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Discussion Paper

Expenditure Limitations

INTRODUCTION

During recent years several states have instituted expenditure
limits. These actions appear to have been prompted by a public
perception of onerous and/or rising tax burdens (primarily local
property taxes), concern for government efficiency, and worry about
growth of government as a share of gross national product.*
Alaska®"s case is not directly comparable to the situation in these
other states. Rather than a problem of high individual taxes or
declining demand for government services, we have instead windfall,
non-sustainable revenues. These revenues result in "painless"”
spending increases, the demand for which the Legislature and the
executive find difficult to resist. The absence of the traditional
revenue constraint on spending has allowed us to become accustomed
to levels of per capita spending which will be difficult, if not
impossible, to support in the future. The results of the past
legislative session have reaffirmed the concern for the State"s
ability to restrain growth in the face of rising revenues and
public demands for expenditures, and in the absence of some binding

limit.

Therefore, the purpose of this paper is to review the major issues
associated with State expenditure limits. Included are the princi—
pal arguments for and against such measures; a summary of limita—
tions imposed by ther states; a discussion of the fundamental
components of a limit; and, remaining questions which need to be
resolved prior to legal drafting of such a limit. Examples of

language used elsewhere are also attached.

*Interestingly, subsequent research has shown that realities of
high tax burdens and government growth do not correlate closely
with passage of .imiting measures. This may argue for public
perceptions of such matters as the crucial factor in passage of
these limitations.
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11. Pros and Cons of Expenditure Limitations
A. Arguments in Favor of Limitations

1. The growth of spending would be slowed. This is particu—
larly important in Alaska where, because of oil revenues,
expenditures appear "free" to the individual taxpayer.

As a result, the Legislature and the Governor are subjected
to strong demands for increased expenditures; acceding to
such demands may appear to be the easiest short-term

solution.

2. A limit would contribute to the long-run stability and
predictability of the size of the public sector, thus
reducing the seriousness of economic dislocations resulting

from future declines in State revenues.

3. An expenditure "rule" offers an explanation for the level
of various government programs, i.e. given constraints,

the State cannot be expected to do "everything."

4. Increased competition for scarce resources among govern-—
ment programs might result in better priority setting,

improved programmatic analysis and increased efficiency.

B. Arguments in Opposition to Limitations

1. A spending rule limits government flexibility and ability
to rationally respond to changing circumstances and
public input. It amounts to a determination that rep—
resentative democracy cannot adequately deal/with re-

source allocation decisions.

2. Such a rule would make government activities pro-cyc—
lical, 1i.e. government spending would decrease (increase)
at the same time private economic activity decreased
(increased) thus exacerbating business cycles. This
could be particularly serious during and following large

construction projects.
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3. Such limits are not consistent with the "pay its own way"
philosophy or approach toward certain government activities.
For example, spending limits could restrict front-end
expenditures necessary to obtain long-term development
benefits. Likewise it would not be possible to increase
spending for programs, even though people were willing to

pay for them with user fees.

4. Federally mandated expenditures (for example, bilingual
education programs or criminal detention facility re—
quirements) could force damaging service cuts in other

areas.

5. Such limits give decision makers an incentive to put off
certain types of expenditures which have long run impli—
cations (e.g., building maintenance) in favor of spending
for items where cuts would have more immediately obvious

(but possibly less harmful) effects.

6.« Once a spending limit is in place and if general fund
surpluses increase, the corporate and federal government
position that the State doesn®"t need the revenues becomes

more persuasive.

7. Spending limits usually exclude federal receipts. This
can result in program emphasis on federal rather than

state priorities.

Additional incentive and impact questions are addressed in a

section below on limit formulae.

Limits in Other States

DuriY." the last four years 13 states have instituted expenditure

wi. ons and three additional states have limited growth in

state revenues on which spending 1is dependent. Many have instituted

3



local restrictions as well. The spending limits range in strength
from those restricting budget requests to those which apply to
general fund appropriations. The most common limit basis (12
states) 1is personal 1income, or grov/th in the economy. Spending is
held at some proportion of this measure of economic activity. Two
states (California and Nevada) adjust their spending requests
according to changes in population and inflation; while the re—
maining two states use a flat percentage calculation (Colorado -
7%; Rhode Island - 8%). Appendix A contains a summary chart of
these state measures, including the formulae used, provisions for

emergency override, and treatment of surpluses.

Yery little analytical work has been done in evaluating the impacts
of these limitations. This primarily results from the recentness
of the limit experience. In fact, several [limits have effective
dates between 1980 and 1982. The experience with local limitations
is somewhat longer. The Advisory Commission on Intergovernmental
Relations has developed an estimate of the effects of local pro—
perty tax controls adopted before 1976. Their results indicate
that local governments with sucn property tax limits have expend—
iture levels six to eight percent less than local governments in
other states. This estimate does not adjust for the amount of

shifting of responsibility among the various levels of government.

In speaking with state budget officals in a few of the states with
limits, the impression gained is that drastic program disruptions
have not occurred. Adjustments have been made by adjusting funding
sources (i.e. refinancing programs from non-limited sources); some
small across the board cuts; and the exempting from limits of
certain categories o* expenditures. Some concern is voiced regarding
the impact of the current recession which 1is increasing social
welfare demands at the same time that expenditure linr"ts based on
economic activity begin to put on the squeeze. Another area of
concern is the depreciation of the State government physical plant
as fewer resources are put into building repair and maintenance.

It is generally agreed that the next few years will be a crucial

testing period for the spending limits.
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Limitation Components

There are several fundamental components of an amendment to limit
State spending. The major components are the spending formula- the
way in which allowable expenditures are calculated; an escape
clause- conditions and procedures under which the limit can be

exceeded; and, the treatment of revenues in excess of current

spending.

A. Spending Formula

A spending limitation is composed of an expenditure base and
an adjustment factor. The base is essentially the budget
starting point while the adjustment factor is theNmeans of
calculating any year-to-year changes in expenditure levels.
The base 1is usually some function of past budget levels. Most
of the controversy centers on which portions of expenditures
should be covered by the formula. The formulae generally
apply to expenditure cf general fund revenues, after exempting
federal funds, and occasionally exempting certain capital
expenditures and/or local government aid. In general, the
more inclusive the base the more effective the limit and the
fewer distortions expected in expenditure patterns. The

major modifications which are made in response to such limits
tend to be a redefinition of activities to fit into the
allowable expen-diture categories. Since in Alaska the limit
impetus comes from a need to reduce rather than redirect
spending, a broad limit would appear most applicable. The
federal funds exemp-tion seems to be the least damaging,
although as noted earlier this might lead to an increased

emphasis on federal as opposed to state priorities.

