>epar.tment of LnLor, f; tntJ.5t:f c.:il Q11u1: 1:e rly, various issues . 

2u.s. J>epnrtmE!nt of Commerce , Stntiatlcnl. Qunrtcr.ly, 197l1. 

3Alnulrn l>cpartment o( Con1111~rcc nnd Economlc Dt vc lopme llt, MJ.d-Ycor Pcr­
form:mcc Hcport, 1977, Table !; 17 and 18. 

• I 

. 



Table IV.5 

Ratio of "New" Loans to 

(Millions of Dollars) 

(1) (2) (3) 
Change in Ch::i .ge in Change in Ratio Ratio 

Loans & Discounts · Total Deposits Time Deposits (1)/(2) (1)/(3) 

1967 15 . 9 40.9 44.3 ~ 39 • 36 

1968 18.2 6 . 4 6.9 2.84 2.64 

1969 40.8 101.8 61.4 .40 .66 

1970 '•5. 3 106.0 84.0 .43 .54 

1971 64.7 85.0 61. 7 • 76 1 . 05 . 

1972 75 .5 96.5 68.1 .7~ 1.11 

1973 64.8 59.8 29.l 1.08 2.23 

1974 107.0 213.9 65.9 .50 1. 62 

1975 161.1 278.9 124. 3 .58 1.30 

1976 H8.0 155.0 123. 1 .95 1.20 

Average .87 !. 27 

SOURCF.: Table 17 , 'l'hc /\lasko Economy: Hl.ll Year Performance Report 1977, Alaska 
Departmen t of Commerce rmcl Econ11ml c Development , 1977. 
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Table IV.6 

Lo~n to Depos~t Ratio 

· (Millions of. Dollars) 

. (l) ( 2) (3) 
· Total Total Total Ratio II Ratio 

Loans and Discounts Deposits Time Deposits (1)/(2) (1)/(3) 

1967 232 . 0 423 • '• 224.3 . SS l.03 

1968 250.2 429.8 231.2 . 58 l.08 

1969 291.0 531.6 292.6 .SS . 99 

1970 336 . 3 637.6 376.6 .S3 . 89 

1971 IWl.O 727 .6 1138. 3 . 55 • 91 . 

1972 ll 76 . s 0211 .1 506, I+ . 58 . 94 

1973 5111 . 3 883.9 535.5 .61 l.01 

1974 6118 . 3 l,097.8 601. 4 . S9 l.08 

1975 809 .11 1,376 . 7 725 . 7 • 59 l.12 

1976 957 .11 l,531. 7 848.8 .63 l.13 

Average . 58 1.02 

SOURCE : Table 17, The /\laska Economy: Mid Year Performance Report 1977, 
Alaska Department of Commerce and Economic Development , 1977. 
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occurred in the ratio of cha?ges in loans to changes in deposits . 27 The 

ch~ge in loans and discounts is a proxy for new loans made which also 

may be affected as loans are paid off or sold in the secondary market . 

Table IV.6 shows the cha?ges duri?g the period in the ratio of Total 

Loans and Discounts to Deposits . During the period in which the state 

deposited the $100 million, 1969-1971, these ratios all fell below the 

ave~age £or the ten-year period. This indicates that during this period, 

al tho.ugh loans were increasing, they were not increasing as fast as de-

posits. · In 1969 and 1970, less than half the new deposits reached the 

economy through the creation of "new" loans, while ~n average $.87 was 

l oaned out of every dollar deposited. Although the initial impact was 

minimal, Table IV.6 indicates that more of the state 's deposits may have 

eventually reached the economy • . Deginning in 1972 , the ratio of Loans 

and Discounts to Total Deposito began to increase toward the average. 

'!'his indicates that loans were increasing at a rate greater than deposits, 

which may have resulted f-rom the shiftine of some state deposits to loans 

f-rom other assets. 

More imlight into what happened might be obtained by examining how 

the banks invested their funds during this period . '!'able IV.7 shows 

the distribution of the assets held by insured commercial banks during 

this period. 

27
Tubles IV.5 and IV.6 do not i nclude information on savingn and 

loan:;, but thi:l is not important cinco :;;avine:l and loans did not parti­
cipate in the deposit placement program. Sec .bank listincs in State 
I nvestment Portfolio , Department of Aclrnin.i.stratlon. 
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Table IV.7 

Distribution of Assets of Commercial Banks 1969-1973 

Cash and U. S • · Government Other Loans and. Other 
· 'Balances Obligations Securities Discounts Assets 

1968 11 .6% 15.2% 18.8% 50 . 3% 4.1% 
1969 13.4% 18. 3% 15. 6% !~8. 9% 3.8% 
1970 13.5% 17.3% 18.0% 47.2% 4. 0% 

1971 14.0% 16 . 1% 17.6% 48.4% 4.0% 
1972 12.0% 13.1% 19.2% 51.3% 4.3% 
1973 11. 91'5 11.7% 16 . 1% 55 . 6% 4. 7% 

Source: Federal Deposit Insurance Corporation, FDIC Call Reports, 1969-73. 

Duri ng the initial yeurs of the r~.acement , there was a shift in the 

as:.;ct di:.; tribution of insured comme1"cial banks. Danks shifted their 

a:Jscts from lonns and discounts into U. S. government obligations. 'fhfo 

shift partially explains the reduction i n l onn to dopo~dt ratios shown 

p1,eviou::.ly. These data alloH us ·to infer that a gi'eatl'!r than usual 

propo1'l:ion of deposits made during t he time period in which the initial 

placement of North Slope fund:; took place wns invested in U.S . government 

obligation:::. 'fhls action, because it reduced t he fund:; which went: into 

loans , reduced the initial impnct of thE: lrnnkc. on the economy . The 

dnt.:i in Table I V. 7 indicates tha l: t h i::l shlf t was a :::hort-l'.'lm :::hif l: in 

por•tfol i.o bol onccc . Bcr;innine .tn 1~71, b.Jnk:; b.::e~m to shift: tlai::il., a:J -

~ots back toward t he pre - 1969 diutrlhu ti on. 



There are three factors which may explain the actions of the banks; 

the size of the original deposits, the term of the deposits , and the 

fact that they were state deposits. First , the state's deposits were 

so large in relation to deposits of the banki:ng system that it caused 

major cha.nges in the banki.ng system. The state ' s deposit of $75 million 

of the No1"th Slope funds in state banks in 1969 was over a 30 p~rcent 

inc1 .. aase in t:irne dt!pu::>lts in the banking system as of December 1969. 

The Norith Slope deposits were over 27 percent of the total time deposits 

in the banking system in 1970. This massive change in the striucture of 

the bankin. ~ system may have taken t i me to adjust to. Because this large 

increase in ·leposits was not generated by economic activi ty, it may also 

have token s ome t ime to generat e loan opportunit i es . The r eturn on U. S. 

::iecuriti es provi ded u f l oor for inter est rat en , t he banki ne system 

could hava held the::::e state funds in U.S . obli ga tions whi l e wa i"ting for 

the economy to abs orb them through loans . '!'able:.> IV.5 ancl IV.6 show 

that o more normal r elation l>ctween l oans and deposits exis t s beginning 

in 1971 after ba nkers were ullowed time t o adju~t t o the t r emendous 

ch.:inge:l which h(ld t aken pl ace. 

'!'he cecond factor whi ch could expl ain t he poor showi ng of the 

banki ng jnduolry in r t-ovl ding loans from t he Not•l:h l:ilope deposit::; i~ 

the term of the original depo::; i t::; . The main c1~.i. 1: icirm of the or i gina l 

plnccment by t he bnnki ng :i ndu::1-1~y won t lwt t hey were short term. The 

orieinnl placement in 196~ and 1CJ70 wa:; i n one and f lvc-ycar ecrtificater.: 
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of deposit, which the bankers claimed was too short a time period to 

invest. 28 Because of these complaints, the state l~ngthened the term 

on these deposits in 1971. This is the peri ,d when the ratio of loans 

and discounts to deposits began to rise. The shortness of term argu­

ment revolves around the concept of "hot money. 1129 The state's money 
. . 

was considered "hot money" because there was no, guaranteed replacement 

for it at the end of its term. Banks can use private deposits, which 

are short-term, to make lo.ng-term investments because they know deposits 

will continue to grow and they can account for the turnover. The banks 

had no reason to believe state deposits would be repla~ed at the end of 

their term, so they were reluctant to issue loans based on them. This 

argument may provide an explanation for the lack of investment in long-

term loans , hut it doesn't explain why short-term loans were not made. 

Lack of short-term loans may have r esulted because of the massive i n-

; . ' crease i n funds which may have taken some time fot' the demand for this 

type of loan to reach these levels. No rlsk U.S. Treasury bi lls may 

have been u ~rofitahle alternative to holdinc ri~ky short-term loans. 

The most important reason for the limited u:;e of the state deposits 

to make l oans could simply be that they were :;tate deponits. Until 1971 

when the state allo"ed conventional loans to be used a:.: collateral for 

stal:c depo:.:lts , the state required that its depositn be collnteralize<l 

28 
Alaska Departmcntof Revenue, "Revenue llcws," May 3 , 1971 . 

291ntervicw with llob Sullivan, Novcrnbcl:' 29, 1977. 



30 100 percent with obl_igations of the U. S. Government . This meant that , 

l .egal ly, loans could only be made from state deposits to the extent 'that 

banks were already holding U.S. Government ob~igations which were not 

col lateral for other deposits. This could explain not only the limited 

loans made from these deposits, but also the movement of bank assets 

i nto U. S. securities. The liberalization of the collateral, requirement 

coincides with the increase of the ratios of loans to deposits. 

During the period of the initial placement of the North Slope lease 

funds in Alaskan banks, we can observe a reduction in the rate at which 

deposits were converted into loans and a movement of bank assets into 

federal securities . These actions limited the impact of the state 's 

depos it on the economy in the short run. As can be seen f rom Tables 

IV. 5 and I V.6, the long-run trend , after the factors mentioned above 

were taken care of, was to more normal creation of loans from deposits . 

This may mean that the initial limited economic i mpact of the deposit 

resul ted not from unconstrained policies of t he hanks , but from the 

institu·tional constr.:iints which directed the bank ' s policies . 

F. 2 . 'fhe Equity Impact 

Three types of equity effect:; which all involve t he redistribution 

of .income can be discussed . first , the data on insured commercial banks 

30 
J. K. Robertson , "Commercial Bank Dcponits to Triple in Coming 

Decade.'' Alanka Conatruction and Oil Ro~.ort , J anuary 1971, pp. 37- 38. 
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can be -."?xam.ined to determine the effect on the profits of the banking · 

.i:ndustry of this placement of state deposits. Secondly, the ~mpact of 

these deposits on the cost of borrowing can be examined to see if the 

cost of borrowing was significantly reduced by the placement of state 
,J. 

funds. Thirdly, the opportunity cost of this policy of making deposits 

can be examined . Tables IV.8, IV.9 , and IV.10 prov~de the information 

requii~ed to deduce tentative answers to these questions about the equity 

impacts of the policy. 

Table 7..V.8 

Interest and Fees Earned on Loans as a Percentage of Loans 

Alaska I nsured U. S. Insured 
Commercia l Banks Commerci al Danks 

1969 8.18% 7.17% 
1970 8. 95% 7.65% 
1971 B.89% 6 .98% 
1972 8.1~ 5% G. St~% 
1973 8, l~3% 7. 62% 

Ave r-age 8. 6% 7. 29.; 
1960-66 Averagc1 0. 6% 6. 0% 

1
G. .Erion. "Ins ured Comme1~cial Danks i n Alaska, 1960-6611 in Studi es on 
Ala~ka Regiona l Inf l ation, Feder al Fiel d Committ ee, 1969 . 

Source : Federal Deposit I nsur-ance Corporation, FDIC Call Report and In­
come Statement:s . 



Table ·IV. 9 

Interest Paid on Time Deposits as a Percentage 
of Total Time Deposits 

Alaska U.S. 

1969 3. 77 3.19 
1970 4. 54 4.95 
1971 4.98 4.43 
1972 4 . 85 4 . 38 
1973 5.39 4 . 29 

Average 4. 71 4 . 25 
1960-66 Averagel 2. 71 3.19 

JG. Erion. "Insu~ed Commercial Banks in Alaska, 1960-6611 in Studies on 
Alaska Regional Inflation, Federal Fielcl Committee, 1969. 

Source: Fede~al Deposit Insurance Corporation, FDIC Call Report and 
Income Statements . 

1960-66 

'!'able IV .10 

Net Income Defore Taxes as a Percentage 
of Current Operating Revenues 

Alaska U.S. 

1969 17 . 0l 21 . 85 
1970 15.75 20 . 53 
1971 15.07 10. ll6 
1972 13.23 18.02 
1973 13.90 16.112 

Aver age 15.15 19. 06 
Averagel 16 . 3 211. l~ 

1G. Erion . "Insured Commercial Danks in Alas ka, 1960-66" ln Studies on 
Alaska Regional Inflati on , federal Field Committee , 1969. 

Source: federal Deposit I ns urance Corporation , FDIC Call Report and 
Income Stateoents . 
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These tc:Wl~s pvuvide ~roxi~s for the real VilI'iables, profits and 

interest rates . Because these are only proxies, they can only be used 

to infer general trends. For instance, the proxies for interest rates 

in Table IV.8 actually show earnings on the total loan portfolio which 

varies with the age and type of loans held. 

These tables show that neither borrowers nor lenders made any real 

gains during this period . Banks ' earnings on loans, althoueh they 

initially went up during 1970 and 1971, showed no overall increase from 

the period 1960-66 . This two-year increase may have resulted from the 

temporary increase in the usury l aw which went into effect in 1970. 31 

These figures do show a benefit to borrower:.; in that the average rate 

paid on loans did not increase as was the general trend in the United 

States. The insured commercial banks in Alaska also experfonced a fall 

in "profits" as shown in Table IV.9. This fal l in the profit rate 

reflected n general trend throughout the United States. Alaskan banks 

did not absorb quite the fall in profit rate:: cxp01•ienccd by U. S. banks 

in eeneral; the profit rate of Alaska banks was '79 percent of the U. S. 

profit rate during the period 1969- 73, compared to only G7 per cent 

during the period 1960-66 . 

With the limi tcd informCJ tion avai l abl e, it is irnpos:;.i bl e to deter-

mine whether or not t he bunks eurnccl a profit on the state ' s dcpo:.:its 

31 
"Loebldtivc Roundup," Alil ~ka Con:1truction a nd Oll Report, 

Aueu9t ig10, p. 3. 
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Khich was greatel" than , equal to , or less than their average rate of 

earnings . Greater earnings on the state ' s deposits could have been one 

reason profits of Alaskan banks did not fall as much as bank profits in 

the U.S. The reduction in profit rates may have been due in part to the 

increase in the interest paid by banks during the period for time deposits. 

The average interest paid duri.ng 1969-1973 was greater than that paid in 

the United States, which reversed the earlier relationship. Examination 

of data on insured commercial banks shows neither increases in profits 

or reductions in loan costs which can be attributed to the placement of 

Horth Slope lease funds in Alaska banks . 

The opportunity cost of thfo proerarn i;.: the ~tatc ' s l ost income 

which resul·t cd from investing in this proeram. The opportunity CO!;t 

would l>c equal to t he income tho stut o could have earned by i nvosti.ng 

the money minus t he 6.25 percent they earned by placing the money i n 

Alauka banks . The most obvious nltorna tivc for the !itat e would have 

been to invest t hese funds l i ke the res t of t he Nor t h Sl ope s urpll !; 

~w1d~ . from t he t i me of the North Slope l e.:iue :lul e to ))ecembor 197~ : 

t he :.:ta tc earned a compound annual rate of r etur n on the .. . 1vestmcnt ac­

coun t of 7.5 percent. 32 The 6.25 percent earned on the certificates 

of dopo:;i ts i n Ala!>ku uank:; by the s tiltc wu:; 1. 25 pt·t.'cen t l e !>:; t han t ho 

state could huvo earned if l t would have i nve!l tcd i.n a monnc-r :1 i.1ni1ni• 

32 /\la:sko Department of Rcvonuo , "Rov ' nuo 11 •wi /\nnu.:il Supplement ," 
19711, p. 19 . 
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to the remainder of the investment account. Consideration of the income 

generated both to the bank and through the investment of loaned funds 

would increase the return from this placement al lowing it to compare 

more favorably with the return on the remainder of the Investment Account. 



F.3 . The Efficiency Impact 

'l'he effici ency of the program can be examined by determining whether 

this approach was the best way to reach the goals set . The goal which 

seemed to be set for this program was to generally s timulate t he economy 

by expanding capital available to the economy . The analysis of the 

program's growth impact showed that this was probably not the best way 

to get capita l into t he economy. Direct loan programs are a better 

approach for meeting this goal . Banks , because of r eserve or collateral 

r equirements , cannot invest the entire amount of f unds in t he economy . 

Danks also arc profit oriented, so t hey will adjus t t heir portfolios to 

maxi rnlzc profits ; t hese port folio adj ustments may not provi de t he l oans 

desir ed by the pol icy makers . For exampl e , placing a f ixed amount i n 

t he banking syster:t t o stimulate i nvestment in ltouslng will not be as 

effective as direct l y providing .funds for mortg.:tges , s uch as t hrough 

/\lnska Housing Finance Corporation (/\llFC), s ince t he rnortgaec mark.:t 

may not l>e t he most profital>le wny for t he banks to invest t he ent.il"e 

amount of t he deposit . 

I nterpreting t he eoal of ::timulatinr; t ho economy more broadly , t he 

placemen t of the f unds i n the l> .;,mki ne cyi; tern may have hcen t he l>est 

approach to achicvinc t h ts eoal. The filwncial ccctot"' i::; irnportan t for 

ecouoinlc devel opment ; a \tcll -functioni nc capitol mat"'kot provider; for 

t ho cfflciont flow of capital to vnriou~ sec.:tor o i n the economy . Ue­

cnuse of t hi:J , one aspect of t he r,oal of :;timulat.tne t hu economy may 
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have been to expand and improve the local banking sector . To the extent 

that this was a. goal, placing the funds in the Alaska banks may have 

been a good approach to economic stimulation. As Erion pointed out , 

the scale of banking in Alaska was smaller than nationall y , al lowing 

the possibility of la:rge- scale economies to be captured through expan­

sion . 33 The deposit of state North Slope lease funds allowed the ex-

pansion of the banking system. To the extent these large-scale economics 

were achieved, the approach was efficient in meeting these broader goals. 

33 
Gano Erion . " Insured Comrncr clol flnnk:-; :ln /\l.,1:.:ka, 1960-1066 ," 

P · 71. 



G. Conclusions 

The lessons learned from this program which are directly ,applicable 

to the permanent fund are limited because of the differences in the goals 

of the programs. The state deposit program was not intended as a savings 

program. It was not even intended to maximize income as were the invest­

ments made by the Bank of America with North Slope lease funds, but it 

was intended to achieve the specific policy goal of stimulating the 

state economy. Two lessons which are valuable concern the use of the 

banking system to achieve specific goals and the importance of a co­

ordinated state program. 

Fil•st, the banking system offers an important quality which should 

he considered when designing programs which use it; it is a profit 

maximizing system. Because of this, it offers efficiency, but at the 

same time , it may not direct investments to those areas consider.ad im­

portant by program managers. Bankers will invest funds where they will 

earn the greatest return, not necessarily in the socially important. areas. 

The tradeof fs between gain in efficiency of investments and the loss of 

control should be weighed when designing programs which us e the banking 

system. 

Secondly, the experience of the state deposit program s hvr1ed that 

coOl'dination of all aspects of s t ate government affecting il program is 

importan-t. To a certain ex.tent, the failure of thif; proeram to provide 
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loan funds to the -economy was a result of a lack of coordination. The 

h.igh collateral requirements, usury limits, and short-term nature of the 

deposits all needed more examination. Another aspect which should have 

been examined more fully was the amount placed in banks. Some attempt 

should be made to provide an estimate of capital needs before a similar 

prpgram is attempted. This will he particularly important as other state 

programs increase the state's participation in supplyi.ng the needed 

capital to the state economy. 
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APPENDIX A 

GROWTH IN STATE AND LOCAL GOVERNMENT 
EXPENDITURES IN ALASKA 

·A;I. · Theory of Public Expenditure Growth 

Early discussions of the determination of the level of public expen-

ditures concentrated on a proposition known as "Wagner's Law." This 

proposition boldly stated that the scalP. of state activity would in-

crease. There is little doubt that this has been true, but the more 

interesting questions are whether the share of eovernment activity as 

a portion of ~otal economic activity has been increasing, and what 

specific factors account for growth in the covernment sector. The first 

~ection of this appendix looks at that second question, while the first 

is taken up in the following section . The Alaskan experience is looked 

at in the final part of t his appendix. 

Richard Muogravo has cateeorl:led the determinant::: of public expcn-

ditures and developed some hypotheses on the cf fcct of thecc variclblcs 

over timc.1 lie identifies one e,roup os non-economic factors and the other 

as economic. The non- economic a. ·e technological, dcmoeraphic, and soci.ul. 