The most common adjustment factors are a function of personal
income or of price and population changes. The use of growth
in personal income to determine the growth rate of spending is

based on the rationale that personal income is a proxy for



ability and willingness to pay for government services; or,
alternatively, on the belief that government spending should

not become a greater proportion of total economic activity.

Use of an adjustment factor involving population growth and
inflation (both of which are also reflected in changes in
personal income) allows spending to expand in response to
these direct cost pressures. Such a real per capita limit
would over time reduce state spending as a percentage of
personal 1income. This would occur to the extent that private
economic growth exceeded population changes and inflation. It
is to De expected that this formula would be more restrictive

than would one depending upon changes in personal income.

Appendix C contains some sample formulae. Appendix B summarizes
growth rates in spending, personal income, population and

prices over the last ten years. A comparison can thus be made
between actual growth in expenditures and the rates which a

formula approach would have implied.

Escape Clauses

There are a variety of emergency override provisions contained
in existing spending limits. Over half the limits are statutory
and thus may be amended through the usual legislative process.
The constitutionally established limits require approval of
specific excess amounts by a simple, or a strong majority (3/5

or 2/3); or, by voter approval.
/

Some provision must be made for unforeseen circumstance.. One
approach 1is to include two overrides: one procedure fe:
natural disaster or other similar emergencies and another
(perhaps more rigorous) procedure for simply exceeding the

formula amount.

Appendix A contains a description of escape clauses in effect

in other states.



Treatment of Surplus

Any effort to limit state spending must include provisions for

the general fund surplus.

This 1is probably the most crucial component of an Alaska
spending limit and also that area where we can obtain the
least guidance from the experience of other states. Those
states which address this question provide for tax rebates or
reductions with some allowing for a budget stabilization or
rainy day fund. Since the Alaska limit intent is to enhance
the long-tenn fiscal security and stability of the state, it
would be inappropriate to return the total unspent windfall
oil revenue to individuals. The standard used in presenting
the possibilities listed below is that in order to assure
future fiscal integrity it will be necessary to have market
rates of return on "non-spent"™ funds, and that some portion of
the principal or corpus of these funds will also be needed to
finance state government in the future. This issue will
require careful consideration and resolution prior to the

proposal of any such limitation. Here are some possibilities:

1. Increased contribution to the Permanent Fund. The Per—
manent Fund was conceived and established as one mera-
anism for preserving this surplus (our oil wealth) in
income producing investments. Depending on the size of
the principal and the return on investments, the income
from the permanent fund could provide an important source
of recurring revenues in the future as our non-recurring
mineral revenues decline. One approach v/ould be to
provide for an additional contribution to the Permanent
Fund of some fixed percentage of the general fund sur—
plus, say 75%. The remainder could be allocated to a

budget stabilization fund, emergency fund, or other use.



Establishment of a not quite so permanent Permanent Fund.
This would involve design of a semi-permanent fund which
would be styled after the existing Permanent Fund, but

from which expenditures could be made once oil revenues

and permanent fund interest earnings are insufficient to
support even the "limited" State expenditure levels.

This would, 1in essence, be a long-term budget stabilization
fund, which would be invested in assets earning market

rates of return.

Loans. Direct loans or investments (as opposed to loans
through some fund as in (1) or (2) above) are another
possibility. It is assumed that appropriation of funds
to increase the capitalization of loan funds (existing or
new) and appropriation of loan subsidies would both be
covered by the expenditure limit. |If this were not the
case, the State would be in a situation similar to the
recently resolved problem of the general fund balance
automatically funneling into loan programs. Most of the
existing loan programs are revolving funds, where repayments
return to the fund to be reloaned for a similar purpose.
It uld be possible to make direct loans from the general
fund (e.g., as was done for the Green Lake hydro project).
Such loans, which could be used for industrial develop—
ment or other purposes, could be designed to repay the
general fund on schedules which would help offset de—
clining oil revenues. Another possibility would be to
make general fund loans to existing loan programs. This
money could then be leveraged, loaned, and repaid to the
general fund (i.e. would not be part of the revolving
accounts). For a loan approach to be logical, the past
practice of lending below market rates would have to

be abandoned.



4. "Altruistic" Major Investment. Although the increasing
price of oil has meant a windfall revenue gain to the
State, consumers of petroleum products here and elsewhere
are the source of much of that revenue. The national
perception seems to be one of Alaska reaping enormous
benefits at the expense of the rest of the United States.
Although the complete validity of that perception is
arguable, it does raise a question as to whether some
portion of currently surplus revenues should not be used
in a way to furnish long-term, national benefits. There
might, for sample, be potential projects in fusion
research, cancer or some other medical research, social
welfare experiments, or synfuels development. The
important elements of such an expenditure would be
potential benefits to a national as opposed to a strictly
local constituency. In considering such an approach it
must be remembered that this is basically a spending
option which would contribute to long-term fiscal security
only in so far as to prevented State revenues from being

garnisheed by the federal government.

.Possibly some combination of these and other uses might be a
preferable approach to dealing with revenues in excess of
current spending. The main point is that whatever the uses

are, they should be planned and designed prior to the limitation
of spending and the resulting existence of substantial cash

balances.

OTHER [ISSUES

In addition to the questions discussed above, there are several
other issues that need to be addressed in the design of a spending

limit. These are outlined briefly below.



Constitutional or Statutory

Constitutional provisions are generally reserved for state—
ments of fundamental principles, while details are taken care
of statutorily. This would argue for establishment of a
statutory formula, perhaps accompanied by a general statement
regarding growth as a constitutional amendment. The disad—
vantage of a statutory formula is the ease with which it can
be changed, making a statutory limit less secure than a con—
stitutional one. Seven of the seventeen states discussed
above have constitutional limits. Of these, four were ref—
erenda approved voters, two were initiatives approved by

voters, and one was legislatively instituted.

Impact on State Credit Rating

If bond buyers become concerned about a spending limit af—
fecting the ability of the State to pay its debts, this could
negatively influence the State"s credit rating, thus increasing
the cost of borrowing. Bond repayment can be guaranteed

either by granting such payments first claim on State spending
(priogity ftatus) or by exempting such payments from the

limit. The former method appears preferable, in that a limit
exclusion would encourage bonding and discourage the careful
evaluation of the impact of debt service on the State"s future

fiscal health.

Unfunded Obligations

Legislation 1is sometimes passed which creates programs without
provisions for funding these activities. A spending limit
might create an incentive to design programs without concur—
rent funding, thus disguising, at least temporarily, the
fiscal impact of government actions. An example of such
action might be the incremental funding of a large project, or
the raising of unemployment benefits. Another aspect of this
problem is programs which represent obligations to make future

payments. Difficulties arise if these obligations (e.g.,

-10-



STATE

Arizona C

California

Colorado

Delaware

Hawaii

sConstitutional

METHOD AND DATE
(C OR S)*

OF APPROVAL

Legislative
Referendum:
approved by
voters 11/78.

Initiative:
approved by
voters 11/79.

Legislative vote;

July 1,

1977.

A 2/3 vote of each

house

tive sessions

constl tutlonal

amendment.
received by majority
vote first

in 2 consecu-
Is
required to pass a
This

In the

1979 session and

enacted

Constitutional
Convention

Referendum approved

in April

by voters 11/78.

(€)

or Statutory

(S).

1900

STATE SPENDING AND REVENUE LIMITS:

LIMIT APPLIES TO

Expenditure of
state tax revenues.

State and local
tax revenues
appropriations.

State general
fund spending.

State general fund
appropriations.

State general fund
appropriations.

OASIS OF LIMIT

7% of total personal income

of the state, determined by
3-member Economic Estimates
Commission. (Legislature shall
consider those funds in pre-
scribing growth rates.)

Rate of growth of state and
local tax revenues appropri-
ations is United to percentage
increase in cost of living and
the percentage increase in the
state and local government's
population.

7% increase over p evious
fiscal year's expci Utures.

Aggregate state general fund
appropriations, for any given
fiscal year, may not exceed 98%
of estimated general fund
revenue for that fiscal year.
The estimate is to be deter-
mined by "the most recent Joint
Resolution” and signed by the
Governor.

Estimated rate of growth of
state's economy, determined
"as provided by law."

APPENDIX A

GENERAL PROVISIONS

EMERGENCY OVERRIDE PROVISIONS

2/3 vote of legislature on
specific additional amount.

Limit can be exceeded by
voter approval (to be
reapproved after A years),

and, "in the event of an
emergency." the limit can
be exceed*' lur 1 year.

(The amendment does not
specify how and by whom
an emergency is determined.)

(Statutory: may be amended.)

In the event of
with a 3/5 vote in each house,
the legislature may appropri-
ate" any portion of the amount
between 90% and 100% of the
estimated general fund revenue
for any fiscal year."

emergencies,

2/3 vote uf "members to which
each house of the Legislature
is entitled,” on specific
amount.

TREATMENT Of SURPLUSES

no provision.

"To be returned by a
revision of tax rates
or fee schedules within
the next subsequent

years."

A. of revenues In excess
of 7% 1limit retained as
surplus; additional
revenues to be utilized
for property tax relief.
Excess revenue paid into

Oudget Reserve Account,
as long as that payment
does not Increase the
Account's total to more
than 57. of the estimated
general fund. Legislature
may, by a 3/5 vote in
each house, appropriate
funds from the DRA to
funds "any unanticipated
defidt...or to provide
funds required as a
result of any revenue
eeduction..,

If state general fund
balance In 2 succeed-years
exceeds 51 of general
fund revenues for each
of the 2 fiscal years,
legislature shall provide
tax refund or credit.



pensions or other benefits) are not adequately funded between
the commitment time and the time payment is due. This problem
can be avoided by the requirement that actuarily sound current
appropriations be made for pensions and other future obligations.
How such a provision could be designed and enforced requires

further discussion.

Treatment of Dedicated Funds and User Charges

Alaska has certain dedicated funds, and the inclusion or
exclusion of expenditures from these funds in a limit calculation
must be decided." For example, it may be desirable to count
expenditures from the Fish and Game Fund and Renewable Resources
Funds under the limit. If these expenditures do not "count,"
there would be a great incentive to refinance programs from

these sources rather than from the general fund.

Another consideration of this nature is the treatment of user
charges. Some have argued that spending financed from such
sources should be excluded from the general limit, where the

purchase of such goods or service: the user is discretionary.
It would be important to define carciully program receipts,
since there would be pressure to inflate and extend user
charges as a means of circumventing a limit. Also, since
dedication of funds is constitutionally limited, such an

exclusion might pose legal difficulties.

Mandated or Shifted Costs

Limiting the expenditures of one level of government results

in an incentive to transfer expenditures to another (unlimited)
government, or to mandate new functions without providing new
funding. Some limits, therefore, provide that the current
proportion of state expenditures going to municipalities is

not to be reduced unless there is a shift of program responsi—
bility; and, if such a shift is made, provide that the expenditure

base be appropriately adjusted.

Wording to deal with these problems is suggested in Appendix C.
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STATE (C ON 8)*

Idaho

Louisiana

Michigan

Nevada

New Jersey

“ Michigan state spending cannot exceed this
A limit 1s also placed on local

of the amendment.

METHOD AND DATE
OF APPROVAL

Legislative vote;
19BO session.

Legislative vote;
July 1979.

Initiative; approved
by voters 11/78.

legislative vote;
1979 session.

Legislative vote;
August 18, 1976.

LIMIT APPLIES TO'

State general fund
expenditures.

Increase in state
tax revenue.

"TotJ amount of
taxes. '**

State budget bill
requests.

"expenditures of
the state”

BASIS OF LIMIT
State general

total state personal
the ensuing fiscal year.

Economic Estimates Commission
determines the estimated total
income prior to January

personal
1 of each year.

The revenue limit is the per-
centage determined by dividing
state tax revenue for the 1978-
79 fiscal year by state personal

income for 1977.

Total State Personal

Revenues ‘previous cal-
1978-79 X endar year
Personal Income 1977

*or averaged over 3 previous
years, whichever is greater.