The c~onomic arc incomes, productlvlty, and prices. 

'J'cch11ological change alte1~s the composit ton of potcnti~l public and 

pt>ivntc goods from whlch people will choose the good::i ·they most des ire . 

1
Much of t his discussion le taken from R i.charu Muneravc , riscal 

.sys tcmr:1 (I/cw llaveu and London: Yale Uni vcr:.iity PrCJ:JS, 1969) . 



The itnpact of technological change upon this mix can be dramatic . The 

outstanding example of this in the t wentieth century has been the auto­

mobile . This private good has generated a demand for public goods in 

the form of high.,·ays which have, in turn , generated a different mix of 

both public and private goods that has essentially transformed the en-
. 

vironment. Technological change can begin in the public sector and 

create complimentary or "spin-off" demands in the private sector. The 

federal space program is an example of this phenomenon . From these two 

examples , it is clear that it is impossible to generalize regarding the 

impact of technological change on the growth of demand for public goodc. 

Demographic consideration::> involve not only the level of populat ion 

but also its composition and geographic distribution . Some goods al'e 

purely "public" such that the quantit y required and, thus, the cost is 

independent of the number of cons umcl's. l.:ach st.:ite hac only one governor. 

nut f o1" most public e:<pendi tur0.s , the total cost of the service is not 

i ndependent of the number of consumer s . In large states , covernors have 

lareo !'ltaffs. 

Hoth economics and discconomics of ocal.e may l.>c t he result of i n-

creases in populatio11 dens ity. Obvi.ounly. a young populat l on rcquirco 

a .la!'13or number of schools a ncl u mature population more fad.! i. tics for 

the u(:cd. f'or this reason , cxpel\ditures can i ncrease more or l ens 

rapidly than population . 
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Social factors play an i111portam: role in the determination of the 

cnvi.~onment in which budgetary decisions are made . Cultural values and 

social philosophy affect the extent to which demand is directed toward 

public goods, as well as the public role in redistribution of income and 

wealth. Changes in political direction may change the perceived best 

mix bet\~een public and private goods as different components of the 

elecl:or·a.te with different preferences become more _or less powerful. 

War and social disturbance may have a significant permanent impact on 

the t1~end in public expenditure growth . This may be the result of either • 

a reacscssment of social values or a shift in taxpayers ' feelings about 

t he maximum t oler able level of taxa t ion. The lattel' idea is based on 

t he noti on that the l eve l of expenditures is generally constrained by 

the availabilii:y of revenues rather than t he opposite hypothesis that 

the desired expenditure l evel determinec i~evcnues . 

Turning to economic conslderatio~c , tho l eve l of persona l income 

h~ the rnos t lmportant economic considerat ion ill the deter minat ion of 

public expcnditm'e levels . A meaninaf ul d focussion of t his relation-

:.;hip mu~ t separately treat four cateeorlcs of public expenditures : 

capital formation, cons umption , red is ti•lbu tlon, and mcr•i t wan ts . 

Generally us an ecc..:iomy mature.~ , the ratio of total capital forma­

tion t o cross natjonal product tend3 t o rtcc . Thus , if the ratio of 

public to private capital format to11 rcmaills conGtmit as an economy de-

ve.Lops , public oxpcndi turcs on cupi tal. f ormntion would incr ease mot~c 



rapidly than total income . This latt er ratio is subject to variation 

ho\:rever, and two distinct periods in the development of an economy have 

been identified when the public to private ratio of capital formation may 

tend toward more public capital formation. The first would be in the 

early st.ages of economic development when the creation of social overhead 

capital, or infrastructure, is a necessary prerequisite for private eco­

nomic development. In a later stage of development, the consumption of 

private goods which require complementary public goods may become more 

important. Highways a1.,e the most often indicat ed example. Urban con­

centration and the complexities of industrialization may also require 

large public capi t al formation programs . 

The problem with this explanat i on i s that i t may be historically 

accurat e , but it does not explain present conditions ve1•y adequa 1.ely. 

Highways ar e as much bas i c inf rastt•ucture as t hey arc complementary 

public goods t o aut omobiles . le grow th of hiehway expendit ures the r e­

sult of t he f ormer or latter r equi r ement ? This indlcilt es that economic 

theory wi th r espec t to publi c capital f ormation does not of fer •:my well­

def i ncd hypot heses r egardinr. t he role of personal income as a determinant 

of its gr>owth. 

With r1spcct t o publ ic consumption eooc.ls , t he quest ion of .it s r,r owth 

i n i.,cl at ion to personal income i s usually pu t in tcr•ms of the income 

olaatjci.. ty Ol" demand f or ·these goodn. if t he el astici ty exceeds unii:y, 

publ i.c consumpLl on gr>01·10 e1: ; a pc'l"ccntar,o of pcr!.;onal income . Musgr ave 
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suggests that as a consequence of Engel's law, the share of the budget 

goi.ng towards public expenditures might increase with increasing income. 

E.ngel 1 s law state3 that the share of consumer outlays goi?g into private 

expenditures on the basic needs for food, shelter, and cloth~ng declines 

e.s income rises. On the other hand, he points out that there are certain 

public functions which must be r .egarded as basic necessities also, such 

as public protection, which would also behave according to Engel's law. 

As in th<" area of public capital formation, the ideas abou:t public 

cor.sumption goods are not theory but speculation, since they discuss po­

tential public consumption as incomes ris e but are unable to provide real 

insinryt into the public private ratio . 

Government cxpendi tures which attempt to affect the disti•ibution of 

income ma.y be a declining percentage of income or mieht even be declining 

absolutely as income r•ises acco1•ding to speculations by Musgrave. The 

choice is dependent upon the objective of the distributional adjustment , 

and implicit in his notion is a minimum level of income for al 1 
• • 

It seems that a stronger are,ument can be made for the notion of 

rising percentage of income going into public expenditures for income 

redistribution as incom~s rise because of a switch from private to public 

welfare programs . Rising incomes and economic complexity increase the 

ubility of people to ln::;ure themselves against economic risk while , at 

the same time, probably raising the level of economic r•isk its elf. Where 



formerly the extended family and the farm provided this insurance, social 

security largely performs that function in our society. 

Merit wants are those government expenditures which do not fall into 

the traditional economic framework of being either private goods , such 

that the level of consumption by one individual does not affect the 

ability of others to consume that same good, or private goods. Rather , 

they are government expenditures based upon the notion that it is so­

cially proper to consume some things and not others . The decision­

rnaking group i s ass umed to be capable of judgment superior to the indi­

vidual and t he result i s subs idized milk for school children and pro­

hi bitive taxes on l i quor. 

Muser ave re lat es merit wants closely t o c>:pendi t urcs f or income re­

distribut ion and hypot hesizes that , as a res ult , t hey nwy be a declinine 

percentage of expendi t ures as incomes :t•ise . But even i f t he definition 

of mcr i t wants is limited to neces s i t ics , changinc pe1"cep dons of neces­

sities could make this component of cons umption incree~e as per sonal in­

come expands . 

I n cum, the economic theory which attempt s to determine Hhcther 

public expenditures ar e a superior good , t ak i ng a r i sing pel'centaee of 

t he total budeet as i ncomes rl:;e , fo f oundccl upon l it tlc more t li<rn 

s peculation. Up~\ r ef l ec t ion, this is not an unexpected result because 

of t l1c larne variet y of eoods and sc~vices typi cal ly ~rovidcd by a eovcrn­

mont . Among t hem would be :;uperiol' , l.11 f crlot', and Gi rtcn cood:; ( con:::umpt,i 0 11 
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declines absolutely when income rises) and the public expenditures would 

b~ some weighted aver.age of all these different types of goods , of which 

some are necessities and some luxuries . In a sense , i t is per haps en-

couraging to come to this i ndeterminate conclusion , rather than the 

opposite , that there is an ine>:orable relationship between rising i n-

comes and public expenditures which predestines that an ever increasing 

percent.age of economic output be channeled through t he public sector. 

Turning next to the question of productivity , there is an argument 

that productivity gains in the production of those goods supplied by the 

public sector l ag behind produc tivity gains in the private sector. Thi s 

thesis was put forward by Baurnol2 wher e lie points to the obvious poten-

tial differences i n producti vity i ncreases in l abor used i n a typical 

rnanufactui•ing process , and used in the produc tion of a symphony . 

Whet her t his l ageing product.ivity incrca~e concept is valid f or ·the 

public :;ecto1" in eener.:il depends upon the \Ul." t iculcn• mix of public sec to1• 

goocls relt1tivo to t hose i n the private nector. L:xumple~ of f unctions i n 

which laLor productivi ty .i n c1•ca~:c::; ore mird mcll in the public sec tor, :rnch 

ns education, oecur j n t l1c pri Vt.Ito ncctor al~o in scl"vicc j n'" ustri.e::; , auch 

as l'cstcllll'ants . And many pu1' Uc expend l turc~; .:ll"C in ru ca:; whcl'c l abor 

p1•oduc ti. vi ty inc1"'oa:;cs arc potent tc.1lly oo ropid m~ .i 1 Lite pri va Lo sec tOl'. 

lliehwily maintenance is one cxumplc and coMtruction ncttvity , in eenel"al, 

nno dlC! L' . 

2
1-1111 i.om Bournol , "Mact•oc•conom t cs of Unl>d lancoc.l Grow t Ii: 'J'h c.: f\n.i tomy 

of Ur uon Ct•.l5c:: ," Amc1•ican ecoraomi.c l~uvi m-1 , Vol . J.V J I, !lo . 3 (June 19G?) , 
pp . '1l!:i-'12G. 



The existence of such a differential in pl"oductivity increases is 

thus an empirical question, just as is the size of the income elasticity 

of public expenditures. The difficulty which arises in attempti.ng to 

make an empirical measurement of productivity is that the product of 

many public sector activities is difficult to measure independently of 

the inputs in t erms of man hours. Some attempts have , however , been made . 

The p:>oduct dcflator of the Daparitmcnt of CuiiuTie:C.•ct: , a l'atio used 

to obtain comparability among prices of out puts in dif fe1.,ent t l mP periods, 

has historically BT'mm more rapidly for state and local gove1"nment expen-

ditures than for the a verage of all products of t he economy . This tends 

to suppo:r>t t he hypothesis that productlvi ty is rising !nore Glowly in 

government than in t he economy r;enerally. 

If t h i s i s "the cas~ , t here would be il tende ncy over time , othct• 

t hi ne:;; being equal , fol' t he cos t of public cxpcndl tm•es to rise l"eluti vc 

to pl"i vatc expenditures n11d t he s hat'O of persona l i ncoine dh'ect ed i n lo 

publ i.c expend i. t ures to l'i:::e . Th i.s would be t ho case c:to lone a::i labor 

marke t:J ai•o r olnt:i vc ly uncnnG L rai.ned ::io th...i t wnec .i.ncroa::rns due to pY'o-

ductlvi cy gain!;) wou~d be r c Lloctcd fo wae11 i nc reases in t hose ind us tries 

whcro pl:'oc1uctivi.Ly IJ.ui.m: dt'<:: HOL po~>!":iblo . 

'l'ld.:; intro<lucl!~; ~• fi1wl o l c1ocn t, pr i ce cldn t:1c i ty of dctn.incl , i,n to 

t ho comddcrati on of clmnN1tn d<.: tcrmin i.nr, t ho f!.l'owt h rutc of pitl.J.Uc ex-

pc11d.i l uY'c r. ro.l.ilive t:o pr iv.:it:c in ,1n 11xpnmli.nr, economy . To Lil" extant 

Lh..it p1•0<1ucti v ity ilH;Pu~r.t•:: i11 t ho publi c r1L•ctot' fo ll be h i nd Lho:.;e in 

Lhc prtvilt:r· cr.onomy, the l' l.! l • .it:ivn pt"icc of publi c r,oocl:{ will t u11d lo 
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rise. Other things being eq_ual , the higher price for the product w;i_ll 

cause a decline in demand. This factor would tend to offset increasing 

public sector expenditures resulting f-rom both income and productivity 

effects . Little speculation has been done on . the price elasticity of 

public goods because of both the diff iculty in identification of the . 

price for a paPticular product, and of identifying the product itself. 

F'rom the point of view of the consumer~ t he individual taxpayer , the 

existence of a behaviorul relationship between the cost of a public 

service in t erms of t axes and the amotmt consumed i s difficult to trace. 

I n sum, there arc th1,ee economic cons iderations ope1,ating on t he 

growth of public expenditures : ..:.ncome erowt h, pr oductivity i ncr eases , 

and price effects. I n a st atic pol i t ical dnd social atmosphere , t here 

i s no a priori r eason to expect that t he pub.tic sector needs t o g1,ow 

r ol at i ve l y faster t han output i n general. I n a worl d of changine expecta­

t ions and poli t ical alliances , economic considc1,ations rndy Le of secondary 

i mpo1, tance . To exami ne t he actual trends i n t hi::; ceut ury i 11 government 

spendi ng i n the United State::> is the toric of the nc>:t section . 



A.II. Historical Public Expenditµre Patterns in the U. S. 

A cursory analysis of total government spending in this century 

reveals that government expenditure~ : have accounted for an increasing 

percentage of gl'oss national product (GNP) over tim~. Government ex­

penditures at all levels increased from 7.1 percent of GNP in 1890 to 

33. 2 percent in J.963. 3 The la1'gest component of this growth has been 

the mill 1-ary budget Hhich increased from 1.1~ percent to 10. 6 percent of 

GHP. Musgrave attributes a substantial portion of the rise in the civilian 

budget of from 5.0 percent to 18.3 percent of GNP to the growth in social 

services. Of these, transfer payments grew from .l percent to 7.0 percent 

of total GNP. Capital outlays fluctuated over this period between 20 per­

cent and 30 percent of total public expenditures with no observable 

pattern. 

The income elasticity of pul>llc expenditures ovct' this same period 

avcraec>d er-cater than one with the pcr.'iod af tel.' 1~29 ha v ine a higllCr 

el a:J tici ty t h on t he average . l'or t he ca teeo1'y of civilian expend t t urcc > 

t he claoticiticc were l ower than f or tvtal expenditures . The pre-1929 

elasticity \las calculated ( I t 1.7 and t he po~it-19?9 \!lastjcity at 2.11 for 

civilicln expenditure~. 

'J'olJlc: A.l provjdes an um1lyci.:i of mol~c rcccnl datc1 for jun t .. H1to 

and loc.:il eovcrnmun t expend i tul'o crow t h u~ it r clu tcr. to t he r.rowth of 

3 
Mu:1e1'uVC' , op . ci. t. > p . 911 . 
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TABLE 11,l 

PNI'TEIUIS IN STJ\TE G LOCJ\L 

COVCRN~iT E:<PENOITU.RES 

TOTAL U.S. 

St.ltl' & Local St ate & 
St.lt•I r. Locnl Implicit Price l:nplicit l"rico Gov 't. Local Gov't. 

C~v • t . Pcroon"l Rashlent Oefl.lt.or Stnto oeflntor Grons Expenditure F.xpendituros 
l:X!•uncl i turols Income Popul;"ltion & Local Co·1 1 t . llational Product oo l"orcontago Per Cnpita 

\'o,u (:•:illion $) (!·lillion $) (Million) 1950 • 100 1950 • 100 of Income ($) 

.!.' :o 91' 3:1 '/'/015 123.077 38 . 7 ll~.3 .10 bll.50 

l 'l ~ < ~550 Ci0'105 !27. 250 37 . 0 42.6 .111 67.19 .. ;; 
l j ... ~ S31'J 70285 132.591l 3'/. 3 113,9 .11 70.28 

l tJ :.$ )012 171! 13 140,1'60 1'8. 6 59.7 .05 611.19 

!. ,$~ :?:!31. :1 227(,!9 152 .271 10.e 80.2 .09 1116 , 72 

! :. ~ 5 :?2;;uJ :? l~CG9 165.'Jll 87.5 90 .9 . 10 196.81! 

i%C '· ': ~ "'5 L.00953 100. 671 105 . 9 103.3 .12 27 .73 

19~!1 71'. 5(, 53.1003 1911 .303 1?3.2 110.9 .13 379.07 

! ~71) 11'?1~ 009:!')0 2011. 875 lGlt, 6 lJS. 2 .lG 6145 .33 

• ')"f ... .. ' . 2 ! .. !J3C. 12ti%'/:\ 213 . 5140 218.0 185.9 .17 1004.66 

;.n:-.1.Jl 
r.:·: w::h 
f..itc 1~. ~~ l'i It \ Ji 6i 

Snurco1 u. s. •Oupt . of ColX'\Crco, C! ! i co of nuninooa Economic n, Survuy or current Duainoas, varioua iaauoa. 
u. S, O pt . o! Co~:.iorco, Duroau o! Conouo, current Populnt ion Roportn , variouo iaouco . 

St.ltO G Rool 
Local Pornon.11 Pers onal nenl 

Cov't. Real Income Income Shnrc o( 
Expenditures Per Per State r. 

Per Capito Capi ta Capita Loc;il 

m !~I (~ \ Govc•rnmo1.t 

170 6:15 . 711 l:ibO . 13 .. 
180 474.69 1110 .16 

189 590.111 13110 .13 
:r::-
I 

130 1218.16 2040 .06 1-J 
1-J 

200 lll9ll.82 106~ . 10 

220 1873.GO 20CO .10 

250 2219 .24 2140 .11 

300 2753. 85 ?480 . 12 

J'lO 39115 . ?B 2910 .13 

I.GO 51. : 2. 11 :il140 . 11.1 

2\ 5\ 2i 
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personal income in the United States. Generally , state and local govern­

ment expenditures are best an~lyzed together because of the variation 

from state to state in the jurisdictional division of functions. Between 

1930 and . 1975 , total state and local government expenditures increased 

from $8 billion to $215 billion, an annual rate of growth of 7 percent . 

Over the same period , pe~sonal income increased at an annual rate of 6 per­

cent. As a result of this differential growth, state and local government 

expen(liturcs increased as a percentage of personal income from 10 percent 

t o 17 per cent between 1930 and 1975 . 

The actual increase in t he r atio occurred i n the last 20 years after 

1955 , at which t ime t he l'a tic was still at 10 percent . Much of the rapicl 

increase sin~e t hat time must he attl'ibuted to transfer pl"or,rams from the 

federal eovcrnment to state and local governrnentr> . 

Table A.l includes the .implici.t price d~fla tors for state and local 

eovermoent and for Gt.SP for the zamc period. The prlce deflater for state 

and local eovernrnent l ncroar.cd ov "I' t lao per i.od at an annual '' percent 

ru te , whj le the GllP def l cttoi.• i.nc1•ca:-;ed 3 percent a1111ually , reflecting 

r.iorc r..tpi<l produi.:t iv tty incl'\:! a~c:; i n t he economy in gen er ..i l t han in those 

eoods prov i dt?d by !Jt<:i lc and local nove1•nmcn L~ . 

J f r. t: tl tc.: and locdl govenuncn l 1.•.>:pcndl tm·c~• c.llld pcrnon.Jl i 11co111<.! arc 

convcPtcd to l~c .. 11 f j nur~G u:; fou th cot· dc: flt1 Lm•t; , t h p,11 f:Ol' n of er•ow th 

i:J ~omcwlnL di ffer nt . Both ic l pv1·~on~ l incom~ P<' l" c .1pitu '1n<l T'(c.Jl 

::t .i t<· -1110 lo<·~1 t f~O\'Ul'll ln<' ll l <''l\[>cncli l. Ul \•:. P"l' c u pi 1. ,1 j n c t •c.1:H1 ul ..iu .innuul 
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rate of 2 percent . This is equivalent to a proportionate increase in 

the real value of output of state and local government expenditures over 

the period. 4 

A classic study done in the 1950s analyzed the growth of state and 

local gove1'nment expenditures i11 the United States during the. first half 

of the 20th century and interstate variations in growth rates.s Fabricant 

concluded f-rom his analysis that differences among states in per capita 

expenditures in various categories of expenditUl'es declined over time 

but were not eliminated. Every state expanded nearly all of i ts functions 

in term::: of nominal expenditures but the more backward states, in 1903, 

increased expenditures more rapidly over the period. 

In audition, he found that a majority of the variation umong the 

stutes in expenditure levels could be explained by three f actor:::: income, 

11 0· · .. ,. a· d 1 · b t l' · J.Vl.uine; government expen itures an pcroona income y · us price 
dc.flator involves a simplification in each caso , althouuh the i,esulting 
bia::::cs arc compensating. A small compon t of state and local eovernment 
cxpendi turos is transfers which arC' not a component of tho pr•ico de flcJtor 
for state and local government nince it doe!; not .:ippoar in GNP. Since 

.tranoferG would have a "real index" closer to the total of GNP , the groHth 
of t he deflatot' mLly have a ::;llght uownrd bias . The price dcflator for GNP , 
however, contains capital expenditure clements not reflected in oxpcoditurco 
out of pcrconal income . Personal income is more commonly deflated l>y the 
cons umer p1•icc index or the dcflut or for cons umer expenditure goods. This 
index. grow less rapidly than the GNP def l ator , so the bias f"!•om using the 
GNP defl ater is i n tho same direction n:; that re~ultine from the transfer 
component of ~tate and local government cxpcndituroz. 