Level of general

the rate of Inflation.

State Per Capita
Personal Income
Current Fiscal Year €
Sta'te~Ter Capi ta
Personal Income

Base Year

Rase Year Expenditures »
Maximum Expenditures

limit according to a provision
governments.

fund expenditures
may not exceed 5-1/3X of the
Income for

Income

fund expendi-
tures for the 1975-77 biennium
budget plus the percent equal
to the increase in population
plus, a percentage equal to

EMERGENCY OVERRIDE PROVISIONS

(Statutory: may be amended.)

(Statutory: may be amended).

Governor first specifies
emergency; 2/3 of members
in each house e ncur.

(Statutory: may be amended.)

Proposed Increase submitted
to people as referendum and
approved by majority of
legally qualified voters who
vote.

TREATMENT OF SURPLUSES

no provision.

Excess revenue, and al 1l
Interest, is deposited
"immediately' in the Tax
Surplus Fund; excess
revenue may only be
appropriated for tax
refunds.

If revenue, exceed limit
by more than li, excess
refunded pro rata based
on Income tax liability.
(IX excess may go to
Budget Stabilization
Fund.)

no provision.

no provision.



STATE

Oregon

Rhode Island

South Carollna

Tennessee

Texas

Utah

Washington

‘Source:

(C OR $)*

S

National

METHOD AND DATE
OF APPROVAL

Voter approval;'
Aprll 1900.

Legislative vote;
1977 session.

Legislative vote;
June 19S0

Constitutional
Convention Refer-
endum; approved by
voters 3/70.

Legislative
Referendum; approved
by voters 3/70.

Legislative vote;
1979.

approved
1/79.

Initiative
by voters

Confo-ence of State

LIMIT APPLIES TO*

Growth of state
appropriations.

State budget re-
quest submitted by
Governor.

Growth in state
oxpendi tures.

Appropriations from
state tax revenues.

Appropriations from
st; o tax revenues

State appropri-
ations and revenue,

Growth In state tax
revenues.

Legislatures.

OASIS OF LIMIT

Each biennium, rate of growth
of state appropriations shall
not exceed the rate of growth
of personal income 1n the 2
preceding calendar years.
After session adjournment.
Executive Department reports
to the Emergency Board the
estimate as of July 1 of the
first year of the biennium of
general fund revenues that will
be received.

82 increase over current year's
general fund appropriation.

ExpenditU’es are limited to the
previous year's expenditures
multiplied by the average state
personal income ratio for the 3
previous years.

Estimated
«ftc's

rate of growth of
economy.

Estimated rate of growth of
state's economy, determined

by law (use personal income
increase).
05% of growth in personal

income.

Revenues are limited to the
previous fiscal year's state
tax ;evenue limit multiplied
by the average state.persona’
income ratio for the 3 previous

,'ears. The legislature shall
establish tax rates so the
limit will not be exceeded.

EMERGENCY OVERRIDE PROVISIONS

(Statutory: may b,- amended.)

(Statutory: may be amended.)

(Statutory: may be amended.)

Specific excess amount can be
approved by majority vote of
General Assembly.

Record vote of majority of
legislature finds emergency
and specifies amount.

A 2/3 vote of the legislative
body "may declare a fiscal
onr't-gency in order to exceed
she appropriations of revenue
limit for any fiscal year."

The limit may be exceeded "to
meet an emergency as declared
by the Legislature” by a 2/3
vote of each house. The

legislature, by a 2/3 vote of
each house, appropriates the
additional revenue requested.

TREATMENT OF SURPLUSES

If the revenue received
during the biennium
exceeds the estimate by
22 or more, the excess
shall be credited "in a
percentage amount of
income tax liability."

no provision.

no provision.

no provision.

no provision.

Excess revenues are re-
bated or returned in the
form of reduced taxes the
following year;
legislature may limit
surpluses to 22 of the
state's appropriations
for the prior fiscal

Excess revenue becomes
part of the state tax
revenue for
fiscal year.

year.

the succeeding



APPENDIX B

Ratos of Growth of Formula Components.

The two most commonly used expenditure formula are based on (lj
changes in personal income; and (2) inflation plus population
changes. Given below is the history of these indicators over the
past few years, and for purposes of comparison, the rate of growth
in general fund appropriations.

General Fund % Change 1in Percentage Change
Appropriations % Increase in Personal Income in Personal Income |, Percentage Change

FY ($000) Appropriations Residency Base 3-year running avg. Population CPI Pop + CPI
1969 $ 127,849.5 10.85
1970 172,814.6 35.17 13.414% 3.02 4.58 7.60
1971 298,627.3 72.80 10.269% 11.83 3.08 3.91 6.99
19/2 314,110.4 5.18. 9.056% 9.66 3.56 2.51 6.07
1973 304,007.5 15.89 17.903% 13.39 2.74 ¥2.27 5.01
1974 374,176.0 2.79 21.728% 19.80 4.11 5.90 10.01
1975 528,260.1 41.18 44 _768% 32.75 10.90 13.09 23.99
1976 627,274.5 18.74 18.906% 31.20 8.22 12.43 20.65
1977 734,626.0 17.11 2.813% 10.57 .33 6.86 7.19
1978 833,794.7 13.50 1.298% - 2.05 -.61 5.95 5.34
1979 1,066,266.8 27.88 4 .555% 2.91 -.22 9.32 9.10
Rate of 23.63% ) 13.88% 3.45% 5.62% 10.07%

increase over
the period



Appendix B (cont.)

Summary of Statistics Usp'i in Limits

PERSONAL INCOME

Total personal income in Alaska is estimated on a quarterly basis by the

Bureau of Economic Analysis (BEA), U.S. Department of Commerce.

Personal 1income is defined as the sum of all money and non-money income
received from any source. Money income includes wages and salaries,
proprietor income, rents, dividends, interest, and money gained from the
sale of property, plus tra“fer payments such as welfare, ""“ployment
insurance benefits, or retirement income. Non-money income includes the
value of free or reduced-price housing and food, such as Alaskan construction
workers often receive at remote construction sites. The concept of non—
money income also includes the net value of food obtained by subsistence
agriculture, hunting, or fishing - although the accuracy of the estimates
for income in the fonm of food obtained from subsistence activities Iis
extremely questionable. Somewhat arbitrary procedures are used to

convert total income to income on a residency basis.

Quarterly estimates of the annual rate of total personal income received
by Alaskan residents are published by BEA during the first month of each
quarter, with a lag of one full quarter. For example, 1in July 1980 BEA
published an estimate of the annual rate of total personal income

received by Alaskan residents during the first quarter of calendar year

1980 (January, February, and March).

During the legislative session in the spring of 1931, Alaskan legislators
could expect to receive BEA estimates of annual rates of Alaska's total
personal income during the third and fourth quarters of calendar year
1980. During this session, the legislators would be considering the
budget for the twelve-month period beginning July 1, 1981 and ending

June 30, 1982.



It should be noted that in Alaska total personal income is very much a
function of the level of State government spending. Thus, as spending
slows, one can expect the rate of growth of personal income to likewise
slow, thus causing spending to slow again. This 1is mentioned in the

body of the paper in discussing the procyclical nature of spending
limitations. Another problem is reflected in the large amount of

variance reflected in this statistic. Over the last ten years the
percentage increase ranged from 1.3% to 44.8%. Possibly these difficulties
can be mitigated somewhat through lagging the indicator (which would

reduce the procyclical elements) and by us™ng a 3 or 5 year running

averages (to reduce the yc.,r-to-year variations).

CONSTANT "REAL"™ EXPENDITURES PER CAPITA

Another suggested limiter for State government spending is constant real

(i.e., inflation adjusted) expenditures per capita.

\ computation of real expenditures per capita involves use of a price
index and an estimate of total population. Consumer price indices are
published by the U.S. Bureau of Labor Statistics with a lag of one to
two months. That is, the index for June 1980 was published around
August 1.. Consequently, during the spring 1981 session of the Alaska
legislature, indices would be available approximately through April of
1931. Legislators at that time would be considering the budget for the
twelve month period ending June 30, 1982. Estimates rr total resident
population in Alaska -n July 1 of each year are published in January of
the following year by the U.S. Census Bureau. Thus, when the Alaska
legislators were considering the budget for the twelve month period
ending June 30, 1982, the latest population estimate available would be
for July 1, 1980. The July 1, 1980 estimate would be preliminary, and

subject to revision..

Population estimating techniques used by the U.S. Census Bureau are not
always appropriate for Alaska - particularly during periods of rapid
economic growth or dec.ine such as those during and after construction

of a pipeline. The Census Bureau is believed to have underestimated



population growth in Alaska during construction of the oil pipeline. To
the extent that population is underestimated in such circumstances, a

real per capita budget limiter would make it difficult for the state to
respond to rising demands for services during boom periods. The lag in

receipt of the statistics would exacerbate this difficulty.

The only price index available in Alaska is the Consumer Price Index.
By contrast, on a national basis several indices are available for the
various segments of the Gross National Product - including special
indices for construction and for the components of construction.
Because the Consumer Pric<Mndex generally rises less rapidly than
construction ¢ v ..<) costs of services of most kinds, including
government services, use of the Consumer Price Index would result in a

yearly decrease in real government expenditures per capita.

Note: Information on the availability and characteristics of these

statistics was supplied by dim Sullivan of Budget and Management.
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Appendix C*

Exanples of Expenditure Limit Language

The following model provisions present suggested wording for many of the

alternative approaches to and components of a limit on expenditures.

These drafts may be a useful guide in drafting a limitation proposal for
any state. However, they are presented as guides only. Conformance to
a state"s own constitutional and statutory patterns and practice will be

required 1in every case.

Expenditure Limitation

Section 1. It is proposed to amend the Constitution of

by adding an article to read:

Article Section 1. Expenditure Limitation. A limit on the total

amount of expenditures by the State in any fiscal year is established.

Formula #1. Cost of living and population changes - legislative

formula

the annual state expenditures shall not exceed the total expenditures
for the prior fiscal year, except for annual per mtage changes in
the cost-of-living and population. The legislature shall by law
provide a method for determining the percentage change in the cost

of living and population but in no case shall such percentage

change in expenditures exceed the change in the state's per‘capita
personal income. (Modeled after California Senate Constitutional

Amendment: No. 42, 1977)

;Source:  National Taxpayer Conference, '"Statement on Limitations
of Taxes and Expenditures," August 1978.
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Fomula #2. Percentage of personal income increase

The annual state expenditures shall not be increased over expenditures
of the prior fiscal .year by more than the percentage increase in
personal income for the prior year or the average of the percentage
increase in personal income for the previous /three/fi myears/,

whichever 1is /greater/lower/.

Formula #3. Percentage increase

The annual state expenditures shall not be increased over expenditures

of the prior fiscal ye”r by more than % .

Formula #4. Percentage of personal income

The annual state expenditures shall not be more than % of
personal 1income for the prior fiscal calendar year or %
of the average personal income for the prior /three/five fiscal/

calendar years, whichever is /greater/lesser/.

Formula #5. Growth, in state economy - Tennessee approach

In no year shall the rate.of growth of appropriations from state
tax revenues exceed the estimated rate of growth of the state’s
economy as determined by law. No appropriation in excess of this
limitation shall be made unless the legisic tire shall, by law
containing no other subject matter, set fortn the dollar amount and
the rate by which the limiu will be exceeded.

«

Formula ¢(i6. Ratio of personal income to state budget

The annual state expenditures shall not exceed the amount determined
by multiplying the limitation ratio by the average state personal
income for the three prior calendar years. The limitation ratio is
the quotient formed by dividing the average gross budget/experiditures

for the three fiscal years immediately preceding the effective date



hereof by the average state personal income for the three calendar
years immediately preceding the effective date hereof. (Modeled

after a Massachusetts proposal)

Formula #7. Per capita cost of living increase

(1) The annual state per capita expenditure during any fiscal year
shall not be increased over its per capita expenditure during the
immediately preceding fiscal year by a percentage any greater than
the percentage of increase occurring in the state cost of living
during o.ie first twelmonth period immediately preceding the

fiscal year. (Modeled after a Colorado proposal)

(2) The limit on expenditures may be increased or decreased if
approved by a majority of the voters who vote upon the question at
a statewide special or general election pursuant to a measure

enacted and placed upon ,fie ballot by the legislature.