5Sol omon Fahrlcant , 'fhe Trend of r.ovcrnmcnt f\ ct jvlty in the United 
Statco S~ ncc 1900 (New Ynrk: National Uurenu of t:conomj c Rcscuc•oh, 1952). 
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urbanization, and density. The elasticity of income coefficient for the 

period was calculated to be . 9, holding other factors constant. This 

implies that state and local government expenditures would increase as 

income rises, but at a somewhat slower rate. Urbanization was also found 

to be positively correlated wi tl1 expendi turcs, wh.tle density was inversely 

related . 

A shortcoming of this type of statistical analysis is that there is 

often high cor~elation among the explanatory variables, for example , in­

come and urbanization. As a result , it is difficult to idP.ntify the net 

contributions of the explanatory variables separately from one anot her 

with confidence , and important variu..bles no t included but col'rela tcd with 

included variables (such as education l evel which is often correlatc:d 

wit h income) can also result in incor!'cc t conclut.i o11s . This reduc:cs the 

uppltcability of the results to spcc:iflc si.tuiltiono such as an analy!:i~; 

of Alaokan expenditure's . 

This cursory i~cview has s hown thut there ha:; been n ::d gni!~icant 

growt lt iu government expendit urcc a~ n p"rcentc:igC! of CllP over thi.s c ~n­

tut'y . S tntc and local govcrnrnen t taJ...cn top.c L11 m• , however , have gl"ow 

much more slowly t han the federal eovcrnmcn t and i n real t'et•11:.; , dcfl,1 t cd 

to account f ol' .inflatj on , the pcl''Ccn taee of output accoun tctl for by 1 ta tc 

nnd local eovc1•nmcnt hue i~crnulnccl fa trly co11r. l:ant s focc the l 930~c;. 
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A. III. Alaska Historical Public Expenditure Patterns 

The historic pattern of Alaska state government operating expendi-

tures is detailed in Table A.2. Total expenditures have increased from 

$37 million in fiscal year 1960 to an estimated $893 million in 1977. 

This represents an annual growth rate since statehood of 21 percent . 

The increase from year to year has been calculated, as well as the per-

centage increase over the pl"eV .tous year. Examination of this percentage 

increase from year to year indicates the existence of several distinct 

periods of expenditure growth which show great variatio~. In 1964 expen-

diturcs were 2 percent higher than the previous ye.:ir, whi.le b 1971 they 

were 59 percent higher than in 1970. 

Shortly after stat ehood , expenditui~e erow th was rapid because a 

need wa~; felt to devclo social overhe.:td capital ac a prerequisite to 

pl"l v.:tte economic <levelopr:ieut . The source of fund:; fot' theta: expendl-

ture:J was the fedcro l tran:Ji tional eran ts provided to get the new state 

on its feet . Unforttmatcly, a lur•nc portion of t he transitional g1"ants 

\W3 ::ipcn t on pro(,rrums prev low:: ly funded l>y the federal government before 

};ta tehoocl. 

The trans.i tional v."ants were available for only " few ycal"!; and 

alt:ornativ · revenue ~out'CCG clicl not develop to replace the gap left 

whon tho~<' gran ts were :.:pen t . A~ d r esult , t .:1x l11croascs in the early 

HIGOr; wct'o neccs~c1ry to keep the 1 cvel of 3tatc c>:pcn<li tm'oG groHine 

from yc.n' to yc"rt' . 6 

Gccorgc H. Hoe re , Tile: l'lrt m~1.: of Aliwkc1 ( \fo:1ll . I>. C. : Rc:;um·ce~ fot.• 
tlic ru1·11ru , 19G~), pp . .Lao-no . 
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Educat ion 

$ z 

1960 

1961 
19G2 
1963 
19b(· 
1%'.i 

1966 
1967 
1~~$ 

.!.9·',!J 
197:> 

l 9i l 
1972 
1973 
1974 
!975 

J 976 
1977 1:•1tim.1tc 

~nnunl Crowth Rnt~s 

33.0 
31. :1 
33.6 

39.9 
1.5. 6 
52 .0 
C.3~ 
84. 9 

11 8.0 
155.3 
175 . 7 
193.8 
:?21L 7 
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Ov<:r :1tl Crowell r.'.ltc 197. 
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1 969- 1 ~76 25% 
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Table A.2. 

State of Alaske Operating Expenditures by Function 1963-1976 

Social Services 
$ z 

7.4 9.2 
ll.O 9.7 
8.6 9.7 

9.1 9.1 
9.9 S. 7 

ll.4 8.8 
14 . 5 b"~ 
19.8 10.0 

39.6 12.6 
1,4. 9 12.3 
53.7 12 . 7 
61.5 12.8 
65.0 10.9 

59 . 11 11.5 
97.5 10.9 

207. 

27% 

12% 

(Million $) 

ilenl t h 
$ z 

5.8 
&.Z 
6.6 

7.0 
., • 6 
8.0 
R.O 

10. 9 

l3.5 
l.3.3 
n. 1 
·21.6 
34.G 

1,1,. 11 

52.0 

17% 

26% 

67. 

7. 2 
'/ .b 
7. 5 

7.0 
6.7 
6.2 
5.3 
5.5 

'• · 3 
3. 6 
5.4 
5.1 
5 .S 

5. 7 
5.8 

Nn tural Resources 
$ % 

6.5 ·s.1 
6.2 i . 6 
6. 1 6.9 

/ .11 7.4 
8.5 7.5 
9.5 7.3 

10.7 7.0 
15.5 7. 8 

19.5 6.2 
21..0 6.5 
23.3 5.5 
27.6 5.7 
36.2 6.1 

118 . (j 6.2 
58.0 6.5 

9% 

Public Protec t ion 
$ 7. 

l.l 1.4 
.a l.v 

1.4 l.6 

1. 7 l. 7 
1.9 1. 7 
2.3 1.8 
2. 6 .!.:1. 
3.0 1.5 

5.0 1.6 
6.1 l. 7 
7.0 l. 7 
9.11 1.9 

13.8 2.3 

18.l 2.3 
20 . 3 2.3 

23% 

297. 

15% 
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A.III. Alaska Historical Public Expenditure Patterns 

The historic pattern of Alaska state government operating expendi-

tures i s detailed in Table A. 2. Total expenditures have increased from 

$37 million in fiscal year 1960 to an estimated $893 million in 1977. 

This represents an annual growth rate since statehood of 21 percent. 

The increase from year to year has been calculated, as well as the per-

centage increase over the previous yenr. Examination of this percentage 

increase from year to year indicates the existence of several distinct 

periods of expenditure growth which show great variation . In 1964 expen-

diturec were 2 percent higher than the previous year, while i n 1971 they 

were 59 percent higher than in 1970. 

Shortly afte1., statehood, expenditure erowt h was rapid because a 

need wa~ felt to develop social ovcrhc;:id c;:ipitctl as a prerequisite to 

private economic development . The source of f unds for these expendi-

ture::; was the federal trancitional grants r• 1vided to get the new state 

011 its feet . Unfort unately, a l o rec portion of the t1~ansi tional grants 

uas spent on p1.,oerams previous ly fun<led by the federal government before 

statehood. 

'fhc transi t i onal grants were available for only rt few years and 

alter native r evenue ~ourccs did not develop to r eplace t he gap left 

when t hose nran ts were ~pent . A~ a l'csult, t ax i ncreases in the early 

19G0s wet•e nece::;sary to keep the l evel of st ate expenditures groHing 

from yc.tl"' to yeut". 6 

(;George H. Roner c , The r uture of AlciSkci ( Ha~h . D. C. : Resource~ fot~ 
tlte run1l"c , l9G 2) , pp . 180-220 . 



Table A.2. continued 

State of Alaska Operating Expenditur es by F~nction _1963- 1976 

(Million $) 

......._ FUNCTION Administrative Increase Over 
........ of Justice Develop.nent Transportation Cencrnl Government Total Previous Ye:ir 

~ ..... 
!~ ·\_R __ •. ~ s % $ % $ % $ % _j_ $ 

.., ,, 

1960 36.6 

1961 51.11 14.3 38.5 
1962 63.2 11.S 23.0 
1963 5. 3 6.6 .4 .5 13.4 16.7 4.8 6.0 80 . J 17 . 1 27.0 
1964 6. 7 8.2 . 7 .9 17.0 20.7 5.2 6.3 82 . l 1.8 2.2 
1965 ; .o 7.9 .7 . 8 17 . 9 20.3 5. 6 6.3 88.4 6.3 7.6 

;1> 
I 

1966 7.5 7,5 . 9 .9 19.5 19.4 7 .·5 7.5 100.5 12.1 13 . 7 I-' 

1967 9. 0 7.9 1.2 1.1 21.3 18.8. 8.6 7.6 113.6 13. 1 13.0 -:i 

1968 9. 7 7.5 1.3 1.0 25.3 19.6 9.9 7.7 129.3 15.7 13.8 
1969 12.1 8.0 1.1 .7 29.7 19.5 12.6 8.3 152.1 22.8 17 .6 
1970 l<i.6 TI 1. 7 ~ 36.1 18.l 18. l 9.1 l99.0 4&.9 30.8 

1971 21.4 6. fl 15 .0 4.8 44.4 14.l 39.3 12.4 315.8 116.8 58.7 
1972 26.2 7 .). 17.0 4.6 56.5 15.4 23.3 6.4 366.5 . SD.7 16.1 
1973 29.l 6.!l 20.0 11. 7 62 . 8 14 .. 9 27.7 6.6 421.8 55.3 15.l 
1974 35.0 7.'.J 21. 7 '•. 5 70.11 14.6 35.3 7.3 /182 .3 60.5 14.3 
1975 47 .5 7.9 40.5 6 .8 90.8 15.2 40.0 6.7 597.6 115.) 2).9 

1976 59.5 7. 6 37.0 4.8 101.8 13. 1 51.4 6.6 778.9 Hll.3 30 .3 
1977 Estimate G9.3 7.8 43.l 4.8 122.3 13. 7 . 56.7 6 .11 892.6 113. 7 14.4 

Annual Growth Rntes 

Overall Growth Rate 20% t,Qi, 177. 19% 217. (1960 to 1977) 

Sinc:o t'rudhoc 
1969-197& 2117. 58% l 97. 21% 257. 

llo r 0 re l'rutlhoa 
157. 18% 14% 17% 171. (191i0 t{' 1%9) 

11% (1%3 to 1%9) 

------ - -



In the latter 1960s, there were signif ..... cant increases in the level 

of federal grants-in-aid, particularly in the area of transportation , 

and this allowed the annual growth rate to increase to over 13 percent 

until the bonus lease sale at Prudhoe Bay in late 1969. 

Since that time, the change from year to year has been er•ratic, 

going from a high of 59 percent .in 1970 to a low of 14 percent in 1974 . 

If any pattern is discernible in the aggregate figures, it is that ex­

penditure level increases have been higher when revenues, expectation 

of revenues, or population increase is high. The average annual growth 

rate in expendi tUl~es since the Prudhoe r iy lc?ase sale has been 25 per­

cent, uhile the ave1,age for the period since statehood and before the 

sale was 17 percent. 

Table A. 2 also p1,esents a functional brc?akdown of state expenditures 

from 1%3 onwai,d. The most striking observation from this breakdown is 

the fact that t he percentage of the state buclget eoine to ench of the 

nine functional categories has remained fairly stable over tl1e historic 

pc1,fod i n !:ipi te of the rapid grow th rate of total expend:i tures . The 

education budget , for cxalilple, has fluctuated between 37 percent and 

112 percent of the total wi tll no ob::;ervablc t1•cnd , either before or afte1, 

the Prudhoe B.:iy lease sale. 

Since the education budget makes up s uch a large perccntacc of t he 

total , ouc could argue thilt it, to a luree e>:tcnt , determine:.> the growth 
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rate: for total expenditures but the same pattern applies geuerally with 

minor variation. Before 1969, the health and natural resource budgets 

grew considerably slower than the average; while public pr·otection, ad­

ministration of justice, development, transportation , and general gov­

ernment increased thei r shares . Sine~ 1969, the percentage increases 

have come in the areas of social services, health, and development. 

Thei social services budget jumped I'elatively in the early 1970s but 

has ·declined in recent years. The health budget, in contrast, lost out 

relatively in the early 1970s but has been increasing its share recently. 

The development budget has zho\m the l arges L increase, mainly because of 

the advent of municipal revenue ::;ltarinn in the early 1970::; . The trans­

portation portion of t he budget was at a mmdmum in the early and mid-

19GOs and has been Oll the decline evcl:' ::;in cc. TJ,i::; reflects the large 

reliance of this portion of the budget on federal wants-in-aid . Genet'al 

government :i.ncreased dramatically irl the years :i.mmedi.::itcly following 

1969 as a t'esult of the advent of new progratns. In later years , us 

these proerams matured , they moved .into the other f un-::tional categories 

and eeneral covernmcntal share of the total l"cturned to i ts previous 

level. 

Th i.L f unctl011ul expenditure anulys i~ indicates that the gi~owt h in 

state government expenditures has occur?"cd in all catccoric:!s . ln addi­

tion, tho f unction.:il nrO\·rth s incc 196£1 ha::: not been purt.iculm.'ly b.ia:::cd 

Hi th reopcct to any cat eeor:i.en cxccp t tow~11~c1 local tl'a11r:fcrs in the 



development bu.dget and away from transportation. Thus, any "b.:tcklog of 

felt needs" at the time of the Prudhoe Bay lease sal e seems to have been 

either a generalized feeling, or else "felt needs" in some functional . 

areas have been balanced by "compensating growth" in other areas . 

Tabl e A.3 shows the relationship between total state government 

operating expenditures and those accounted for out of the general fund . 

There appears to have been no pattern of change over time in the ratio 

pf general fund to total e>:pendi tures. Also included is a ca°lculation 

of the percentage of total state operating expenditm'cs accounted for 

by federal gr•ants. The period immediately after statehood was when 

federa l &,rrant budget contributions were the highest percenta~c . Since 

that time , thc1~e has been a consistent decline :in the percentage of 

expenditures financed by federal tr:,nsfers . In contrast to 29 percent 

in tho peak year of 1961 , in 1976 the percent.JGC was 11 pet'eent. 

A more detailed anal ycis of total state opcratine expenditures i s 

provided i11 'f .:iblc A .11. S.tnce 1961, to tJ.l opcratj ng cxpcndi t urec fo ­

c10casod appro.·imatoly 20 percent a n11u.1lly . Netting r,u t; un annual popu·· 

l atlon i nc1•e.:we of nc.:ir>ly 11 percent reduces the l'·:1(C of i ncrea::ic :in 

expond:i t ur-o:: per• cnp:i t.:i to J.5 . 5 perccn L. 

l f tho real per cap L ta m.:pcncli. turc .f Lguru fop Al..i:;ka fo <lc fla tcd 

by t ltc Anchorage Con:..:um111' pr l ee inclc.:>: , t1 1 • 1·cnl expcndi:t u1'c f\1'.'0Wtlt rutc 

per cup i Lil bccom • .:s 11 pcrccn L . Thlc i :.• a l\rtc of grow th mort: than 
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TABLE A. 3 

ALASKA STATE GOVERNMENT 

ANALYSIS OF BUDGET 

COMPOSITION 

General Fund as 
State Operating a Percentage 

Year Expenditures of Total 

1960 36.6 70 

196.l 51.4 71 
1962 63.2 71 
1963 83.3 76 
19611 116.2 70 
1965 98 . 9 75 

l96G 109.9 75 
1967 123.3 111 

1960 lllll. 9 73 
1969 177 . 5 ·; 11 
1970 22G.l 72 

l.971 332 . 8 78 
1972 377 . 3 '/5 
1973 11 35 . 3 71 
19'7ll 11 96 . 3 73 
1975 613.3 711 

1976 778. 9 73 

Source: Stnte of Alaskn , nudcet Docutno~, variou~ i~suc~ . 

Federal Grants 
as Percentage 

of Total 

26 

29 
27 
19 
20 
17 

21 
21 
21 
21 
21 

lll 

18 
16 
17 
15 

11 



' TAl.ILE A.4 

STJ\TI:: OF i1Ll\SKJ\ 

OPERATING EXPENDITURE A.~ALYSIS 

Im2lic:it Price Dofliltor 9 

Anchorage Ronl ·.Roal Rcnl Stntc 

Totnl EX{ll1ndi . Consumer Expcntli. Porsonnl Per so11nl Ex/Income r. . Por:;on.11 

Operating per Price per Income Income Rc.il Loc.il Coru:w,pt ion 

EX?Cm?irurcs l Popul;ition 2 C.ipitn 3 Index 4 Capita S (Million 6 l'cr Cnpita 7 Per C.ipita 0 Gov't. Expc!'lditurc:; 

~ (!~:.!.lion ~) ('!'housar.d) ($) (1967•100) (1967 $) 1967 Sl ($) ( \ ) (1958ul00) (19 50 • 100) 

:961) 36.& 226. 2 162 
10 5 .9 102 .9 

l 901 51. 11 23 6 . 7 217 92.3 235 705.6 2981 8 109.4 103 . ') 

19o2 6j .2 242.8 260 92.S 281 7 31J • 2 3024 9 113. 2 1011. 9 

196 1 20 . 3 249 . 9 321 93.l 34 5 762.9 3053 11 116 . 3 lC!i .l 

HG-i E2 . l 2 53 . 2 3211 93. 4 3 47 053 . 8 3372 10 119 . 3 107 .11 

! ')~ sci .11 265 . 2 3:i:: '}!;. 2 3 511 917. 3 3459 10 123 . 2 lOil . 9 

' t." • H.c.5 271. !j 370 97.9 378 9511. 3 35 15 11 129.4 lll . s 
- • • o 
l S~ 7 1 13 .~ 277 . 9 409 100.0 llQ9 1042.2 37:i0 11 136 .11 11•1. 4 

19(.9 12C: . J 284. 9 4 5 4 1 02.6 4113 1097.0 3853 11 1 114 . 7 llB.5 

1 969 '!. :.i: . l 21)11 . & 51& 105.9 1107 1195, 11 11050 12 153.6 12 3 . 8 

mo IT-I' TIT.Ii !i 58 109.6 600 l3lli.3 ii3'53 I4 lli4 . 6 DD 

- ·.7 !. .. : '.i • >l 312 . 9 1 00 9 112 . 9 094 1395.2 44 5 9 20 17=> . 0 141 . 6 

: ~ ; :! ) :...o . ~ :!~'·. 6 1128 115 . 9 973 1500.5 4G20 2l 183.? l l ; (j . l 

_ _ 73 L. ::L & 3 30.6 1276 120.0 1063 1670 . 0 5051 21 1%.6 151. . 1 

• r .... , i.. ei: . :J 351. 2 1373 l:l3 . 9 1025 1793 .9 5100 20 218 . 0 l '/C. a 
- .J ' .. 

~ <) I~ 5 9 7 . & 11011. G 11177 1 52 . 3 970 218~. 5 5394 lB 237 . 8 i e 11 . s 

~ '.~ 7 1) 7'/e. i:i 413 . 3 1 865 164.l 11119 232 1. 8 5610 20 25'+ . 1 1 9 :!. \J 

: :i1·o n :. 9"1:? . ~ 

~.:tr ,,; 
: ~c: r '!~~:J\? 

Hr.1 - n 19.H7 3. 79 15.S 3 . 91 11.16 a. 26 4 . 32 5 .78 4 . 2!:. 

:! . : ~'.!' e.o:l..il thr~1 19'/( t hen Sta l e o( Al'1ckn c:iti:Mt:cn l'.>G=1 Crom U. S. Conuua. 

~ . 

s. 
c. . 

c. s . u~p:. o~ L.l~or, Uur c l1U o! ~bor ~tntlr.tics . 
Col u::i!l l / Co ~ urm .: 
1•c:-::o r .• il "nc:ir.io tal'.on !ror.1 u. s. O..ifl.lrtr.ont o! Co!Mlt: rco, nurcnu oC t:cono:nic lln.:ilyais , dofliitod by J\nchora90 concumcr price indax. 

!\.W n1i;J•l l.. 7. 
:1 . 
o. 

Cul U."\11 :>/~ol l!l~n 7. 
u. s . D<it>t. o! CO.':'..T.Or co , Duron•1 o! ~conot1ic N 1i\ lyaia . 

--------,--- ----- - - - -------- - - -
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2. 5 times faster than the growth in r•eal pe1isonal income per ca pi ta' over 

the same period which was 4 percent. 

As noted previously, the consumer price index probably underestimates 

the increase in the cost of delivery of public goods and servi~ ~ because 

productivity gains in those areas do not occur as r apidly as in the pri­

vate sector. Comparison of the implicit price deflator for state and 

local government with that for personal consumption expenditures over 

the same period tends to support that contention. The price deflater 

for personal consumption expenditures, a close proxy for the consumer 

price index, increased at an annual r.ate of 4 percent, while the price 

def lat or for s tat e and local government grew at a 6 percent i 1ate. De­

f lati on of state oper a t i ng expendit11res per capita by the implici t price 

defl at er for state and local government would r esult in a ca l culated 

growth r at e in rl:!al expendit ures per capi t a closer to 9 per cent . This 

i s onl y s light ly mor e than t wice the i 1 at e of grow th of r eal income per 

capita . 