Section 2. Reserve Fund. Any excess of state revenues over expenditures

at the end of a fiscal year shall/may be transferred to a Reserve Fund.

The Reserve Fund shall not

Formula #1 exceed % of the state"s personal income

for the prior calendar year.

Formula #2 exceed % of the prior/current years
expenditures.
Formula r/&xceed % of the prior/current years revenues.
/
Such excess amounts not to e:;ceed % of may be

transferred to a budget stabilization fund or retained as an opening

balance in the fund.
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Appropriations from the Reserve Fund may be made only upon the exhaustion
of all other available funds, including federal emergency funds, upon

the declaration of an emergency by the governor, and upon a two-thirds
favorable vote of each house of the legislature. Income earnedto the

fund shall/may accrue to the fund.

Section 3. Excess Revenues. Frr any fiscal year, the e>:ess ofrevenues

over expenditures, except as provided in Section 2, shall be...

a)...
b)...
C)...

Section 4. Emergency. The limitation imposed by Section 1 may be

exceeded upon exhaustion of the fund established in accordance with

Section 2 and upon the declaration of an amergency by the governor and

upon favorable approval of a 2/3 vote of each house of the legislature.

The legislature, by law, shall set forth the amount of the cost of the
emergency and the method by which it shall be defrayed. The limitation

may be exceeded only for the years in which the emergency is declared.

In no event shall such emergency expenditures be included in the computation

of the limitation imposed by Section 1 for any other year.

Section 5. Mandated and Shifted Costs. The state shall not impose upon
any local unit of government any part of the costs of new program or
services, or increased in existing programs or services, unless a
specific appropriation is made sufficient to pay the local unit of
government for that purpose. The proportion of state revenue paid to
all local units of government, taken as a group, shall not be reduced
below that proportion in effect at the adoption of this article. Where
costs are transferred from one unit of government to another unit of
government, either by law or court order, the limitation imposed by
Section 1 shall be adjusted and transferred accordingly so that total

costs are not increased as a result of such transfer.
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Section 6. Severability. |If any expenditure category, or revenue

source, shall, by a court of competent jurisdiction in a final order, be
adjudged exempt from this article, the process of computing the expenditure
limitation shall be adjusted accordingly and all remaining provisions

shall be in full force and effect..

Section 7. Implementation. The legislature shall enact legislation
consistent with and as may be necessary to implement and enforce the

provisions of this article.

Section 8. Definitions. /;.ote: Some of these definitions may not be

needed depending upon what limitation is selected .7

(1) "Personal [Income" means the total 1income received by persons in

from all sources, including transfer payments as defined and
officially reported by the U.S. Department of Commerce or its successor
agency for a 12-month period of time. /Note: The amount of personal
income can be further defined or limited. For example, federal individual

income taxes paid may be deducted frcm personal income”/

(2) "Cost of Living" means the Consumer Price Index (all items) for
, or any comparable index, as computed by the Bureau of
Labor Statistics or the Department of Commerce of the United States, or

successor agencies thereto, tor a 12-month period of time.
(3) "Population" means the number of people residing in the state,
excluding armed forces stationed overseas, as determined by the U.S.

Bureau of Census or its successor agency.

(4) "Expenditures" means the total amount of moneys appropriated by the

state except:

a) Monies received from the federal government;

b) Principal and interest on bonded indebtedness;

) Appropriations funded by unemployment and disability insurance

funds;
-23-



d) Appropriations funded by discretionary user charges to the
extent that such charges do not exceed the cost of the goods or
services and its purchase by the user is discretionary;

e Appropriations funded from permanent endowment, trust funds,

or pension funds;

) Proceeds of gifts cr bequests made for purposes specified by

the donor;

Q) Monies appropriated for tax relief.

(5) "Fiscal Year" means any account.ng period of twelve consecutive

months.

(6) "Per Capita Expenditure" means the quotient derived from dividing
expenditures of the state for a fiscal year by its population on the

first day of that fiscal year.

(7) "Emergency" means an extraordinary event or occurrence which could
not have been reasonably foreseen oi prevented and which requires immediate

expenditure to preserve the health and safety of the people.

Section 9. Effective Date. The Article shall be effective commencing
with the fiscal year. (This section should also be used to
designate any "base years" needed to determine the expenditure limitation.
Care should be taken to spell out the base years involved to prevent
uncertainty. It should be pointed out that statistical information such
as oersonal income and population is not timely available which may

cause difficulty in ascertaining an expenditure limitation during the

time of the budget making process.)

Section 10. Miseel Igneous. Nothing contained herein shall be construed
as requiring the State to spend or appropriate the full amount of the
limitation provided in this article. Nothing contained herein shall be
A,..otrucd to impair the ability of the state or any local unit of
government to meet its obligations with respect to existing or future

obligations.
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HAMMOND EXPLAINS SPENDING LIMITATION PROPOSAL
1-13-81
#9

FOR IMMEDIATE RELEASE

JUNEAU--Governor Jay Hammond today, as another plank in his
overall, responsible financial plan for tae state, introduced his
language for a Constitutional amendment to limit government spending.

Hammond 1introduced in both Houses a joint resolution calling
for the public to vote ®n a constitutional amendment which would impose*
a spending limit on state government. The amendment,, if approved by
voters, maybe in August or November of 1932, would change article IX

of the Constitution to limit spending to an increase from the previous

year .

"The proposed amendment is conservative, responsible and
workable. It will not hobble the state or prevent the performance
of any needed governmental function. It will, however, set limits

where they are needed and it will not set limits where they aren"t
needed,” Hammond said.

The governor, who will explain his reasons for seeking a
constitutional amendment to limit spending in his annual budget message
on Thursday, today said such a limit is "imperative"” to force increased
saving of the state"s oil wealth- a plank in nis investment plan.

MORE



The spending limitation bill the governor Is proposing would
apply to both operating and "capital” expenditures. The bill does
list 10 specific exceptions from the ceiling, some so that money can
be appropriated for investment purposes that really don't involve the
actual expeni. cure of state funds.

The 1. ¢ calls for state spending increases of money from
state sources of only the increase in the federal consumer price index
for Alaska for the preceding year plus a percent equal to Vhe state's
average yearly growth in population. While increases in the revenues
from non-state sources aren't included, federal funds for example, the
limit ties increases in state spending to inflation plus population
hikes.