/\ ... a pe1•centage of income per capita , ::;ta tc cxpcndl tu res have ::.hown 

an i n tc1'ccting pat tern . ln t he per•locl before 1970, thc11e was 1.,rrowt h 

f-rom 8 percent to 12 percent of i ncome i n the form of s tate e:-:pendi t uros 

in a fail~ly steudy foc hion. ln the t wo year~ between 1969 and 1971, 

tl1e r atio incrca~cd 67 per cent to 20 percent. Si nce 1971, t ho per cent ­

aec: ht.is hoverer' a t 20 pcrccn l . 
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Table A. 5 compares Alaska state and local government expenditures 

with national averages. Examination of the ratio of total per capita 

expenditures in Alaska and the u .. S. shows that Alaskan expenditures 

have indeed grown relatively more ~apidly than the national average; but 

during the period from 1963 to the present , the increase has not been 

large . In 1965 the ratio was 2.4 and in 1974 the ratio had increased 

to 2.66. 

The ratio dif fers significantly among the functional categories . 

In the l argest identified category , education, the ratio has increased 

signi ficantly cons istent with ove1"all growth . 'fhis has not been the 

pattern in the other categories , however . The ratio of highway expendi­

ttires in Alaska is about 3.5 times the national average and was that way 

in 19G3 also . In t he interim, i t was as high as 6 t imes . Public welfare 

expenditures had a ratio of between 66 and 81 percent of the national 

average until 1971 when they jwnped to l. 05 percent. Since t hat time , 

they have remained close to t he notional avcl:'at:;c. llcal t h and hospi ttil 

expenditures have shown a random variation around and clo.e to the na­

t i onal average . Tl·'l largest l"atio in l"ecent years hur. been in the un­

idcn t if ied category , where i n 1974 it wa::; 3. BG . Thfo category ha!> shown 

alrno::;t continuous growth nincc 1963. 

Table A.6 s hows that t l1 c r atio of combine 1 ctut · ond l ocal cxpendi ­

t uC'c:J to per::;oncJl iucomu in /1lacka rcln Liv ' to the U.S. averuge Jn creased 

sub::tantially s ince 1963 . ln that ycur, t he rntj o wus l.G'l and uy 197•1 
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Direct G<r~ral. l:~:p~:-idi tura of 

S tel tc & LO cell Gove:rnmen ts 

Alasl:a and The U. S. lwcrage 

($ Per Coplt.:i.) 

Hcnlth 
Public and All 

Year Total Educat.i. on Highways ~'Jel.f.arc Hospitals Other 

1963 Alaska ' 670 210 210 23 32 195 
iJ. s. 344 127 59 29 25 }. 03 
Ratio (1..95) (1. 65) (3.56) ( .79) (l.28) ( L 89) 

1964 i\laska 
U.S. 
Hatio 

1965 1\laska 928 247 326 26 29 298 

I 
U.S. 396 149 63 32 27 113 
Rc1tio (2. 40) (l.65) (5.17) ( . 81) (l.07) (2 . 63) 

1966 Alo ska 923 2"/6 273 27 2£! 319 

I 
U.S. 423 170 6 5 35 30 123 
Ratio C2 .18) Cl.62) ( 4 . 20) C.77) ( . 9 3) C2.59) 

1967 Alaska 1191 309 440 35 32 374 
ll. s. 4 72 192 70 42 34 135 

I Hatio (:! . 52) (1. GO) (6. 28) (.OJ) ( . 9 4) (2.'17) 

1960 1\laalrn 1203 319 345 35 36 467 
U.S. 512 206 72 49 30 ltl 7 

I 
Rutio C2. 34) (1.. Stl) c 4. 79) c. 71) (. 94) CJ.17) 

1%9 Alaska 1216 390 24 7 40 42 497 
U.S. 578 2311 76 60 42 166 

I 
natio C2 .10) CL 66) c 3. 25) C. 66) CL 0) (2. 99) 

1970 ,\] ar;k a ). 35 0 '139 25 4 51 40 %6 
ll. s. 646 25 9 Bl 72 40 106 
Ratio C2.0 0 ) Cl. 69) c 3 . 13) (. 70) (. 83) c 3 . 04) 

I 1971 /\l<i nlrn 1829 643 326 93 63 702 
U. S . ·131 208 88 80 5 4 212 
na t io (2. 50 ) C2. 2 3) (3.70} Cl.OS ) CL16) C3. 31) 

I 1972 i\lnskn 21'17 728 389 105 62 863 
ll. s . UOl :112 91 101 62 236 
Ha t:io (2. 60) (2 . 33) (4 . 2·11 (L03) (LOO) CJ.65) 

I 1973 Al uslrn 2J76 067 3fl4 122 63 94 0 
U.S. 063 332 89 117. 66 26·1' . 
!~o tio (2. 75) C 2. G l) ( 4 . 31.) CL09} (. 95) (3.55) 

19'/4 f\hink (I 25 01 82'/ 34 5 l 20 74 1135 
U. !:i . 940 3!i9 ~4 ll'/ 75 294 
nat.io (2. GG) (2. JO ) (J.(i'/) (l. OJ) (. 'J!)) (J. !IG) 

Bou r ec : U. S. 13C!~-o( Cornmn re~ , n11roilu of Co ns us, St 11ti s Li col 
~~s_t· , v •• rl ouu 111nuco . 

I 
I 
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DIRECT GEUERl•L t>:1>;~t:Ol'1UR1:: OF 

S'l'i\ 'l'E & LOCll L C:O\' F.R."IMEN'fS 

.l'<L.l\S!'1\ 11.~D TllE lJ. S. AVERJ'\GE 

($ Pl:R $1000 01' Pr.llSO:tl\L ltlCOME) 

I 
All J,occll Heal th I 

General Totnl Education Pub lic & I 
Year E>:eendi . Educ ation Onl~ H i<thwa~s Welfar e Ho so. 

1963 J\lnsk a 236 74 5 4 74 8 11 I 
U.S. 141 52 41 24 12 10 
Rn ti.o (l. 67) (l. 42) (1.32) (J.OB ) (. 6 7) (1.10) 

1%4 J\lnskn I 
U. S . 
Rn t.:io 

1965 /\lirnl:n 301 110 57 106 B 9 I U. S . 15 2 59 45 24 12 10 
na t:io (l.98) (l. 35 ) (l.26) (4 . 41) (. 66) (. 90) 

1%6 J\lask n 294 BU 54 07 B 9 I U. S . 155 6 2 4 ., 23 12 11 
Ha t.:io (l. 89 ) ( l. 41) (1.14) ( 3 . '/8) (. 66) (. 01) 

196'/ J\ l a s l: u I ll . s . 
Hu t: i.o 

1960 J\l.a ol:a n ·1 06 61 94 9 9 

I U.S . 163 65 46 23 15 12 
nat:jo (2 . 00) (l. 3?.) (1. 37. ) (4. OB) (.GO) (. 75) 

1969 /\ l ti !ll : I\ 302 9·1 63 61 10 10 

I U. S . l. 71 69 49 23 10 12 
n11 t: i o (1. ·1 6 ) (1. 40) (l . 34) (2 . 65 ) (. 55) (. 33) 

19 ./0 /\lnskn 32 4 105 79 61 12 10 
U. S . 1 76 '/ l 50 22 20 13 I Hn t.: i o (l. O•I) (1.47) (l. Sil ) (2. 77) (.&O) (. 76) 

l !l 71 /\l n!lkn 
\I.~. I Hn LJ o 

l 9 "/ :! J\lno~a tll"/ 14 2 75 :!O 12 
U. S. l "/O G!l 20 23 1 4 

I n11t.:j o ( 2 . 34) (2 .06 ) c 3. ·1s > c .11 ·n (. 06) 

19"/3 /\ l 11 ck .1 tl OO l ~O 60 20 1 0 
ll. s. l"/ O ·10 20 ;> 0 10 
lln t: .lo (2 . J S ) (2 . Jtll ( 3 . 00 ) ( t. oc» ( 1.00) I 

1974 /\l t1uk11 JGJ J 20 50 l 0 11 
u. ~; . J"J :! <i G l"I ill 1 tl 
Ill\ l: l 0 C:L l l} ( l . 0 ;> ) ( 2, 'ltl ) (. 06 ) . (. 79) I 

!lo 11 r cc1: \ i:':-;-:-J)C!\t-ci r Ucp I of t:nrnmo 1 cc•, 1111rc·1111 o ( t:t•fU111J I S l il L lsl. ic.::!J.. 
!!_l~~·l_ , v 111 lnun l r. r.111111 , 

I 
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it had increased to 2 .11. Interestingly, in 1968 it w .... .> already 2., which 

reflects not only the fact that the U.S. average expenditure level as a 

percentage of persona~ income \·1as increasing rapidly over the period but 

also tha.t the very rapid growth in Alaska in stat~ government expenditures 

as a function of income has been partially offset by an apparent slow 

growth in expenditures a l the local level. Expenditures in all indicated 

.categories, with the exception of highways, appear to be more income 

elastic over the period 1963 to 1971~ than the U.S. average. 

For highways, one can identify a decline over time nationally in 

expenditures as a percentage of income , while fol" Alaska no trend ls 

identifiable in the significant year-to-year fluctuations. For total 

education, there seems to have been a significant increase in the /\l;.islca 

marein in the early 1970s w.i.th Aluska now spending t wice the national 

average on education when adjusted for perconal income. In contrast , 

public welfaL'e rnd health and hospital cxpend:i.tures ur•e con:J:i.derably 

less than the national average, a lthough public welfare expenditures 

have i ncreased nubstantially since the early 1970s. 

'l'o summarize these patterns of growth, fl few general conclusions 

Cun be ::;tuted . First, the majority of tho rapid growth in government 

in thio century appears to have been generated by increuses in two areas 

of federal c:xpenditures--military and t1•ansfcr progt'ams . Over the lust 

110 year s , s tate und local covernmen t h~1s l ncrea:;;ed more rapidly than 

po1'sonal income. This hue resul t:ed in a larcer shor e f or state and 



local government but when corrected for productivity growth, governments ' 

share appear fairly constant . 

State expenditures in Alaska have grown rapidly since statehood by 

all measures . At the same time, expenditures have been rapidly increasing 

in other states so t he Al aska differential , t hough rising, has not in­

creased as much as might have been expected. There has been no average 

p.1riod of growth since statehood but rather several distinct periods of 

very different growth rates basically determined by revenues available 

and population and income increases. In spite of this growth , Alaska 

spends no rnore per capita in some functional categories of expenditures 

than the national average. 
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APPENDIX B 

MODIFICATIONS TO MAP ECONOMETRIC MODEL 
FOF. ANALYSIS OF PERMANENT FUND 

R.I. Accommodations to Simulate to 1999 

Two mod if icatiops were m.•.cessary to allow the model to simulat e to 

t he year 1999. The .first involved extending the exogenous dat a series 

from their previously final year of 1990 for an additional nine year s. 

Most dato Gcrics were trended from 1990 tu 1999, but those which invol ved 

the petroleum sec t or wer e consistent with the assumptions used to· develop 

the variable values for earlier years . These are discussed in more de-

tail in Appendix C. 

The second change involved simplification of the model in several 

r espects to allow the computer to rapidly identify a sol uti on to the 

model at minimum cost . These simpliEications signiEicantly reduced the 

necessary computer time f or each simulation a t v i rtually no cost in 

terms of validity of the model results for the purposes of permanent 

fund analysis . 

The simplifications involved t he substitution of a lagged indepen-

dent variable for its simultaneous value in five equations. The equati ons 

were then reestima ted using the lagged relationship. This reduced the 

model simultaneity and nllowed rapid solution. The equations i nvolved 

determine the number of Alaska taxpayers , Alaska tax deductions , and 

Alusku per::ional exemptions, as well as Feder al personal income tax re-

ce:i.pts and t he gross product dcElutor in the construction sec t or. 



r ~ 

Extension of the simL-.lation period . for the model beyond 1990 intr·o-
1. 

duces a potential problem in terms of the symmetry of response of vari-

ables to changes in independent variables affecting them. In som~ simu- · 

lations, there are substantial reductions in state spending necessitated 

by the depletion of state fund balances. It is assumed that responses 

of variables such as state government employment in such periods of re-

duced economic activity are synunetrical with those in periods of economic 

growth. One might expect some "ratchet effect" preventing a downside 

response identical to the upside; but for t~e purposes of this exercise, 

the synunetry assumption will not limit the value of the simulations as 

long as it is recognized. 

B.II. Treatment of Permanent Fund 

Each year there is a bas:Lc permanent fund contribution (RPFSl) based 

upon petroleum revenues available for contributions (RP7S) and the con­

tributions percentage (PFPEK). 

RPFSl == PFPER~'fRP7S · 

Interest (IPFl) is earned each year on the balance in the permanent fund 

carried forward from the previous year (PFBAL(-1)). The :l.nterest can 

remain in the permanent fund (IPFPF) or be transferred out (IPF) . A por­

tion of this latter amount may become Alaska Inc. payments (ALINC). Any 

transfers not channeled into Alaska Inc. go into the general fund (RIPF). 

IPFl == IF PFDAL(-1) GT 0 THEN PFilAL(-l) 'kRORPF ELSE tPF 

IPF == PAR'f*IPFl 
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IPFPF == (1-PART)*IPFl 

RIPF == IF YR GT. 1980 THEN (1-ALINCPR)* IPFl ELSE 0 

ALINC = IF YR GT 1980 THEN ALINCPR*IPF ELSE 0 

Aft(ir the level of state expenditures has been determined, .a de-

cision is made whether to make an additional contribution to the perman-

ent fund '(PFSUP) or to make a permanent fund withdrawal (WPFSUP) in order 

to keep the ~alance in the general fund (GFBAL) at a desired level. 

PFSJPl -- IF C~CT*RGF99Sl GT E99S-ECPS AND YR GT 1977 THEN 
A*PORT~ON*(RGF99Sl- (E99S-ECPS))+B*(RGF99Sl-(E99S-ECPS)­
GFCUSH) i:LSE 0 

PFSUP =::i IF PFSUPl LT 0 THEN 0 ELSE PFSUPl 

PFDRAIN == IF DRAIN*(E99S-ECPS-~.GJ.i'99Sl) GT PFSUPilL(-1) THEN 
PFSUPBL(-1) ELSE DRAIN*(E99S-ECPS-RGF99Sl) 

WPFSUPl -- IF PFSUPHL{-1) GT 0 AND GFBAL(-1) vr 0. 25*(E99S(-1.)­
ECPS(-l)) THEN PFDRAIN ELSE 0 

WPFSUP == IF WPFSUPl LT 0 THEN 0 ELSE WPFSUPl 

Permanent fund supplements can take several forms which are not 
~ 

limited by those depicted in the equation which determines PFSUPL 

There the supplement can take the form of either a portion of the dif-

f ~rencc between general fund revenues and general f und expend:l tu res 

(RGF99Sl-ECPS) which is the surplus on current account or the difference 

between the surplus on current account and on incrcmentul cushion amount 

to be retnlned in the genernl fund (GFCUSll) . 

A permanent fond withdrawal (WPFSUP) into the general fund would 

occur if tl1crc were a deficit on current account and iE there were· not 



sufficient fur1ds in the general fund to cover the deficit and at the 

same time retain sufficient general fund balances for normal operat:l.ons. 

Permanent fund withdrawals for operating expenditures can only 

occur from supplemental balances previously deposited, but not from 

basic contributions. Thus there are t hree permanent fund balances at 

any time, T~~ere is first the balance in the fund from the basic per­

centage payment (PFlBAL). The second component consists of the amount 

of accumulated .interest and any net supplemental payments to the fund 

(PFSUPBL). 'l'he sum of these two is the total in the permanent fund at 

any time (PFBAL), The change in the balance from year to year is also 

calculated (PFBALCH) . 

PFlBAL = IF YR EQ 1977 THEN 2.l• ELSE PFlBAL (-l)+RPFSl 

PFSUPBL r- PFSUPBL(-l)+PFSUP-WPFSUP+IPFPF 

PFBAL c: IF YR EQ 1977 TllEN 2.1• ELSE PFHAL(-l)+RPFS-HPFSUP 

PFBALCH "'= PFBAL-PFBAl .. (- 1) 

This me thod of handling the permanent fund lias two interpre tations . 

The first would be that supplement!ll permanent fund contri butions would 

not be subject to the name limitations on withdrawal us the basic per­

centage contribution, Alternatively, this treatment i s equivalent to 

putting funds in excess of current needs in an account where, because 

the funds will not be immedia t ely called upon, they cnn cnrn a somewhat 

hlglat:r return than thos e remaining in the gcnern l fond. 
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fund revenues are caJ.culate.d a secc•nd time , after account-

ing for any supplementary additions t o the permanent fund or with-

drawals from the permanent fund t o equate rev~nues and expe~ditures 

(RGF99S). Finally, the general fund balance is calculated (GFBAL) as 

well as the year-to-year change in the general fund balance (GFBALCH) . 

RGF99S = R99S-RPFS- RSFS+WPFSUP-RRDF-ALINC 

GFBAL = GFBAL (-l)+RCF99S-E99S+ECPS 

GFBALCH == GFBAL-GFBAL(-1) 

The t otal permanent fund contribution is calculated (RPFS) as is 

the present value of future petroleum related r evenues (PVRP9S) which 

may serve os an indicator of tl1e f uture revenue expectations of the 

state. Future revenues arc deflated by one plus the social discount 

r a t e (SDR) . 

RPFS ' ~ RPFSl+Pl:'SUP+lPFPf' 

.PVRP9S ac: (RP8S (l)+RPBS (1)) /SUR+(RP8!: (2)+RPI3S (2)) / SDR1h'c2+ 
(RP8S (3 )+Rl>HS (3)) /SDR•"*3+(JU>8S ( 4 )+RPUS (/•)) / SJ)Rl'0 'r4+ 
(RP8S (S)+RPBS(5))/SDR**S+(IW8S(6)+RPBS (6))/SDR**6+ 
(RPBS(7)+RP8S(7))/SDR**7+(RP8S(8)+RPBS(8))/SDR**8+ 
(RPl3S(9)+RPUS(9))/SDR**9+(RP8S(lO)+HPl3S(l0))/SDR**l0 

Alas k11 Inc. payments (ALINC) become un added component of per sonal 

income that is not tnxed ot the fcdcrul or s t ,'lte levels. Disposable 

personnl income per capita is a factor detcrminin;?, net migration t o 

the state , but Alaska Inc . payments ore n.ot :l.ncluclcd in a component 

of disposnhlc personal .lncomc for this purpose, j ust us native claims 

pnymcnts urc excluded because new m:Lgran t s could 11ot uc recipients of 

monetnry bcncf lto und er e:Lt hcr of these i.ncomc trnnsfor p.lons. 



B.III. Treatment of State Exoenditures 

State expenditures are modeled in three different ways correspond-

ing to t hr.ee basic notions about the process by which budgetary deci-

sions are reached. 

B. III.a . Growth of Expenditures as a Function of Available 
Revenues and Historical Determinants 

In thic formul~tion, srcwt~ of st~tc opcr~ting e~pcnditurcs by 

functional category is a function of both a demand variable--personal 

income per capita--and a series of supply variables which include not 

only the present level of state government revenues, but also the level 

of balances available for spending in the general fund. A typical equa-

tion would be as follows : 

LOG(EEDSl/POP(--1)) = EX:lA+EX113*LOG(RGF99Sl-RFDSN- EXDSS+PTTRANS* 
RTPL) ,~PBDUH+EXJ.Ci'•LOG ( RGF99 Sl-RFDSN-EXDSS) + 
( EXllH·EXlC:) tc~lYOPIA*LOG (GFBALl (-J.)+EXSUM)+ 
EXlD*LOC(Pl/POP) 

In tl1 is equat ion, education expenditures per capita are a function of 

state reventtes net of federal transfe rs and debt service, personal in-

come per capita, and the general fund balance . The relationship be-

tween revenues and expenditures changes af tcr the Prudhoc Bay lcuse 

s ale . 

In the ca1. °'.t a:L expenditure sC!ctor , the real per capita growth 

rate (GRCEXP) is set exogenously fo r each of four categories of capital 

cxpun<li t urcs--gencral fond highway expenditures (GFCPll l) , bond-funded 

higllWay expenditures ( ECPSllYl) , gencrul fu ncl non-highway cxpend:lturcs 

(GFC'PNlll. ), and bond-fund ed non-highway expenditures (ECPSNHl). 
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, . 
GFCPHl = IF YR LT 1979 THEN GFCAPHX ELSE GFCAPHY{- l)*{POP{-1)/ 

POP(-2)-l+RPI(-l)/RPI(-2)+GRCE.xl')-C.:SAV2*SAVS 

ECYSHYl = IF YR LT 1979 THEN ECPSHYX ELSE ECPSHY{-l)*{POP(-1)/ 
POP(-2)-l+RPI(-l)/RPI{-2)-K;RCEXP)-CSAV3hSAVS . 

GFCPNHl = IF YR LT 1979 THEN GFCPNHX ELSE GFCPNHY(-l)*(POP(-1)/ 
POP(-2)-l+RPI(-l)/RPI(-2)-K;RCEXP)-CSAV4*SAVS 

ECPSNHl = IF YR LT 1979 THEN ECPSNHX ELSE ECPSNHY(-l)*(POP(- 1)/ 
POP(-2)-l+RPI(-l)/R~I(-2)-K;RCEXP)-CSAV5*~AVS 

In this formulation of the expenditure equations, as in those 

following, allowance is made for the possibility that desired expendi-

tures exceed available state resources so that cutbacks from des:lred 

spending levels must be employed (SAVSl). In all formulations of the 

expenditure equations, the cutback in spending is a function of a short-

fall in revenues on current account in the previous fiscal year (E99S(-l)-

ECPS(-l)-RGF99Sl) if the shortfall cannot be accommoclated by a general 

fund balance. 

SAVSl = IF GFBAL(-1) I:r GFUAL(-2) OR GFUAL(-1) LT O. 25i'c(E99S(-l)­
ECPS(-l)) THEN SAVX-TAXCHPC*TT*QREVQ+ADJ*(E99S(-1)-ECPS(-l)­
RGF99Sl(-l))*(l+(E99S(-l)-ECPS(-l)-RGF99Sl(-l))/ 
RGF99Sl(-1))**1.l ELSE SAVX-TAXCHPC*TT*QREVQ 

Any cutback which must be incurred is spread among all functional operat-

ing expenditure categories and capital expenditure categories throu~1 

.1e parameters CSAVl-5, (This equation also prov:l<les the capability of 

analyzing the impact of a change in the personal :f.ncome tax rate which 

is not compensated for by a reduc tion in &tote expenditures.) 



B.1II.b. Growth of Expenditures Determined by Demand 

In this approach, the growth rate of total state operating expen-

ditures is linked to indicator s of demand and represents setting state 

expenditure growth at some 'target level. 

EXOPS = IF YR LT 1979 THEN EXOPSX ELSE EXOPS(-l)*(POP(-1)/ 
. POP(-2)+RPI(-l)/RPI(-2)-l+GREXS+c*(PIRPC(-l)/ . 

PIRPC(-2)-1))-CSAVl*SAVS . 

In tr.is cqu:'lticn, if GRE.XS is set to zero and C to one; growth i11 nper.at-

ing expenditures will be unitary elastic with respect to real ·per capita 

personal income. Total operating expenditures is tben allocated among 

functions on the basis of the historic ratio. 

Capital expenditures are determined in the same fashion . 

B. III. c. Growth of Expenditures Jointly Determined by Targeted 
Expenditure Levels and Revenue Availabiltty 

In this framework , expenditure behavior is determined by an ex-

ogenously set target rate as before and also by the availability or 

expectation of revenues from petroleum. For example, any increases 

in real state operating expenditures per capita would be based on a 

function of future expected petroleum revenues if D were to take a 

value different from zero. 

EXOPS = IF YR LT 1979 THEN EXOPSX ELSE EXOPS(-l)*(POP(-1)/ 
POP(-2)+RPI(-l)/RPI(-2)-l+GREXS+C*(PIRPC(-l)/PIRPC(-2) 
-1) )-CSAVll''SAVS+cSAVl>~ (D*PVRP9S (-l)+E*PFBAL(-1)) 

A similar functional form would govern the growth of capital 

expenditures . 
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B.IV. Renewable Resources Development Fund 

The. renewable resources development fund (RRDF) receives 5 per­

cent of those petroleum revenues annually which are eligible for the 

perma~ent fund (RP7S). Within the year, those funds allocated to the 

renewable resources development fund, but not expended~· are transferred 

into the renewable resources permanent fund (RRPF). This fund is al­

lowed to grow to a level of $250 million before contributions to the 

r enewable resource development fund are terminated. 

RRDF = IF RRPF(-1) LT 250 AND YR GT 1978 THEN RP7S*0.05 ELSE 0 

RRPF = RRPF(-1)+0.5*RRDF 

It is arbitrarily assumed that 50 percent of tf1c renewable resource 

development fund is expended annually and 50 percent placed in the 

renewable resources permanent fund. The natural resources permanent 

fund generates interest earnings of 7 percent annually (RRRPF) which, 

together with the 50 percent of the development fund, constitutes total 

expenditures (EXRRDF). 

The l evel of expenditures of the development fund and permanent 

fund earnings (EXRRDF9) are assumed to generate employment i n the 

agriculture, forestry , and fishery sector of the economy (ENA9T) at 

the rate of one permanent employee per $100,000 of capital inves t­

ment . This increases Alaskan personal income through an increase in 

wages and salaries paid in that sector (WSA9). 



I 
' I 

RRRPF = RRPF(-l)*0.07 I 
EXRRDF = O.S*RRDF+RRRPF I 
EXRRDF9 = EXRRDF9(-l)+EXRRDF 

EHA9T = IF YR LT 1976 THEN EHA9 ELSE EMA9+0 .0l*EXRRDF9 ... I 
WSA9 == EHA9T*WRA9/1000 

B.V. Guide to Variables Used in Analvsis 

I 
I 
I Name 

B.V.a. Policy Parameters 

Default Value1 

A 

ADJ 

AL IN CPR 

n 

c 

CRAC'l' 

CSAVl-5 

1 

.95 

0 

0 

1 

• 8 

• 8 - • 14 - . 03 
. 06 - . 08 

· Definition 

(if = 1) allows a bonus payment into thP I 
permanent fund which is a portion of the 
current year budget surplus (used with 
PORTION). I 
The percentage by which excess spending 
on current state account in previous years 
j ,s compensated for in state spend:Lug in I 
the current year. 

Percentage of the component of permanent 
fund interest not reinvested in fund wh:l.ch 
is distr ibuted as Alaska Inc. payments . · 

(H = l) allows a bonus payment into 
permanent fund which :i.s the total of 
current year budget surplus net of n 
cushion (GFCUSH) which remains in the 
general fund . 

Income elasticity of public goods . 

the 
the 

I 
I 
I 
.I 

Rntio of expenditure8 to current account 
revenues which must be rem:hed befor.e I 
permanent fund supplements arc considered . 

Pcrcenwges which cl istdbute any r equired 

1 cutb3ck i n state spending umong the current 
and capitol. accounts . 

1As used :ln thP : .• udel version cnll ed PERFUND . I 
I 
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Name Default Valuel 

D 0 

DRAIN 1 

E 0 

GRCEXP 0 

GREXS 0 

Ll 0 

12 0 

PORTION .75 

ROR .06 

RORPF .07 

SDR 1.1 

Definition 

Coefficient on future revenues in expendi­
ture equations. 

Percentage by which excess expenditures on 
current account are compensated out of 
permanent fund. 

Coefficient on permanent fund balance 
in expenditure equations. 

Desired growth r a te of r eal per 
state capital expenditures. 

"""'"'' .... .., '--t"· """-

Desired growth rate of real per capita 
state current expenditures. 

Swit~h channeling exogenous l evel of 
Alaska Inc. payments (ALINX) into per­
sonal tax cut . 

Switch channeling exogenous level of 
Alnska Inc. payments (ALINX) into state 
expenditure increase. 

The percentage of current year budget sur­
plus transferred to the permnnent fund 
(A must be set c 1) 

Overall rate of return on general fund. 

Overal l rote of return on the permanent 
fund. 

Rnte nt which society prefers the copucl­
ty to spend on public goods in this year 
over the capacity in the next year. 

1As used i n the model version celled PERFUND. 



B.V.b. Policy Variables 

Name 

GFCUSH 

PART 

PF PER 

B. V.c. 

Name 

ALI NC 

ALINCSH 

CRUNCH 

E99LRPC 

E99RPC 

E99S 

E99SRPC 

ELIGIUL 

ELIGn 

EMA9T 

EX OPS 

EXPFP~R 

/' . Definition 

General fund reserve level increment (B must be 
set= 1). 

Prop0 ~· t i.on of' total permanent fund interest with­
drawn 1m permanent fund. 

Percer1 >f eligible revenues channeled into the 
permar, c fund. 

Endogenvus Variables (million $ unless noted) 

Definition 

Total Alaska Inc. payments. 

Value of individual Alaska I nc . share (nominal 
dollars ). 

Savings r s a percentage of expenditures (%). 

Total real per capita local expenditures (dol lars). 

Total real per capita state plus local expendi­
tures (dollars) . 

Total state capitol and opernting expenditures . 

Total real per capita state expenditures (dolla rs) . 

Individuals eligible for Al aska Irie. payments 
( tlwusands). 

Individuals eligible for n Alaska Inc . payments 
(thousands ). 

Agricultt1re , f:orestry, llnd f ishe·ry employment, 
including employment generated by expendi tures 
of rcnewnblc resources development fund . 

State government total operating expendi tures. 

Permanent fund contribu tion rote, i nc luding 
s upplemental contributions (%). 

I 
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Name 

EXRRDF 

GFBAL 

lPF 

IP Fl 

I IPFPF 

I NONRP9S 

I 
PERNPR 

PFBAL 

I PFlllAL 

I PFBALPC (PFBALRPC) 

I PF CON 

I PFSUPBL 

I PFSUP 

I 
PREVRAT 

I 
PVHP9S 

R99LRPC 

I R99RPC 

I 
I 

B- 13 
. l 

Defin:ltion 

Expenditures out of the renewable resources 
development fund • . 

General fund balance. 

Permanent fund interest earnings not retained 
in permanent fund. 

Total permanent fund interest earnings. 

Pcrm~nent fund interest earnings r etained in 
permanent fund. 

General fund expenditures minus petroleum 
revenues. 

Non-petroleum r evenues as a percentage of total 
revenues (%). 

Permanent fund balance . 

Balance in permanent fund from basic percentage 
dedications. 

Permanent fond balance per capita (nominal and 
renl dollars) . 

Permanent f und interest as a pe rcentage of current 
stute expenditures (%) . 

Balance in permanent fund f rorn retained interest 
and contributions in excess of basic dedication . 

Contribut:i.on to perrnuncnt fund from gl!nernl i und 
which is in excess of basic percentage contribution. 

Total pet1:oleum t·evenues <l1v.i.ded by total 
cxpencl :l. tures (%). 

Present worth to stute of 10 year future stream 
of peLroleum revenues. 

Totul re:.il pe r capita local r evenues (dollars). 

Real pe r capita stutc plu~ local revenues (dollars) . 



Name 

R99S 

R99SRPC 

REV RAT 

RGF99S 

RGF99Sl 

RINS 

RIPF 

RIPFPC (RIPFRPC) 

RPFS 

RPFSl 

RRDF 

RRPF 

RRRPF 

RTSLRPC 

SAVS 

SUARES 

WPFSUP 

YDNNPC2 

Definition 

Total state revenues from all sources except 
Native claims payments. 

Total real per capita state revenues (dollars). 

Total revenues divided by total expenditures (%). 

General fund revenues used to pay curreut expenses 
of government operations. 

General fund revenues net of perc~ntage determined 
permanent fund contribution, Native claims pay­
ments, and Alaska Inc. payments. 

Interest earnings on general fund. 

Permanent fund interest paid into general fund. 

Permanent fund interest per caplta (nomin .1 and 
real dollar s ) . 

Total permanent fund gross contributions . 

Percentage determined permanent fund contributions. 

Renewnblc resource development fund payments. 

I 
I 

~ I 

I 
I 
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I 
I 
·1 

Renewable resources permanent fund. I 
Earnings from the· renewable resources permanent 

1 f:und. 

Real per capita state and local transfers (clollars) . 

Reduction in state spending from target level. 

Total Alaska Inc. shares po:ld (thousand). 

Wlthdrowals Crom the permanent fund (or state 
capital and operating expenditures. 

Non-Native disposable income per cnpita net of 
Alasku Inc. payments. 
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B.V.d. Itldependent Variables 

Name. .Definition 

RP7S Revenues eligible for permanen t fun.d dedication 
(million $) • 
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APPENDIX C 

PETROLEUM P..El/ENUE ASSUMPTIONS 

C.I . Prudhoe Bay Oil 

Production - Based upor. Legislative Affairs model of Pruahoe Bay 
field development using the agreed upon Management 
Sched\.Ue . Field capacity is 8 billion barrels and 
pipeli ne capacity 1. 7 million barrels/day at peak . 

Wellhead Value - From the present to 1985 , figures are from Case II , 
Legi::>ldtive Affairs Agency, memorandum of July 14 , 
1977. This is determined by taking an initial 1978 

Royalties -

Los Angeles refinery price of $13 . 75/barrel and netting 
back to Prudhoe. The refinery price escalates at 5 per­
cent annually. The Alyeska pipeline tariff is constant 
over the period at $4. 90. Lower-l~8 transportation charges 
in 1978 are $1.50 . This rises to $2 . 50 in two years and 
this remains constant . 

After 1985 , the refinery price continues to increase 
at a 5 percent rate annually , while all delivery costs 
remain constant. Thus , the wellhead price increases 
at a rate which declines over time from 8 percent to 
5 percent annually. 

Calculated as 12 . 5 percent of the wellhead value of 
product.ion. This is reduced fo1~ 1978 to maintain 
consistency with the projections of Legislative 
Aff ail~s Agency which appear in their mcmol'.'andum of 
September 15, 197'/. There, the .impact on production 
of the cxplo::> ion at pump station flB is calculated. 

Production Tax - Calcul ated at 12 percent of t:he non-royalty portion 
of the oil ( . 875). Adjusted downward in 1970 for 
the impact of the explos ion at pump station #8 . 

Co1'pOt'a"te 
Income Tax - To 1985 from Legislative Affairs memorandum of July l ll, 

1977. Subsequent valueG arc author'::: e~timate . Basis 
for thi::: decline is a Legislative Affairs morn0Nmc111m 
dated June 1, 1976 , whlch lndicatcc.1 tot.:il co1' porate 
taxes paid on Cook Inlet production between 1956 and 
19711 were $2. 057 mllllon. Peak production from Cook 
Inlet wa~ 70 to 80 millton barrels annually . 
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TABLE C.l 

Prudhoe Bay Oil Reve_!lu~- I 
I 

Corporate 
Production Wellhead Production Iricome 

I Million Value Royalties Severance Tax Taxes 
Year Barrels $/Barrel Million $ Million $ Million $ 

1974 0 I 1975 0 

1976 0 I 1977 0 
1978 343.2 7.35 202.37 170.87 46 . 0 
1979 483.6 7.54 455.79 382.86 51.0 

I 1980 547.6 7.76 531. 17 446.18 54 . 0 

1981 547 . 6 8.52 583.19 1189. 88 55.0 
1982 584 9. 31 679.63 570.89 56.0 I 1983 584 10.45 762.85 640.79 58.0 
19811 620.6 11.03 855.65 718. 75 59.0 
1985 620.6 11. 95 927.02 778. 7 60.0 I 

951.24 1986 589 12.92 799. 0li 61.0 
1987 491. 6 13 . 93 856.0 719. Ol1 39.0 

I 1988 391. 8 15.00 734.63 617.09 25.0 
1989 307 16.12 618 .61 519 . 63 16.0 
1990 2110.6 17.30 520 . 3 437.05 10.0 

1991 188.11 18.53 1136. 38 366.56 6.0 I 
1992 1'+7 .6 19 . 83 365.86 307.32 4.0 

. 1993 115.8 21. 19 306.73 257.65 3.0 I 19911 90.6 22.62 256.17 215 . 18 2.0 
1995 71.0 24.12 2111 .07 179.82 1.0 

1996 55 . 6 25. 70 178.62 150.04 0 I 1997 113. 6 27 . 35 1119. 06 125.21 0 
1998 34.2 29.09 1211. 36 1011, /16 0 
1999 26.8 30.91 103 . 55 86.98 0 I 2000 21 32.83 86.18 72.39 0 

I 
I 
I 
I 
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C.II. Prudhoe Bay Gas 

Production - Department of Revenue estimate through 1985, then 
author's estimate with 15 percent decline commencing 
in 1996. 

Wellhead Value - Constant value of 25¢/mcf assumed by author. 

Royalties - Calculated at 12.5 percent of wellhead val ue. 

Production Tax - Calculated at G¢/mcf. 



TABLE C.2 

Prudhoe Bay Gas Revenues 

Production Wellhead Production 
Billion Value Royalties Severance Tax 

Year Cubic Feet Million $ Million $_ Million $ 

1971+ 0 
1.975 0 

1976 0 
~ 1977 2.8 .7 .09 . 15 • 

l 1978 3.9 1.0 . .13 .21 
1979 5.1 1.2 .15 .25 I 

l 1980 5.9 1. 3 .16 . 27 
1 1981 28.0 7.0 .88 1.47 I I 1982 43.0 10.8 1.35 2. 27 

1983 777 .4 194. l1 24.3 40.82 
19811 828.6 207 . 2 25.9 43 .51 

I 1985 868 . 7 217.2 27.2 115. 61 

1986 870 217 . 5 27.2 45.61 
1987 870 217.5 27.2 /15 . 61 I 1988 870 217.5 27 . 2 l15.61 
1989 870 217.5 27 . 2 /15.61 
1990 870 217 . 5 27.2 45.6J I 
1991 870 217.5 27 . 2 l15, 61 
1992 870 217.5 27 . 2 45.61 

I l.993 870 217.5 27.2 45.61 
19911 870 217.5 27.2 45,61 
1995 870 217.5 27.2 .45.61 

1996 7110 185 23.1 38.85 I 
1997 629 157 ] 9. 6 32 . 97 
1998 531, 133 )6 . 6 27 . 93 I 1999 1,51, 113 111.l 23 . 73 
2000 386 96 12 . 0 20.16 

I 
I 
I 
I 
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C.III . Cook Inlet Revenues 

Oil Royalties -

Oil Productio~: Tax -

r,as R.Jyalties -

Through 1985 from Legislative Affairs Agency 
memor~ndum of July 14, 1977. Subsequent figures 
assume an annual 6 percent decline rate in value 
of oil. 

Through 1985 from Legislative 
memorandum of July 14, 1977. 
~uthor's estimate based upon 
tivity of average well below 
1989 . 

Affairs Agency 1: 

Subsequent figU't"es 
decline in produc­
taxable rate in 

Based upon production estimate to 19B5 fro~ 
Department of Revenue , Revenue Journal, Vol 1 , 
No . 2, October 1976 . Thereafter, declining be­
ginning in 1989 by 10 percent annually with 
cumulative production between 1977 and 2000 of 
5 , 761 billion cubic feet . 1977 royalties is 
authol"' s estimate and subse(1uent years bea1 .. 
same ratio to production . 

Gas Production Tax - Author' s estimate for 1977 an<l, subsequently , 
the same ratio to production. 



TABLE C .. 3 

Cook Inlet Revenues 

Oil Gas 
Oil Production Gas Production 

Royalties Taxes Royalties Taxes 
Year Million $ Million $ Million $ Million $ 

' I. 1974 ..:. , 
1975 2.1 

1976 39 . 3 3.8 1. 7 I 1977 36 4 2 
1978 33.1 16.3 4.4 2. 3 
1979 31. 3 14.4 5.4 2. 8 .I 1980 29., 5 12 . 7 6.9 3.6 

1981 27.9 10.9 8. 3 4.4 

I 1982 26.4 9. 1 9.0 4.6 
1983 24.6 7.3 9.1 4.7 
1984 22.9 5.5 9.3 4.8 

I "1985 21. 2 3.7 9 .4 4.9 

1986 19.9 3 9.4 4.9 
1987 18.7 2 9.4 4.9 I 1988 17 . 6 1 9.4 l1. 9 
1989 16.5 0 8.5 4.4 
1990 15.5 0 7.7 3.9 

I 1991 14.6 0 6.9 3. 5 
1992 13.7 0 6 . 2 3.2 

I 1993 12.9 0 5.6 2.9 
19911 12.0 0 5.0 2.6 
1995 11.4 0 '~ . 5 2.3 

1996 10.7 0 1, .1 2.1 I 
1997 10.0 0 3.7 1. 9 
1998 9.4 0 3.3 1. 7 

I 1999 8 .9 0 3.0 1.5 
2000 8. 3 0 2.6 1. l1 

I 
I 
I 
I 
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C.IV. Miscellaneous Variables 

Pipeline Property T.axes -

State Bonuses -

Reserves Ta;., -

/\la ska Nad ve Clc:.ims 
Settlement Act Pc:.yment -

employment -

Through 1985 from Department of Revenue, 
Alaska 1 s Oil and Gas Tax Structure , l:ebruary 
1977 , page IV , 23, assuming construction of . 
Al can gas pipelirn?. S~sequemtly , taxes 
decline by 5 percent annually. This is based 
upon a maximum ta>: for Alyeska of $168 million 
and for Alcan of $185 millior1 derived from 
Department of Revenue f igureE: . The method 
of determination of pipeline value for tax 
purposes has not yet been agr•eed upon. During 
construction , value is based upon cost of capi­
tal in place (construction financing not in­
cluded) . Three methods with significantly 
different revenue implications are being con­
sidered for the valuation of pipelines during 
the operations phase-- original cost , income, 
and market value. 