The bill says that inflation will be determined by using
the federal consumer price index. Currently there is an index for
Anchorage and one for Fairbanks will be starting soon. If there is more
than a single index the Inflation rate will be determined by using
the weighted average of the available index in proportion to each
community's relative population.

"The uso of the data prepared by the federal government is
deliberate and essential. The pressure to shapo cost and population
data to justify Increased expenditures v;ould be enormous if those data
were prepared by stato or local agencies. Using data developed by an
Independent and scpari.to government avoids that problem completely,”
Hiimmond said.

The measure f population will bo taken from the fcdoral
decennial census inti the interim five-year rcnunGrar.ionn scheduled to
start this decade.

"Those two measures of growth, while not always coincident

with all governmental needs, will allow the state to keep nbroasit of

most nocr'.s and yet hold growth to reasonable and responsible limits.

MORE
a

Add 2-2-2-2
« *

"To the extent that the state still lags behind ts sister
states in some areas of governmental services and facilities, the
exemptions will allow it to catch up, if that is what the electorate
wants,” Hammond said.

The exceptions include:

—Appropriations for the Permanent. Fund or to pay for
Permanent Fund dividends. Both can be made from state revenues without
regard to or inclusion in ti.e spending ceiling.

- Money can be appropriate”® to capitalize loan funds. This
means money can be set aside to fund state loans but the interest
subsidy for low-interest state leans must be appropriated and counted
under the spending limitation ceiling.

— Money may be spent for capital improvements, but only if
the projects in excess of those that can be afforded from funds included
in the budget ceiling are approved by voters. This includes projects
funded by appropriation and those approved from the general fund or
from bond proceods.

"Voter approval is a must for the appropriations to be within
the exception. But if the voters approve, there are no limits on
appropriations for capital improvements," Hammond said.

The proposod resolution defines capital improvements in the
same language that appears in sections 8 and 9 of the Constitution
on state and local debt.

— Money may bo sent to escrow accounts such as to repay
general obligation bo..da. Hammond said repaying debt would almost
always bo to the state's advantage and such an expenditure for debt
retirement would not constitute a real expenditure, but a form of
saving for the state.

— Tho sixth oxcoption is for money appropriated ns a reserve

account for disasters of natural or human origin.



Add 3-3-5-3

The exception allows for the rainy-day account—the ‘loserve
for Emergency Operating Expenses Account passed last year by lawmakers,
AS 27.05.159. Honey from the account could be spent by the so.re means
that lawmakers could spend money in the event of a natural disaster—
the tenth exception included in the proposed bill.

For the legislature to spend in either event uould require
passage of an appropriation bill by a two-thirds majority of each House,
the bill being approved by the governor. If the governor would not
approve the appropriation or vetoes it by reducing or striking any item,
his veto is final.

"The purpose of the absolute veto is to preclude any excess
spending for non-emergency items in a bill appropriating money for
disaster relief. Without an absolute veto, this exception would create

an unacceptably large loophole," Hammond said.

—The seventh exception allows for money to he appropriated
which is generated through "user fees." The term moan3 all tlxes or
charges which are levied upon thcso who U3e a government facility or
service. They include everything from hunting and fishing licenses
to boiler inspection fees.

"So long ;s users are paying the money, no purpose would ho
served in piling this category within the limitations on expenditures,"
said Hammond, who added he could see no roason why the limitation would
promote any increase in such fees at the present time.

— An eighth exception is for appropriations required by court
orders or by a transfer of functions from the fcdoral to state

government, Transfers from the local to state government, howover, would

be impacted by the spending limitation.

—And a final exception would bo for appropriations possible
with money derived from one-quarter oi the income from extra additions
to the I'ormanont Fund.

MORE

As a means to encourage additional contributions to the
Permanent Fund, Hammond is proposing that cue-fourth of the interest e
earnings from additional contributions to the fund would be "free"
money not counted under the limitation. "The more money that is
placed in the fund, the more money there will be available to spend
outside of the expenditure limitation,” Hanmond said.

The governor in his Dec. 4 speech in Anchoraga outlining his
rationale for the limitation stressed that it should include both
operating and capital expenditures since "creative" accounting
techniques could shi.ft normal operating expenditures to the capital
side of the budget--thwarting the purpose of a spending ceiling.

Hammond added that capital projects also entail "downstream"
operating and maintenance costs which would justifiably require an
increase in operating budgets if the two typos of expenditures are not
controlled equally.
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Introduced: 1/13/81
Referred: Transportation,
Judiciary and Finance

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE JOINT RESOLUTION NO. 4
IN THE LEGISLATIVE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - FIRST SESSION
Proposing an amendment Co the Constitu—
tion of the State of Alaska relating to
limitations on appropriations of state
money.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article IX of the Constitution of the State of Alaska 1is

amended by adding new sections to read:

? SECTION 16. .APPRO [ON .LIMITATIONS. The amount of State money

B nppi-np*-* ng a ffscal year shall not exceed the amount appropri—
/m 4 ated in the preceding fiscal year by more than the increase in the fed-—

fflcffkstsﬂ) eral consumer price index for the state for the calendar year preceding

16 the governor®s submission of the budget under section 12 of this arti—

v cle plus a percentage equal to the average yearly growth in the State"s

18 population as shown by the last two federal censuses or renumerations.

19

Money appropriated under any exception prescribed by section 17 of this

article shall not be included in the base for determining the allowable

24 increase from year to year. *

gfYVpTV
22 SECTION 17. EXCEPTIONS FROM APPROPRIATION LIMIT.*"TfONS. The limi—
23

tations on increases 1in appropriations do not apply to appropriations

24 of money to be deposited in the permanent fund: money appropriated to

2 pay permanent fund dividends: money appropriated to capitalize loan

2 funds, but the money to subsidize low interest loans must be appro—

o priated separately and i3 subject to the limitations; money appropriated
28 t > construct capital improvements, whether of bond proceeds or other-

29 .ise, where the appropriation for the capital improvements is approved
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74
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29
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laws

bv the voters? money appropriated to escrow accounts or otherwise to
repay general obligation bonds; money appropriated as a reserve for
disasters of natural or human origin or other emergencies; money appro—
priated to coincide with increases 1in user fees; money appropriated to
meet increases in costs to the State resulting from court orders or a
transfer of authority or responsibility to the State from the federal
government; money derived from one-quarter of the income from those
contributions made to the permanent fund which exceed the minimum
required by this constitution; or money appropriated by a vote of
two-thirds of the membership of each house and approved by the governor
to meet disasters of natural or human origin which are declared by the
governor.