A Beaufort Sea lease sale in the fall of 1979 
generates $100 million in state revenues in 
fiscal year 1980 . 

This is assumed to be repaid out of production 
ta:.< t'eceipts from Prudhoe Bay at a 50 per•cen t 
rate until the cnth'e $1199 li'.il.lion is repaid . 

Calculated as 2 percent of Prudhoe Day oil 
royalties until $500 million is paid . 

This scenario assumen s ubstantial construction 
and operatine employment associa1·ed with the 
/\lean gas pipeline . In addition , exploratory 
petroleum activity occurs in the Gulf of 
/\laska , Lowel' Cook Inlet , and lleaufor>t Sea 
areas . The1'c are no commercial discoveries . 



Table C.4 

Hiscellaneous Variables 

Pipeline 
Property State Reserves AN CSA 
Taxes Bonuses Tax .Payments 

Year Million $ Million $ Miilion $ Millfon $ 

1974 O · 0 
1975 6.6 0 

1976 83.4 0 223.1 
1977 122 0 276 
1978 168.3 0 (85.44) (50.4) 
1979 170.6 0 (19L 113) (72 . 8) I 1980 193.2 100 (222.23) (84.8) 

1981 226.7 0 0 (93.6) 

I 1982 251. 8 0 0 (107.2) 
1983 257.0 0 0 (84. 3) 
1984 261.4 0 0 0 

I 1985 295.5 0 0 0 

1986 277.9 0 0 0 
1987 260.3 0 0 0 I 1988 21,2. 7 0 0 0 
1989 225.1 0 0 0 
1990 207.5 0 0 0 I 1991 189.9 0 0 0 
1992 172.3 0 0 0 
1993 154.7 0 0 0 I 1994 137.l 0 0 0 
1995 119.5 0 0 0 

1996 101. 9 0 0 0 I 
1997 8l1. 3 0 0 0 
1998 66.7 0 0 0 

I 1999 1,9 .1 0 0 0 
2000 31.5 0 0 0 

I 
I 
I 
I 
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APPENDIX D 

METHODOLOGY EMPLOYED IN ALASKA INC. ANALYSIS 

D.I . Eligibility 

Calculation of eligibility for the Alaska Inc. program is basec upon 

House Bill 525 (HB 525)· of the first session of the tenth legislature . 

According to that bill, an "eligible" resident is anyone who has lived in 

Alaska fo:i.' al: leetst a !!five-year period;; commencing January 1 , 1974. A 

person need not reside in the state continuously over a five-year period 

but must accrue five years of residence to be eligible. An individual 

must be at least 18 years of age to be eligible . 

There is no data available on length of residency in Alaska by which 

one may directly calculate the number- of individuals eligible for an 

Alaska Inc. program as outlined in llD 525. The 1970 Census provides the 

only recent reliable info1'mation regarding prior place of residence of 

in<liv.iduals resident in Alaska in 1970. 

Table D .1. shows the aec-sex distribution of pcr•::;ons .in Alaska in 

1970 who were also resident in Alaska in 19G5. ro't' the total population 

f ive ycal:'S of ace anu over (268,209), 54 percent have been estimated to 

have been resident in the state in 1%5 . Of the total civilian popula t.ton 

in 1970 (2G0 , 957) , 511.5 percent wcr1! c:::; Lim.rtcd as rcs.i.dcnts in 1965. Of 

the l't6,!.i9t1 c:-::tiinatcd to be i.~c:;.idcnt in both 1965 and 1970, 911,188 wei.~e 

aged 18 or more i n 1970 . This rcsul ts i n a l"a Lio Lo c.i vilian popul ation 

of 35 , 0 p~rccnL . 



Age- Sex Distribution of 1970 Alaska Residents 
5 Years and Above and Estimated 5 Year Residents 

Estimated Estimated 
1970 1965 Alaska Percentage 

Sex and Age Grou..e. Population Resident Alaska Resident 

FEMALE 

Total 121,668 70,239 . 577 ·1 
5-9 18,417 10,745 .58 

10-14 16,288 10,1.19 .63 .1 · \ 15-19 12,603 8, 180 . 64 
20- 24 13,1•38 1., 757 • 35 
25-29 12,591 . 4,646 .36 

I 30-34 10,446 4,842 .46 
35-39 9,048 4,625 .51 
40-44 . 7, 661 5,496 .69 I 45-49 6,768 4,921 • 72 
50-51• 5,312 11 ,086 . 76 

55-59 3,796 3,11.2 .82 I 60-64 2, 211 1,861 • 811 
65+ 2,889 2,52J . 87 

I 
MALE 

'l'otnl 1116, 621 76,'•23 .521 ! 
5-9 18,858 10,601 .56 I 10-lli 17, 3118 10,613 .61 

15-19 13 , 856 8,082 .58 
20-211 22, 658 11, 332 .19 

I 25-29 H,637 4,693 . 32 

30-311 12 , 0116 5,505 .45 
35-39 10,927 5,197 • 117 I 110-1.4 9,853 6,168 .62 
115-119 8, 131 5, 8511 . 71 
50-511 6 ,1.52 5,129 . 79 I 55-59 5,083 11' 252 • 83 
60-611 2, 9116 2, 580 . 87 

I 65+ 3,826 3,500 . 91 

'fOT/\1. 268,289 1'1 6 . 591, • 5116 

I CJ:VIl.J /\N 236, 86/t 

Mt I. T. T /\ lfi 31, /1 25 

I 1cnJcuJ.nt·ed ns t he to tnl of 1) unmc hou~c in 1965, 2) Nnmc county nnd state 
in 1976 . n11d 3) moved but residence not r epo rted -~(movern r epor t.Lne A 1 DGka moves / I tot:tl mover:; r cp01: t:lnr, l oca t lon o ( move). SOUHCE : U.S . Census 1970. 
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Thus, if Alaska Inc. payr:iem:s were to commence wi 1:h an April l , 1970, 

eligibility , approximately 9'+,188 individuals would be eligible based 

upon the fact that they were in the state in both 1965. and 1970 and were 

18 years of age or more. The actual number eligibl e would differ from 

the figure because some individuals would be eligible in spite of not 

having been resident in Alaska in both 1965 and 1970 , and some would be 

ineligible in spite of being recident in Alaska in both 1965 and 1970. 

This is because the residency need not be continuous . It may reasonably 

l>e assumed that these two groups cancel one another out . 

'!'he calculated l'atio of 35 percent of 1970 population having been 

resident in 1965 s hould not be directly applied to the population base 

in any other year to obtain an estimate of eligible individuals because 

of potentially unrelated variation in both the numerator and denominator 

of the ratio . As will he discussed ln moPc detail in the f ollowing sec­

tions , the 11umerator of the ratio iG dependent upon the individual deci­

sions of those:: p~1ople resident .in the state fo 1965 , while the deonominator 

is a functio11 of the overall nrowth rate in population over the interval 

1965 to 1970 . Ac a r c:t.ult, in spite of an assumption of con!-;tancy over 

t tmc :in the m.i.eratory recponse of cla::;::;eG of indi v ldual.s , the l"'atio may 

choneu over time as a r esult of a di ffc1"'ence ln Lhc rate of erowth of 

t he population. 

This type of variat.i.on ar!tu.:tlly occuf'rod bc Lween the period covered 

1'y Lhc 1970 Cennu:i ancl the followjn(', fivo-yettr period when population 



growth was much more rapid. The result would be to reduce the ratio if 

it could be calculated for the interval 1970 to 1975. 

To cor1~ect for this when projecting el.igibility, the ratio between 

individuals who reported an Alaska residence in both 1965 and 1970 and 

the 1965 population can be taken . The weakness of this approach is that 

it must then be based upon a denominator which is an estimate . This 

estimate, the 1965 Alaska civilian population, is 232,192. Using this 

figure a ratio of 1rn.6 results . 

Given this figure and the assumption that the poulation distribu­

tion with respect to relevant characteristics is constant, as well as 

that migratory response patterns are constant ove1' time , one can project 

Alaska Inc . eligibility based upon the population five years before . 

The equation is simply : 

ELIGIBLE INDIVIDUALS = 40 . 6 * CIVILIAN POPULATION fIVE YEARS PRtVIOUS 

D.II. Total Shares 

/\s envisioned by IIR 525, the number of shares of Alaska Inc. \Wuld 

be :i.dentical to the number of eligible individuals during the fil'st five 

years of the program until January l, 198'~. /\t that time, people who 

hacl been l'esidents continuously over the preced.i.nr; ten years would be­

come eligible for two shares in Alaska I nc. In later years, more people 

woul<l become elieible for two shor es aG t hey maintained Alaska residence 

over a ten-year period commencinc on J anuary 1, l97ll. 

I 
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Every fifth year after January 1, 1984, individuals who had resided 

in the state for the. pl•eceding five years would become eligible for> an 
I . , 

additional share. In 2000, for example, an individual who had been a 

c·ontinuous resident of Alaska since January 1974 would be eligible to 

receive five shares of Alaska Inc. 

In order to determine the number of individuals at any point in 

time who would be eligible to receive a number of shares larger than one, 

it would be desirable to. have the same kind of information provided by 

the 1970 Census with respect to 1965 residency, but for longer intervals 

of 10, 15, 20 , and 25 years. Unfortunately, this information is not 

available and, thus, the only data which can be used to draw infer•ences 

about long-run residency is the 1970 Census data summarized in Table D.l. 1 

'l'o determine what inference is best to mt:1ke fl~om the availabe in-

formation, a simple mathematical model may be employed . The probability 

of an individual who lives in Alaska at time t remaining in Alaska at 

t + l year can be hypothesized to be a function of age, sex, and previous 

length of i~esidence, in addition to a variety of other Gocioeconomic f ac-

tors. Table D. l. clearly shows t hat residency is related to age and sex. 

One could then divide that population into ar,e , sex , and length of resi-

dencc cate~ories for analysis purposes . All individuals of age i, sex j , 

1 -The Alaska sample from the Continuous Work History Sample of the 
U.S. Department of Comrr.crce was analyzed towi:lrd addressing the question , 
but problems of sample size and data crroT's cnst serious doubt on its 
reliubility and potential value. Elieibility would be much lower if 
the Work llistory Sample Tapes data wcl'.'o used. 



and length of residence k would have a probability P .. k of remaining 
1) 

in Alaska in t + 1. 

Consider an individual in the category ijk. The probability in 1965 

that he will remain in Alaska to 1966 is Pijk. By extension, the proba­

bility in 1965 tha~~, he will be in Alaska in 1967. is 
' 

p •. k 
1) 

D.l 

which is the probability that he will remain for the interval 1965 to 

1966 multiplied by the probability that he will remain from 1966 to 1967. 

By e:-:tension, the probability in 1965 that he will still be in 

Alaska in 1970 is D.2 

( P P P P P ) 651)70 
ijk :': i+l,j ,k+l :': ii·2 , j ,k+2 :': ii-3,j,k-1·3 :': i+'1,j,k-t·11 = ijk 

If the number of .individuals in 1965 with cha.racteristics ijk is nijk , 

then the number of individuals remaining in 1970 will be 

:': 65p 70 
ijk 

and the number remaining af-t:cr m years would b e 

.. ·.· 65pm 11ijk ijk 

Finally, by aumming ove1• all pupula tJ.on g1'uups , the totul nu;r.bcr cf 

individuals remaining after m years could b e determined . 

D.3 

D. II 
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To use this summation equation requires not only that one know the popu-

lation distribution (all n .. , ) in the base year and all succeeding years 
l.JK 

if .continuing estimates are desired , but also that all P •. k are known 
l.J 

and are constant over time and not influenced by other factor~ which 

might vary over the pe1•iod for which the es timates are to be made. 

Obviously, none of the data necessary to solve equation D.5 for a 

single year is available. However , from Table D .1. it is possible to 

estimate the pe1•centage of 1970 civilian reoident s who were also resi-

dents in 1965. This was calcuated to be 61 .9. 

r 1•om this i nformation , the following equation can be constructed 

I:I:E n .. , :': 
ij1< l.JK 

65p70 :: 
ijk 23G , 861t :': .619 

which equates t he number of 1965-1970 rcF lllc nts cu.lculuted on a 1965 

base wiLh t he number calculated on the known 1970 bnsc of the 1970 

. ·1· l t' f ' S1' r1ce r. l:E n. ' k = 232,192 , c1v1 .Lan popu a·ion over i ve years . ijk l.J 

D.6 

the equation can be solved. If aijk i~ t he proportion of t he popula­

tion i n cate[ory ijk , ·then the solution l::; 

·.·.· 65[,70 
ijk = • c; 31 

Thu::;, tho weif~lt tcd ave1·ar~e of n.ll probubi li 1· ic.:; in t he i nitial yea'!" 

multi pl icd by t lic 1'cspec t i ve s uc.:cecd i ne proh;1bili t i. e:: for t he nc:-:t 

four yoa~s equals .631 . 

D. 7 



Now at the initial point in time, there will bG represented in the 

population. all subsets ijk and all probabilities Pijk which will result 

in some overall average probability for the first interval from 1965 to 

1966. The overall probability for the second interval 1966 to 1967 will 

not equal the first because not all probabilities Pijk will be repre­

sented, and the percentage distribution of the population will we.ight 

the new set of probabili ti~::: com;:1~·:hJ.t differ.:ntly. 

One can calculate an average annual p1,obabi li t y for t he five-year 

interval, however, which is .63ll/S : .912. 

This annual average probability can be applied over any int~val. 

It will not be totally accurate because the population aga.tnot which 

i t is applied is aging and as is shown i n Table D.l , tho pcrcentaec of 

f ive-year residents is pos itively correlated with age beyond the 20-211 

year category . T~us , one mi3ht rcasonu.bly c.-:pcct average P to .incrca~o 

us age and length of residence increased. Absent <:1ctm1l in formu tion on 

the values of Pij k and t heir i nterrel at ionships one with <inother , t he 

aver age value mus t ouffice . 
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For various intervals, the probability at t ime t used to calL.ulate 

residents remaining would be 

interval 
in years 

5 y 

10 y 

15 y 

20 y 

25 y 

probability of residents 
remaining from the 

initial group 

.631 

. 398 

. 251 

. 158 

.100 

These probabilities are for t he total ropulation, rather than that 

of tho population which would be c l iciblc for Alaska Inc . given t he ase 

re:-. t1'.ict io:1 . 

Sj ncc thr:: age groupE under t hjrteen yl!ars of ar;e appear to have a 

highci .. t han avcra1.c probabili ty of r crnofoine in Alaskn based on 'fable D.1, 

aorno b.ta:~ w.i.11 uc introc.luced by usine tho ovoror.o prob.:ibili ty for t he 

to t al population on a subgroup whicl1 c limindtes a particular aee r.roup . 

'flt p1•ohul>ilitiun arc s l i.gh lly l'c luc ·<.I by th.i.~ , Lu L lite bias o[ tlw populu-

t: i.on ..ielne tends to offset t h.ts . 'rhls ai t un Lion cunno t be avoided because 

s tnce: t hct'c ia no Jf, • cl i s tribu Lion du La for 1%5 , l L .ts j mpo:;:::.i.b Le Lo cal-

culd t:o t he followine pl'Obabilil y fol' peopl e under l 3 ycnrt: of ag . 

for ' 13 u.o 
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Using this information, t he number of individuals eligible for 

more than one share of Alaska Inc. is calculated based on the following 

set of equations 

NUMBER OF IHDIVIDUALS ELIGIBLE FOR 2 ( 3, t1, 5) SHARES = 

IF YEAR GT 1984 (1989,1994,1999) THEN 

' POPULATION OVER 12 YEARS OF AGE IN YLAR (-10 {-15 ,-20 ,- 25) )] 
~ TOTAL POPULATION IN YEAR (-10 (-1s,-20,~2s) ) * 

I 
. I 
·I 
I 
I 

TOTAL POPULATION I N YEAR (-10 (-15 ,-20,-25)) ;': .398 (.251,.150,.100). I 

D. III . Migratory Resoonse Pattern 

Under the assumption of modera t e petroleum development in the 

:::tatc , 25 percent cont1.,ibu tion rate to the f und, reinvestment of none 

of th(! int erest generated and 50 percent of interest paid out as Alas ka 

I nc . divldends , t he average annual payn~nt value of Alaska Inc . would 

. w crtlee about $200 over t he twenty-year peri od f r om 1901 to 2000 . 

The actual value , of course , depends upon all t hese variabl es . 'l'hc 

ra t c of petroleum devel opment and as:::oci a Led li tate l"'cv~nue~ is l argely 

bl•yond c tote control, but th<~ contt"ilmtion r a Le to t he f und and the 

re invent men t rate are s ubj cc L to l ee i.~lu Li vc ,1 ppr oval. r in ally, under 

llU 525 , 50 pcrccn t i s the mi ni mum pcI•ccntaee of e.:n,nings transferred from 

t he pc1•moncn t ·to Lhc general f und whi c h must be di:; tl'ibuted as Alaska 

l nc . Ct vcn th 1 s level of contl•ol over t he annual ~hare value of Alaska 
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Inc. by the legislature, it would potent iaJ.ly be possible to use Alaska 

Inc. as an active policy tool. 

In any event, the level of annual share value is subject to a large 

d.egree of variability and much uncertaint):' from year to year. This is 

more a fuoction of uncertainty regarding policy than uncertainty re­

garding the number of eligible Alaskans, even though the latter can be 

only roughly estimated. 

Given these initial parameters, however, one can analyze the poten­

tial impact on the .t\lasLan population of Alaska Inc. share payments. 

Since the rate of natural increase would be unaffected, the potential 

areas of resoonse would be inmigration and outmigration . In this section, 

only direct impacts are discussed . A direct impact is a migratory re­

sponse because of a perceived difference in personal income as a direct 

rcsuJ:t of an Alaska Inc . payment. An i ndirect response would be a 

migratory response generated by an increase in employment 01" personal 

i ncome as a result of increased spending on goods and cervices of inui­

v.i.duals who have received Alaksa Inc. share payments . The two components 

of m.i.uration are separated becauce the response of the two to a given 

chance in Alas ka Inc. may not be the same . 

Consider first inm.i.gration r esponse . The djstriLution of inmiBrants 

to the ntate is weighted heav.i.ly toward the young. A rational indivi­

dual would choose to migrate if t he present value of b ·ncfitr. from mig"I'a­

tion <lie counted to account for r.i.sk, outwcJ eheu t he pI•esen t value of t he 



costs of migration . This abstracts from periods of "booms , " when 

normal conditions may not prevail, and severe and extended depressions 

i n the l ower 48 states. 

For a hypothetical individual who is otherwise indifferent between 

migrating to Alaska and remaining at a location outside the state , th~ 

possibility of becoming el _igible for an Alaska Inc . share would theo­

reticall y result in an increase in the perceived benefit stream from a 

move to Alaska. However , the incremental benefits and the relative 

increase in income associated with it is quite small . 

Consider the two situations of an individual and a family, both of 

which have one income earner of 30 years who can look forward to 35 

yearc of productive labor . In 1975, the median income of all unrelated 

individuals was $4, 882 and of families , $13, 719. Over the pl'evious 20-

year pel'iod, t he median family income grew 2 percent annually, while 

that of unrelated i ndividuals increased 3 percent annually. Applyine 

these Jrowth rates to ·the median incomes yields total lifetime incomes 

for these typical income earners of $295 , 000 and $606,000, res~ectively . 

Over the same period , Alaska I nc . shar0s , at $200 per s hare , incr~­

mented by one share each five years, would result i n 1·0Lal paymen ts of 

$21,000 to the individual and $112,000 to a family of two adultz. This 

is 7 percent of total expected fut ure inc~nc f or the indivi dual and 

6 percent for the family . 
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However, it must be recognized that income received in fu.ture yc:1ars 

has l ess value in the present than income received in the present . If .a 

10 percent discount rate is assumed for future income , then t he pres1ant 

value of the incomes and the Alaska Inc . shares are as follows : 

Ii1dividual 

Family 

Pr esent Value of Future Incomes 

Regular 
Alaska Inc . Income Ratio 

2 , 1~62 

1~ , 924 

64 , 149 

162 , 296 

3 . 8% 

3 . 0% 

In present value terms , the Alaska Inc . payment represents a smaller 

portion of basic income , because payments are deferred until the fifth 

year of r esidence and thus have less value than if received in the pre-

sent . 

The r atio is further r•educed by scvcr•al othc1' factors . First , the 

Alaskan cost of livi ng i s much higher than that experienced by t he indi-

vi<lual ol' family with a median i ncome for the U. S. This cost of livlng 

adj us tment is a necessary component of t he calculation us ed to determine 

whether j move t o Alaska would be a ne t benefit to the i ndividual. If 

t he co!:: t of living i n Alaska c., .... ecas tit 1t of t he lr. .ter 118 by 40 pe1'cent , 

then the median income aeainst which to weieh tho Alaska Inc . payment 

rnust also be i ncr eased by t hat amount . Th i.s l'ec111c<':-; the r atios fcL the 

incll vldual and family to 2 . G percent and ? .J por r.:cnrl ,..,.~pcc ti.vely. 



Second, the ratios must be further reduced to account for the 

uncertainty involved when a person tri~s to predict how long he will 
'\ 

live in a certain location. The pre\'ious analysis indicates that ' a'.bout 

63 percent of the people in Alaska i· 1 1965 wel''e still in the state in . 

1970. Of the group remaining ,1 as well as the group which moved , a large .. 
number if inte11 viewed in 1965 would not have been able to accurately 

p·N~M ot the5.r l"f?sidenoe in 1970 . 

Thus, when valuing future Alaska Inc. payments, they should be 

further discow1ted by the uncertainty of the flow because of the real 

possibility that the payment stream will be terminated by a move from 

the state . If the Alaska I nc . payi!1ents are discounted 50 percent to 

account for 1:his unce11 tainty, the present va lues are r educe d to $1, 231 

for tlie individual and $2 ,Ll62 to the family , which correspond to 1. 3 per-

cent and 1.1 percent , res pectively, of present value of future income . 

This is equivalent to $100 out of an annual income of $10 , 000 .. 

To f urther l"educe the value of t he Alaska I nc . payment to the 

potential inmin11 ant, the implications of taxation mus t be added . Alaska 

Inc. payment s a11 e marginal i ncome and would be taxed at t he marginal 

tax rate, wh jch i s higher t han the avl.!ragc r.:ite at which total income js 

taxed. Thus , n reduc tion of t he total basic income and Alaska fo e . i ncome 

to account for t he ta>: liability v .1 personal income would furtl1cr reduce 

the percc-.1tap,e of l ife Lime l ncornc l'eprc!;cntcc.1 by 1\la:::ka J nc: . r:hC1rc payment. 
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In summary, based upon this analysis of hypothetical potential 

inmigrants , it seems unlikely that the existence of Alaska Inc. payments 

would,other things being equal, have any significant 'eff ect on the 

rate of inmigrat ion into the state . For individuals or families with 

incomes well below the median, the pei"'centage increment which Alaska 

Inc. could provide would naturally be larger, but against this must be 

weighed both a l"'elat ively higher cost of living (higher than lower 48) 

for lower income families because of t he relatively higher cost in Alaska 

of necessities , as well as the larger degree of uncertaint y r egarding 

future res i dence which a lower income i ndividual or• f ami ly might reasonabl y 

be expected to have . 

With r espect t o out minration, t he res ponse to Al alcs a tnc . s har er; 

availabi l i ty r:oul d be somewhat differ ent . To continue t he analys is of 

the two si tuc.J t i ons cons i dered above , i•ecall t hat fOl.' younp; per•so11i:> t he 

addhional l ifetime i ncome would l>e margi nal because of a l ar e;o number 

of factors which discount t he apparent Alas ka Inc . value . All o f t ho;.c 

fact orn--futurc timing of payment~ , cor;t of livinc di f fercnllal, uncc1•­

t a int y, and tax.:it.ion--would be invol ved here al :Jo buL t o n difrcrent 

deg1:1ec. 

To a new ard val i n Alas ka , t he pre son t value of an :in i U ol /\lar:ku 

I nc . p.:iymcnL of $200 would be $131 if hi s ra Lc of Utnt- \.C\:: [crcnc.:c WCl ' C 

10 pc~cont . All su~ ·equcnt p~ymcnls nl~o hove ~ r oduc.:cd p~cscn l Vdlu0 

rel< t ivc t o t he present \'dlUe o r il payrnc11 L pc t•coivcd hy u rlvc-ye;rr 



res ident who is presently receivi!lg Alaska Inc . payments . Therefore: 

the longer an individual has been in Alaska, the more relatively im­

portant as ·:=t· portion of income Alaska Inc. will become . 

The importance of uncertainty r .egarding r eceipt of the income 

strea n from Alaska Inc . woulcl be a function of prior residence length 

in the stat:e. Accordi.ng t o the Census, about 37 percent of those i n 

the state in 1965 had departed by 1970, while an estimated 9 percer;t 

who were in t he state in 1969 had departed in 1970. Si nce the proba­

bili ty of outmier ation probably declines as a function of r esidency, 

one could r easonably expect t hat for• new migrants t o the state , the 

probability of ever r eceiving an Alaska Inc . payment to be l ess t han 

60 per cent, .1i th probabi lit y increasing with r esidency ·t i me . This would 

oper ate to reduce t he probability of receivi ng Alaska Inc . s lwres f or 

l ife as long as t here is some propensity t o mi erat c . 

The t axation f actor works to the disadvantaec of AlaskanG, because 

tho progr essive personal tax schedules t end to b icrease tho di fference 

between the average and ma1•ginal tax r ates . This r educes t he inc1'cmcnt 

to dis posable i ncome of Alas ka Inc. 

fin ally , the higher cost of l i ving in Jl..!.aska has t he snmc effect on 

the potential ou tmiv.~an t as the poten t i al i nmigran t . However , thr.! median 

i ncome figu".•cs f or t he i ndi vidu.:il and famil y somewhat undcr s ta te t he 

actual income cituation i n Alaska wher e , in 197G for t he flrs t t i me i n 

any stat e , pc'l'.'sonal income per capita pusscd t he $10 , 000 mark . !'or t he 
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average Alaskan then , a single share Alaska Inc. payment received today 

would represent 2 percent of gross income. For the average non-dependent, 

the percent.age would be correspondingly less . Also, between the pres-

ent and 1985, personal income will likely increase, while the Alaska 

Inc. share would remain constant. 

It seems 17hat for• the average Alaskan, in terms of income and age, 

t he possibility of receiving Alaska lnc. shar•es would have little effect 

on a decision to outmigrate because of the small increment to income 

they would provide. 

The impact on the decision to migrate would , however, be an increas­

ing function of age , l ength of residence in the state , and an inverse 

function of income . For the component of t he population in that cateeory , 

the dioinccnti ve to ciutmigrate because of the receipt of i\laska Inc . 

payments could l>e substantial. Refer1,ing back to Table D. J., however, 

it is clear that the p:c>opensity to . outmie~ate declineG with age and 

oince t here is a correlation between age and length of residence in 

Alaska , there i s an implied reduction i n the propem;ity to outrnigra te as 

a functj on of l ength o:f i,esidcnce . Finally, a reasonable case could be 

made , .in normal times .in Alaska , for the propcnsi ty to outmigt"a te being 

an i ncreasing f unc tion of income , although no studies ex.isl which either 

support or refute t hi:I anscrtion for Alaskn . 

These factors imply that i ·t is precfocly in t hat: :>cglflent of t he 

popuJ..:i'l ion whcl"C the .i.mpac t of Ala~ka Inc . on .i.ncomc woul<.l be the ere a te~t 



~here the propensity to out~igrate is the weak8st. Therieforie, the 

actual impact on individual decisions to outmigrate would be small and 

' any ~ggr.egate impact would be quite small. For this reason, any direct 

impact on outmfgration is ignored in this study. 

To provide a partial example in support of this ~rgument~ reference 

is again made to Table D. l. Looki.ng at the subset of the. population 50 

years old and above, which in 1970 numbered 32,515, the table indicates 

that 27,073 had been :r>esident in Alaska in 1965 . If the ratio of the 

population 45 and above wcis equivalent in 1965 and 1970, there were 

110 ,000 people 45 and over in 1965. About 67 pel'cent of the~e people 

remained in the state in 1970; 13,527 either left the state or died in 

the interim. If the Cl'Ude death rate for this group was 5 percent, then 

31,1~15 of the original group would remain in 1970 as potential outmi­

grants. 4, 31~2 actually did outmigrate. If Alaska Inc. share payments 

affected 10 percent of those decisions , the number of outrnigrants in 

that group would have been reduced by 1~31i individuals who would, by 

their p1'esence, incl'ease the present population by .1 percent . 

U.IV. Consumption Response Patterns 

Alaska I nc . payments constitute an increment to the incomes of those 

individuals r eceiving them . lt i s i nter e:::rting to i nvesti gate the effect 

of these .increments to incoma on the e.xpendi ture pat ·rcrns of Alaska Ittc . 

recipients . 
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·The permanent income hypothesis is often used as a model framework 

within which to analyze the consumption and saving behavior• of individuals 

and family groups. In its simplest form , consumption is determined by 

the followi:ng relationship: 

C = C(Y,YE,A,T,S) 

Where c = Consumption 
y ·= Income in present time period 
YE = Expected future income 
A = Assets 
T = Age of individual 
s = Sociological characteristics 

Consumption in this model depends only partially upon the level of 

present income . The individual rdther tries to maximize the present 

value of consumption from income over his entire lifetime, and for this 

reason expected future income of its levelizcd component "permanent 

income" is important . 

For example , a young family may experience net diasaving (marginal 

propensity to consume greater t han one ) by incurrinr, debt ·to purchase 

durable goods when establishing ,J home. The rationale for this i s an 

expected future income sufficient to rccovcY' tho debt plus interest. 

In the same way , consumption out of assets will vary with aee. A retired 

couple may consume almost exclusively out of assets accumulated during 

working years. 

'I'he impact of an increase in income given this model of behuvior 

w.i 11 be a function of whether tlw income increase is porcei ved as o tran-

::;itory, occurring once only; or pe'l'.'manenl, ahiftfog the income str eam 
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in each future period uoward by the amount of change in the initial 

period. A transitory change would need to be "allocated" among all 

future periods to maximize the utility from the consun.~'tion resulting 

from that income. Since a permanent cha_nge is perceived to be an income 

increase in each future period, a large portion of the increase in the 
. . 

initial period could be used for consumption immediately. 

Empirical studies tend to confirm this hypothesis and they examine 

the respor.se of different types of expenditures to income gains. Con-

surnption can be categorized into durable goods , which are items with a 

usable lifetime in excess of one year; non-durable goods; and services. 

Income increases can also be saved in the form of either liquid saving 

or contractual saving or can lead to dissaving in the form of increased 

debt . The responses o.f these different components of household port-

folios to income increases may differ considerably . 

ror exdmple, disc1,etionary spendine c.;onsist) ng primarily of durable 

goods and vacation expenditures as well as liquid saving in the form of 

bank deposits, stocks, and bonds, etc., account for a large portion of 

the income inct"'eases resulting from the federal tax cut in 1961~. 2 The 

respons e of both non-durable and service expenditm,cs was much smaller . 

The increase in contr actual saving i ncluding life i1i:-.mrance policies , 

early mortear.,e payoffs, etc., wa~ highly correlated with « perception 

2 Gcol"ec Katona and r:va Muller, Consumer Rc:,; pon:::c to Jncorne lncrea::;c~. 
(Wash ., D.C.: Drookings, 1968) . 
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of the i ncome change as being permanent . Also, the r11ore transi to1 ... y the 

income was perceived to be, the larger the proportion which went into 

liquid saving relative to discretionary spending. 

'I'his partic·\l ar study also found · that t he. impact of the income 

change was dependent upon underlying lo.ng-run expectations of total 

income for the individual, and also upon the absolute size of the change 

in income. Thus , a small income increase from one source m.ight be 

suamped in an individual's perceptions by the no~mal year-to-year varia­

bility in income . This implies a threshold level of income change only 

beyond which the change has a pcrcejve<l impact on behaviol'. 

Doth the model and empirical studies ~upport the notion that liquid 

savine ls not a res idua l component after an income change has been a llo­

cC1tc<l to other categories of cxpea clitures a nd savlnes . In addition, 

i ncra.:i5os i n e ve1'y<lay type cxpcndltUl.'CS of a non-dul'u.blc and se:rvlce 

natut•c tend to i ncrease only with a lug. 

The rclnU on s hip of this analyd::; to the Alaska Inc . payments is 

d '3pcndent upon how t he payment~ arc perceived by i ... ecip.1..~n ts . Given the 

aGsurnpt ion r hat the share payment would be i n the l'<.1nge of $200 annually , 

il can be asoumed the income i ncrcaGc would be perceived as permanent, 

but srnull . The perception of s i ze ju , of cour~c , depe ndent upon the 

form of t he payment . fl gove1' 11me n t check would probably be more obv lous ly 

an i ncrcrncn t to income t hlln a r eduction fo tn;:c :-; at yea!' end. The un­

cer tain ty c.:onc.:crnlng t-hc r 0ec.ipt of future poyrncn t:: bccauflc of mier•at io1w , 



change in state policy, or reduced fund earnings would strengthen i:he 

perception of the payment as being t r ansitory. 

From this , it seems likely the impact of income increases resulting 

from Alaska Inc . payments would in the short run be concentrated on in­

creases in discret ionary spending (consumer durables, hous~ng , vacations ) 

and liquid savine and to a lesser extent on contractual saving . Some 

people mieht reduce their contractual savi ng by i ncurring more debt. 

Increases in everyday expenditures would be slight and would appear 

wit h a l ag . 

In oride1, to investigate the l onr,-run implications on consume1" be­

havior of i ncreases in income, it i s valuable to use the concept of the 

Ensel cur ve . An Engel curve dcscrib~s the proport:ion of additional 

income spent on consumption of a parLicul~r cood or catceovy of good a3 

.income rise~ . Con~urnption expend Lt m'cs for name eoods rise more rapidly 

t han income und are known as s uper.tor coods , while t he l"cvc1"sc is true 

for in fC'd or eoods . Over t he l one r un, on<' would cxpec t a :.:l.i.eht nr,gre­

ua l:u i ncrca:::o i n the consumption of tho~,;c coeds which arc :::upcrior .is 

a result of Ala3ka Inc . This i.::; becauoc in l:ho l one run the Ala:::ka 1nc . 

payments wlll not be vlcwc·d as mm'r,i.nnl i ncl'cmcn ts Lo income, but rcTthcr 

as a nor111ul part of annu.il i ncome to Le cl t str.ibutcd between conc umption 

nnd sav i.ng nr. ..ill o l:hcri .i ncome . 

'l'etbl u D. 2 t; Jiow~; i n vct•y np.f.'.l'er,a le term~; how the porccn taec of 

cxpenc.1 i t ur'cr; on vat•iou:..: i Lnm::: by fom i .Li eu cllnnr,c:; w; 1 ncomc incrca:1cd 
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Table D.2 

Sclecttid Exnoncl j t·urco (irnd Pr.rccmt of Tot,£11 Inco:ne) 
of r'ar.1.i.Uw; by Inco:nc Level, 1973 

Incor.1e Group $5,000-5,999 

(Avcn19e Income for Group) ($5, 443) 

$ 
Expenditures 

Food Total $1,111 

Food at homo l,Oo7 
Food away from home 85 

Alcoholic Dcvoragos 54 

Tobacco 102 

!lousing Total l, 690 

Shelter 971 
Fuel & Utilities 310 
!louse Fu1:ni chi ngn 223 

Clo th ing 353 

'1°.rnnsportntion 967 

llenl th Caro 363 

Porsonnl care 67 

Hee rcn ti on 3 39 

Vncation Trl ps 122 

Reading Mn tcrial a 31 

J~ducation 13 

Miscellaneous 43 

Pon10nal Inournnca nml ronclo11u 327 

Gifts and Contributions 235 

Current Connurnption l~xpomli turos 
E:<cl11dtn9 l•o rtiOlltll Tn:iui:unco t1ncl 

l 

Ponofons nncl Gi!Lu r. Contr i bulionn 5 ,13•1 

Source: 

\ 

20 

19 
2 

l 

2 

31 

10 
6 
4 

G 

18 

7 

l 

6 

2 

l 

0 

l 

6 

4 

94 

$10,000-11,999 

($10,934) 

$ 

$1,546 

1,354 
181 

70 

140 

2,231 

l,164 
413 
382 

632 

l, 712 

470 

101 

532 

209 

45 

60 

95 

756 

7,643 

14 

12 
2 

l 

l 

20 

11 
4 
3 

6 

16 

" 
l 

5 

2 

0 

l 

l 

7 

3 

70 

$25 , 000 + 

($40,494) 

$ 

$2,433 

l , 969 
443 

165 

171 

4, 810 

2,604 
G39 
771 

1,550 

2,792 

053 

207 

l, 943 

932 

114 

534 

363 

2,265 

J.,740 

1 5,!M3 

6 

5 
1 

0 

0 

12 

7 
2 
2 

4 

7 

2 

1 

5 

2 

0 

1 

1 

6 

4 

39 

U. C. '":ip nrtmo11t o( J.noor , IJurv .111 o( Lnbor Sta Lh;t:icu1 Conotuwr l~xpcmlitur c i;urvoy 
S<>dui11 t11turv1ow Sm:vc.y El°/2-1:1, /\Vornge /111nu1 l 1:xpondit11t ... '.'r. f o r Cort~ot!Jty nml 
Sorvkt1 r.roupu Clanr.i flccl by ll Jno l"11111lly Ch11r.1c: Lod ut.i.c:; , J 'J72 1incl 1973. 

l lnch v!rlun l rnCOIJC1r1on wil l not 11<1<1 Lo 1·0Lfd boc.'.lun•l or oxcl11n lon!l , 



in 1973. The most striking observation from t he table is the decline 

in the category "current consumption expenditures" as family income in­

creases . · This cat.egory includes all purchases of durable and non-durable 

goods and ser'vices except for a few small items includi?g housekeepi.ng 

supplies, non-prescription d~ugs, and payment of mortgage principal . 

For the average family in the lower income category, 94 percent of income 

was spent on current consumption. This percentage fell to 70 percent 

for the middle income family and to 39 percent for the open-ended cate­

gory of highest income families . For the population as a whole, the 

percentage was 69 percent . The implication of this is that savings of 

various kinds increase with income of the family . 

'l'hc declining share of current consumption expenditures in the 

budect is accompanied by a changing mix of expenditures . Food consump­

tion falls dramat ically as a percentage of income both cons umed at home 

and away from home . Transportation follows t:he same pattern , although 

the decline is l ess rapid. The shelter component of housing falls off 

identically with transportat i on, but the total housing decline is l essened 

by smal ler drops in other components of the hous ing total such as home 

f urnishings . 

In this aegregated summm.~y , no consumption items appear to tak~ an 

incrcaning percentage of i ncome as i ncome rises except education. Those 

itoms which appear to take a proportionate r,harc of income as i ncome 

r iscG i nclude vacation tr.ipG , pc1•son.:il caru, personal i ns urance and 
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pensions, gifts and contributions, and miscellaneous. Clothing expendi- . 

tures are proportional in the middle of the income range, but decline 

as a proportion of the top end. 

Tabl e D.2 must be interpreted with the understanding that it does 

not control for differences in size of family, age of head of household, 

location, race, education, family composition, or housing tenure. All of 

these affect the expenditure pattern. And being based upon a national 

sample, it is not necessarily representative of Alaskan consumption 

patterns at various income l evels. 

The b'!.'oad inplications of the table arc , however• , clear. As income 

rises, expenditures on the basic necessities nuch as foo.:i, clothine , 

shelter , and transpo!"tation rise, but more slowly than income . Expendi­

tures in other broad categories hold fairly constant an n percentage of 

i ncome and savines grows as a percentage or income . rrom this , i t i s 

cletn" that th'3 expondit urc pattern for marr,inal income <liffers n'om the 

avorar,c patterns but also that the marginal pattern is a f unction of the 

level of inco~e . 

Any chanec i n the mareinal propencity co cons ume and ~o save as a 

re::.ul t o ( Alaska Inc. payment s ~.zould be qui cc cmJll be cu use of the small 

relat·ivo size or Alaska Inc . paymen t~ . They would, thus, have a minimal 

c [feet on the avc: t'uC" propen:;i Ly Lo conr.ume cl i. ff crcn t gooc.l:.: . This \1ould 

.Uc part· tcultlf•ly tru • in the cn::'.! whcrl. the Vclt' i ou::: r c!:ponnc•:> of a whole 
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population to income change are bei.ng aggregated. For e>:amP.le , if a 

$200 Alaska Inc. payment supplements a $10 ,000 income, that is a 2 percent 

increase. If the average propensity to consume of that individual were 

.70 and all the Alaska Inc . increment were saved , the ave~age propensity 

to consume would be reduced by 1 percent to . 69. 

The small size of this change eliminates the necessity of attempt­

ing to trace through the Alaskan economy the impact of expenditures and 

savings of particular types on economic activity defined by industrial 

sector. This t ask would have been i mpossible given a lack of data with 

which to reldto levels of industrial activity to levels of t ypes of ex­

penditures as well as lack of inf ormation on Alaskan expenditures patterns. 

Rather, inct"'ernent s ;:o i ncor.1c derived f-rom Alaska Inc . can be treat ed 

just like other small i ncr ements t o i ncome in analyzine their impact on 

consumption, because the change they introduce j 11 the marginal propen­

s ity t o cons ur:ie va1•ious typeG 01: coodc will be qui te small . 
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APPENDIX E 

ASSUMPTIONS TO RUN REGIONAL IMPACT CASES 

Two cases were run through the Man-in-the-Arctic Program r .egional 

model--one which demonstrated the effects on the Alaskan economy of the 

introduction of a petrochemical refinery project and (alternatively) one 

which demonstrated the effects on the Alaskan economy of the expansion 

of fisheries enhancement in the form of non-profit private salmon hatch­

eries. Exogenous data series were developed for both cases as follows: 

Petrochemicals (Table E. l) 

The assumptions for petrochemicals were drawn from the proposals 

of the four finalists in the competition to use the state ' s royalty oil 

from Prudhoc Day. The four proposals were quite different from each 

other, and the data was incomplete , so our data ser.ics reflect judgmental 

select.ion of data from the four proposals, which, it is hoped , fairly 

represent a world scale petrochemical plnnt and refinery in Alaska . 

Impacts occur both through .impact on the state trens ut'y and through 

direct employment. 

Since t he petrochemical pl1.1nt js not s ubject to the state property 

tax on p1•trolcum production «nd tr.:ins poi.~tation oq1iipment , and since 

we are aosurninc that the state rec~l vc::: a p1~.ice at the wellhead which 

is the ::;.:imc a::: if the royalty oil were :::old by oil compani e::: as aeent~ 

for the :state, out of :..;tatc , Lhe major fi!ical .impacL to the state of 

t he pctrochcrn ical ref lncry wu:: a:..;::urncd Lo O<'CUl' throuch the :; tatc taxc~ 



1974 
1975 

1976 
1977 
1978 
1979 
1980 

1981 
1902 
1903 
198'1 
1985 

1906 
1907 
1988 
1909 
1990 

Table E.l 

Statewide Exogenous Impacts of Petrochemical Facility 

Direct State Tax 
Receipts From 

Facil ity Operations 
(Million $) 

0 
0 

0 
0 

46 
51 
54 

55 
56 
58 
62 
66 

67 
65 
55 
so 
47 

Lo'cal Property 
Tax 

(Mill ion $) 

0 
0 

0 
0 
0 
0 
2 

3.5 
6 

10 
17 
30 

30 
30 
30 
30 
30 

Construction 
Employment 

(Thousands) 

0 
0 

0 
0 
0 

.050 
1.050 

2. 550 
2.550 
2.550 
l.550 
0 

0 
0 
0 
0 
0 

Operating 
Employment 
(Thousands ) 

0 
0 

0 
0 
0 
0 
0 

0 
. 050 
.050 
. '1 60 
.'160 

. 460 
• '1 60 
. 460 
.'160 
.'160 
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0 ~o~ or~•c ~~c~~~~ "'""' ~~ . ~ d . d " "d l . L • n .... • p ..... .. ..... "'"''-"'· '· 5 ... o"'"' receip 1.s, an in l. vi ua incomes . ocal im-

pact was thro.ugh the property tax . Some information was available in 

the four proposals concerni?g projected direct employment for buildi.ng 

and runni.ng the refinery , which was also incorporated i nto the model 

runs as exogenous data. 

The i~efinery-petrochemical plant is assumed to be a world scale 

plant utilizing 150 , 000 barrels of oil per day at full capacity . The 

construction period extends from 1979 through 19Bti, and the company 

pui~chascs and sells the state's royalty oil on the international market 

at competitive rates throughout the construct.ion period. Construction 

of the plant occurs near Kenai , with about 2, 000 personc wo1'king on s i tc 

durinc the peak construction years, and 550 in the Anchorage area. 

Operations and maintenance employment was estimated at lfGO person~, of 

which 1110 were line production workers , di vided 210- 200 as resident::> of 

the Kenai and Anchorage areas , and 50 m.::inacoment worker:; , all lClca tcd 

in Anchorage . The operations workers were i.ID:J.i.gnod to the petrc·leum 

sector, rather thnn "other manufacturing," where they would ordinarily 

fit in the Department of Commerce Standard Indus trial Cla:Jsifications 

a:.J crouped for l:he purpose of con~ true Ling tlw MAP reeional model. 

'fhio w«:.• <lono for• two reas ons. The fir5t wor. tlrn t historically, the 

"othel" monufacttn"ine" catceory has a low-value of output pc1• employee , 

compared with na tional ratio for either chcrnica1::: 01• pe trol own r efining. 

Even the national f .tr,urct"l for volrn! a<ldod per empl oyee ;rr c probab l y too 



low for an Alaskan state-of-t he-art, world scale plant using capital­

intensive techniques, so the expedient of using the petroleum industry 

was adopted for esti~at~ng gi•oss state product. The second reason was 

that wage rates in refini?g are nearly equal to those paid in oil and 

gas extraction , but are substantiallY: greater than those paid in indus­

tri1'.!S such as printing and publishing which make up the bulk of "other 

manufacturing . " 

To get the fiscal impact of the Dusinl">~ License Tax, we estimated 

Gales of products (based on an average of the revenue estimates of two 

of the finalists) at 900 million 1977 d r1 1 - • .., in the first year of 

operations, 19811, and at 1500 mj 1.:i...ton 1977 dollars thereafter. The 

real price of petrochemical s was assumed to remain at 1977 levels to 

tho end of the period , with the nominal price rining at 5 percent per 

year, the assumed rate of i nf lation. llusiness License Tax receipts 

were then estimated at one-fourth of one percent of gross sales . To 

cot the corporate income tax estimate , we took the eatimate of one of 

the four compctj ne firms, which assumed the 9, 11 percent maximum corporate 

tax rate and reduced it by 50 percent to be mox•c in line with state 

experience concerning ta>:ation of inter:;tate firms , :.;ince it is not 

nccc:~saJ•ily true t hat the corporute entity would be a fl.I'm doing bu:::i­

ncs::: only in Alaska . Individual income taxc:: were c::;timatcd by the 

modc:l and did not l1avc to Le assu111uu. 
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The local property tax was calculated on the basis of an initial 

value for the facility of $1 . s billion and a tax rate of 20 mil ls . Thi s 

value is gradually attained as the facility is built and remains through 

the simulation period. 

Fisheries Enhancement (Table E. 2) 

The impact of fisheries enhancement appears in the Alaskan econom~l 

through several processes, the most important of which are ident.ified in 

the assumptions used to i~un the regional model. The primary impacts 

occur through construction and operatio11s employment in fish hatcheries , 

increased production labor hours in the fish canneries as a result of 

increased catch, increased output in fishing and fish processing, together 

with increases i n incomes of fisher.men and cannery wor kers , and, finally, 

increases in thE! yield of raw fish t axes. 

In order t o discuss investments approaching ·the orders of magnitude 

involved in the petrochemical case ( $1-2 billi on , 1977 dollar s ) , we as­

s umed a private nonprofit hatchery program with 30 additional hatcheries 

of 25 million egg::; capacity, at an inves trncnt of $2-l ~ m.i.llion, 1 CJ 77 dol­

lars , per hatch~ry. The nuniliers used i n the simulations were based on 

r . L. Orth , The J:conomi c Feasibility of Private Nonprofit Salmon llatcheries , 

AlaGkD Sea Grant Report 77-4, June 1977, together witl1 discussions with 

Orth, Armin Koe1·11lg of Prince Will i am Sound Aquacul turc Association, 

Ken Rumchildt of North Pacific Processors i n Cordova , and judgment on 

t he part of t he i nvest i eator H. 



1974 
1975 

1976 
1977 
1978 
1979 
19!?0 

1981 
1982 
1983 
1994 
1985 

1936 
19~7 

19813 
1989 
1990 

- -

Direct State Tax 
Receipts Froi:i 
Opcrcltions 

(Million S) 

0 
0 

0 
0 
0 
0 
0 

0 
.144 
. 2GO 
. 478 
• 71G 

.752 

. 790 

.829 

. 871 

.914 

- - -

Table E.2 

Statewide Exogenous Impacts of Fisheries Enhancement 

Construction 
Employment 
(Thousands) 

0 
0 

0 
0 
0 

.210 

.360 

.420 

. 540 

. 210 
0 
0 

0 
0 
0 
0 
0 

- -

Hatchery 
Employment 
(Thousands) 

0 
0 

0 
0 
0 
0 

.056 

.096 

.168 
• 240 
. 240 
. 240 

.240 

.240 

. 240 

.240 

.240 

- -

Value ACldcd 
in Canneries 

(Constant Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
2.327 
4 .132 
7 .503 

11 .122 

11. 515 
11.973 
12.1.22 
12.883 
13.35!) 

- - -

Additional Income 
in Fisheries 
(Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
4.756 
8.562 

15 .731 
23 . 596 

24.777 
26.013 
27 .315 
28.680 
30.115 

Value J\dced 
in Hatcheries 

(Constant Million $) 

0 
0 

0 
0 
0 
0 
0 

0 
. 298 
. 512 
. 898 

l. 281 

l.2e1 
l.281 
l.281 
l.~81 

l.281 

- -·- - -

M 
I 

O'l 

- -
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The · following assumptions we1,e made concerning .the , hatcheries.: com-

I 

bined survival rate of eggs and fry , 2 percent; hatchery e'scapement rate , 
. ' I 

40 percent , brood stock requirement , .00083. We assumed that the income 

' 
from hatchery operations would not pe. taxable and that sales of fi~~ 

and fish products by ' the hatchery would not be subject to the raw fish 

tax. Landed values to fishermen were 'assumed to be based on pink sal mon 

weighing 3. 8 pounds apiece at a 1976 average landed price of 45 c·ents 

per pound, which escalates at the general rate of inflation in the eco-

nomy. Based on the ai>sumption that the eventual increase in output of 

about 9 million fish per year can be h~ndled by the existing fleet, by 

catching fish incidental to fish which would other wise be caught, a 

catching cost of two cents per fis h (1976 costs) was assigned . 

The hatcheries were assumed to be built between 1979 and 1983 , each 

taking 30 workers about two ~onstruction seasons . Peak construct ion 

employment Wc:ts assumed to be about 5Li0 worke1,s, in 1982. The hatcheries 

were allocated geographically as f ollows : Southwest and Sout heast, ei ght 

hatcheries apiece; Southcentral and Interior (except Fairbanks m•ea ), 

six hatcheries apiece; Fairbanks area, two hatcheries . Fil's·t r etur ns 

of fi sh were as sumed to occur two years after hatchery complet i on. 

Operations employment i n hatcheries was as sumed t o be f om, f ull-time 

personnel and four f ull-time equivalent seasonal workers (about 12 wol"kers 

s ector . 



In fi~hing , limited entry laws were assumed to keep increases in 

employment of Alaskans to a minimum. However, because of increased 

catch, the output added to the economy by the fishing sector, fisher­

man net income (equal to the increase in value of catch, ~ess additional 

catching costs), and the three percent raw fish tax all increase. 

Catch was assumed to be delivered in the Southwest Region for hatcheries 

in the Southwest , Interior, and F did.>cmk.s ; to be del:i:v-ered in the South­

cen~ral Region for increments to production caused by Southcentral hatch­

eries; and to be delivered in Southeast ports if caused by Southeast 

hatcheries . 

Processor gross product effects were estimated by computing the 

historical ratio of Gross Product/Value to Fishermen from the methodology 

in the April 1974 and March 1975 issues of Alaska Review of Business and 

Economic Conditions for Food Manufacturine, applying the ratio to the 

estimated value of catch, and def lating by tho estimated gross pl."oduct 

deflator from the same source . 

rectly by the model. 

Processor employment was estima ted di-

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Clark Grueni~g, Chairman, House Permanent Fund Co11UDittee 

Lee Gorsuch, Director, Insti.tute of Social and Economic 
Research, University of Alaska 

SUBJ~~~= Alaska Native Regional Corporations and the Permanent Fund 

February 1, 1978 

In late July, we agreed to include several questions related to the 
Permanent Fund in the study of regional corporations we are conducting 
in collaboration with the Alaska Native Foundation. The questions in­
cluded were designed to (1) ascertain Native regional corporation views 
of potential Permanent Fund investment needs and of possible opportuni­
ties in rural areas, and (2) explore potential areas of cooperation 
between the Pennanent Fund and Native corporation investments. 

We have made no material changes in the responses we received, nor 
have we analyzed them. The responses constitute the views of selected 
executives of six of the twelve Native regional corporations. This 
memorandum swrunarizes the responses we obtained which included specific 
ideas and examples of investment opportunities and perceptions of the 
broader Permanent Fund policy issues. 

While our overall study covers all Native r egional corporations, we 
were only able to address the Permanent Fund related questions to six of 
them. This is due primarily to our survey having already been completed 
in a number of regions prior to the add on of the Permanent Fund related 
questions in late July. 

General Investment Policies and Goals 

Respondents were asked for their opinions as to what Permanent Fund 
investment policies and goals should be in general and how they should 
apply to rural areas in particular. 

All respondents supported the concept of the Permanent Fund and 
generally regarded il to be of grcs.t potential. value in meeting rural 
area needs. 
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Some Specific Connnents 

o The Fund should be used primarily to ensure that there is 
sound and steady growth in the economy of the state. Don't 
want; rapid growth booms and busts ••• Use the Fund to help 
stabilize the economy ••• Help knock out the valleys and 
knock off the peaks on the economic growth of the state. 

o The Permanent Fund should not be used to any great extent 
to subsidize something that cannot naturally occur or at 
least stand on its own after a brief period of time ••• 
Don't like the idea of subsidized business, but could use 
the Fund to help get things going and then get out; that 
sort of thing. 

o Remove from political spectrum. 

o Can't differentiate between urban and rural areas and 
projects. Need to look at each individual investment ••• 
The availability of other funding in urban areas and lack 
of it in rural areas, will soon take the Permanent Fund 
to rural areas and small communities. 

o Rates of profit are not conunensurate with the risks that 
exist in rural areas ••• If the Permanent Fund has a goal 
of doing something for rural Alaska, it is going to have 
to accept something other than the rna,ximwn return. But 
this may be justified by reducing other costs or enhancing 
other returns to the public than directly in terms of 
Permanent Fund growth ••• Rates of return can take into 
account broader values through shadow pricing. 

Relationship Between Permanent Fund and Regional Corporations 

All respondents expressed an interest in having Permnnent Fund 
monies available to regional corporations in support of their in-state 
investments. 

There was consensus that the Permanent Fund should be a source of 
funding and perform a role comparable to that of a bank. It should 
provide funding on the basis of proposals and appropriate collateral, 
similar to EDA, FHA, state loan programs, etc. 

While emphasis was on loan programs, the possibility of joint 
ventures was also envisaged. Under such circumstnnces , according to 
our respondents , the Permanent Fund should provide money only, not 
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management. It would, in effect, become a limited partner, with the 
applicant corporation functioning as the general partnet'. The res­
pondents fully accepted the accountability associated with the part-

. nership arrangement but were ins istent that the state should not be 
directly involved in management of particular enterprises. 

Interest was also expressed in intermediateterin financing . Com­
mercial banks generally finance projects on a 5-7 year term, maximum, 
and insurance companies lend for a period of 20-30 years. 'fhe res-. 
pendents felt a void exists in the availability of 8-20 year money. 

Respondents also ewpha~ized the need to make money avaiiaoie 
expeditiously, without too much red t ape and delay. (It was suggested 
that sometimes the real cost of "cheap'' money (e.g., 5%) turned out to 
be about 20%.) 

One respondent saw no reason to support Native corporations by 
virture of their being Native corporations or just to put money into the 
bush. This respondent suggested that the Permanent Fund participate 
only when a beneficial investment can be shown. At the swne time, this 
respondent felt that there were many opportunities for "beneficial" 
investments in rural areas and with Native corporations. 

Financing Corporation Investments 

An attempt was made to elicit· s pecific examples of situations where 
the Permanent Fund could todny assiRt, or could in the past have assis­
ted, with the financing of regional corporation projects: 

o The Harbor View apartment complex in Kodiak is at this time 
financed by a credit union (50i) and by Koning Corporation 
(50%). The project meets local needs, creates jobs - and 
is carrying itself. No commercial institution would touch 
the project initially, and public funds would have helped. 
Even today, Permanent Fund participation in the project's 
financing could free Koning equity and enable Koniog to 
initiate other projects. As Mortgagor, the Permanent Fu11d's 
investment would be secured by a profitable real estate 
proj cct. 

o Similarly, Ahtna Lodge at Glenollen hos a very high rcgloMl 
corporation equity. Additional financing was provided under 
the Sta te Tourism Loan Program, by n priva te bnnk. nnd bv 
CEDC. Refinancing of Ahtnn' s equity would free i ts cnpi:. 
tol for fu·rther investments . If the intereRt rntul:l of the 
new capital ? rovldcd by the Permanent Fund wore lower than 
current ones, profitability could be nclaievcd earlier even 
with a higher debt level. 
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o Cook Inlet has several high yield projects, including office 
buildi~gs and hotels, where conversion of equity into a 
loan, consolidatipn of existing debt, and refinanl.!ing of 
existing medium-term notes could all have a very favorable 
economic impact on the corporation. 

o Most of respondents 4egarded fisheries to be one economic 
activity in which Permanent Fur.d loans or guarantees could 
have made investments possible in the past and could still 
facilitate projects presently and in the future. In each 
case, capital requirements were viewed as having been or 
being too large to be borne solely by the regional corpora­
tions. Among the investment possibilities cited were major 
high seas processing ships; boats and on-shore plants; and 
a large enterprise involved in harvesting, processing, and 
sales of sea foods. 

Areas of Prospective Investment. 

Fisheries and mineral reAources development and processing were 
mentioned over and over as prlme candidates for future Permanent Fund 
s upport in the various regions. 

As might be expected, the princ.lpal empbasis in fisheries was on 
lligh sens and on-shore f ncillties related to taking full advantage of 
the extended (200 mile) fisheries jurisdiction in the waters adjacent 
to Alaska. Great opportunities arc seen for lorgc-scale protein de­
velopment, but concern exists abolat obtaining initial financing for 
what, in effect, will constitute o new appro£1ch to fisheries in the 
United States. Financing is seen as being re~utrcd for large fleet s , 
on-sllore i ns tnllations , trunsporta tion and marketing, rcs~arch -- in 
othct• wordu, everything to initlatc broad utillznt:lon of ofC-shore 
fisheries. 

A number of regions currently hnve mineral contracts with options 
to par ticipate in production if explora tion indicates existence of 
econornlcnlly feasible resource dcposita. Exercising such options will 
mean tlu..i.. regional corporations will hovo to pay o share of future 
couts. While under such circumstances private finnncing of whut would 
likely be larce capi tol requirement could probably be arranged, res­
pondents felt cite Permanent Fund col ld curn a lrlgh yiC!ld by financing 
eucl1 ventures ••• SpecJ fic opportunj cies suggested for Pcrmnnent Fun<l 
involvement in 1·he mt.ncrols urea wcJ'c the development and induoLdul.i.­
zotion of the Uclur;u coal fields one the ostnblishmont of o ~,.menr: 
manufacturing plunt. Aside from t h<:' c s pecific arena, others wore 
mentioned only in gcner ttl tcl.'ms. 'fh.J S(! included geothermal energy de­
velopment, housing nnd i nvestment gu.lrnntccs , nnd OCS-rclute<l proj cctu. 
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Other Conunents and Suggestions 

Human resources development was stressed by a number of respon­
dents. While several pointed to job creation as a major goal for rural 
areas, another respondent saw this factor pertinent only as a consid­
eration if judging between two projects of equal merit, believing that 
most investments in Alaska would assist with local employment. 

One respondent saw the lack of people with interest, attitudes, and 
skills appropriate to business and f inanciaL management as the greatest 
obstacle to development in rural Alaska. 

A suggestion was made that the Permanent Fund could facilitate some 
sort of one-stop- financing service. The idea came up in connection with 
a discussion of cons traints facing small bus iness, where money may be 
available but not gettj.ng to where it should or could be. Many existing 
financial institutions simply do not service rural areas. A servicing 
facility or process sponsored in connection with the Permanent Fund 
could actually facilitate the availability of commercial financing and 
of other funding sources, s uch as EDA, SBA, DIA, and otherJ. 

The hope was also expressed that the Permanent Fund would encourage 
a greater understanding of rural investment oppor tunities and investment 
~nvironment. It was pointed out that most of the demand studies and 
many feasibility studies clone for rural nrcos are based upon urban 
notions of yield and , therefore, often greatly understate risks and 
misinterpret the return opportunities. Even the most skilled appraisers 
arc not sufficiently qualified to deal with rural areas and mnkc appro­
priate judgements. If the Perm:inent Fund is to obtnin good feasibility 
studiea , our respondents felt it will need to develop its own capability 
to analyze economic ond business opportunities or to sponso-r somebody 
else in development ot the ~pproprintc analytic capability, ns doee the 
World Dank and otlter internationnl lending institutions. 

In conclusion, I want to emphasize that ISER h.:ia not analyzed or 
endorsed the suggestions o[fcrccl above nor should they be interpreted 
to be an offical posi tion of the Alaska Native regional corporations . 
Rother, these arc the view1:1 o[ severul executive officers of the cor­
porations . 

tG/m 
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