Sec. 2. The amendment proposed by this resolution “hall be placed be—
the voters of the state at the next general election in conformity with
XIll, sec. 1, Constitution of the State of Alaska, and the election

of the state.
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Introduced: 1/13/81
Referred: Transportation,
Judiciary and Finance

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE JOINT RESOLUTION NO. 4
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - FIRST SESSION
Proposing an amendment to the Constitu—
tion of the State of Alaska relating to
limitations on appropriations of state
money.
UK IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article IX of the Constitution of the State of Alaska is
amended by adding new sections to read:

SECTION 16. APPROPRIATION LIMITATIONS. The amount of State money
appropriated during a fiscal year shall not exceed the amount appropri—
ated in the preceding fiscal year by more than the increase in the fed—
eral consumer price index for the etate for the calendar year preceding
the governor®"s submission of the budget under section 12 of this arti—
cle plus a percentage equal to the_av erafe...,nxl.y growth in the State"s
population as shown by the last jtwo.-fcderal Cfin.8U8es or renumerations.
Money appropriated under any exception prescribed by section 17 of this
article shall not be included in the base for determining the allowable
increase from year to year.

SECTION 17. EXCEPTIONS FROM APPROPRIATION L, * ATIONS. The limi—
tations on increases in appropriations do not apply to appropriations
of money to be deposited in the permanent fundj money appropriated to
pay permanent fund nlvidendsj money appropriated to capita"ié% loan
funds, but the money to subsidize low interest loans must be appno-
printed separately and is subject to the limitations: money agaégpriated

to construct capital improvements, whether of bond proceeds or other—
wise, where the appropriation for the capital improvements 1is approved
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by the voters; mowdy appropriated teK-yscrow accounts or otherwise to
ai/
repay general obligation bonds; money appropriated as a reserve-"~for

disasters of natural or human origin or other emergencies;; Wappro—
printed to coincide with increases in user fees; moJES appropriated to
meet increases in costs to the State resulting from court orders or a
transfer o! authority or responsibility to the State from the federal
government; money derived from one-quarter of the income from those
contributions made to the permanent fund which exceed the minimum
required by this constitution; orVmcnfey appropriated by a vote of
two-thirds of the membership of each house and approved by the governor
to meet disasters of natural or human origin which are declared by the
governor.

Sec. 2. The amendment proposed by this resolution shall be placed be—

the voters of the state at the next general election in conformity with

X1IT, sec. 1, Constitution of the State of Alaska, and the election

laws of the state.
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LAnutuig state goves'riment

" The News;Miner recently published aTist of the!700
0. so salaried state employees (not counting .'the
University of Alaska nor ferry employees) who are
projected to be paid more than $50,000 this yfear. They
comprise about 4E per cent of the people on our state’s
payroll. _

We'll not attempt to make individual judgments—
whether any particular,person on the list is performing
;work worth that amount of money. Many of these
people are widely known in Alaska and our feaders are
quite capable of making such judgments for them-
selves... . = : -r

But we do observe thatthe proportion of highly paid
Alaskan state employees is much greater than in other
states. Nationwide”™ 4 per cent of state workers earn
$19,000 or more a year; in Alaska 4% per cent earn.
$50,000 *

e Ano -e alsg)l_t;bserve_fhﬁ-t many 01; th_e&se_ @Iask_afr\}:

-V

‘petition that would limit budget increases to an amount
based in part on.the'yearly increase* in per.scapltajj
'‘personalincome” £g8£ \
«£. *We believe any such limit.should be based on the
increase in private per capita income, excluding public
employees. It's'easy to see how the salaries of ;our
relatively well paid,state employees could skew<such a
limit to make it higher than it ought to be, particularly
.when we consider that state employees'receive pay
raises based on apercentage of their inlcome..* AV

And state officials also should consider endin’g the
automatic percentage increases for these highly paid
state employees and using flat dollar amounts for them
instead. Why should a state employee earning $60,000 a
year rece.ve a raise three time greater than a state
worker earning $20,000? * e

If we are to limit the growth of state government—
and we believe that is a goal worth trying for—the
upward posh caused by high state salaries should be
disregarded in setting the formula for state spending
increases. ,



State Chamber pushes spendrng limit
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Empire Staff Reporter

Does Alaska have too much money?

The answer, according to state businessmen,
appears to be a sober “yes."

A group calling itself Common dense for
Alaska met in Juneau Friday to Oiganize an ef-
fort to focus attention on what it sees as a need
to limit government spending. The state should,
h the words of one speaker, “bring the horse
.ack to the barn" before either the state

quanders its oil wealth or an outside force
comes and takes it away.

Although there was unanimous support for
putting a lid on government spending, there was
considerable disagreement over the most
judicious way to do it

"l personally prefer a constitutionally im-
posed limit which the Legislature and executive
branch cannont circumvent,” Lt. Gov. Terry
Miller said in a speech to the group. Miller said
he considers the governor's con-
stitutionalamendment (SJR 4) to be an excellent
starting point. SJR 4would key state spending to
a yet-to-be determined base year’s budget with
allowances for inflation, population growth and
emergencies.

Dealing rationally with projected surpluses is
the major challenge facing Alaska in the next
two decades, Miller said.

Alaska Chamber of Commerce President Don
Dickey said businessmen support the lieutenant
governor’s proposal, but Dickey had doubts the
Legislature can get a handle on state spending.
He said all th* pressures brought to bear on
legislators to fund “motherhood” and "apple
pie” programs makes it appear the best way to
limit spending is to get Alaskans to pass an in-
itiative which takes spending out of the law-
maker's liands.

To back his claims, Dickey cited statistics
showing state population growth since statehood

By MARK BAUMGRARTNER at 84 perg,

while at the sIme time the

operating budget was up over 3,000 percent.

Dickey said Common Sense has distributed
over 200 petitions around the state in the hopes
of obtaining 16,000 signatures necessary to put a
budget-limiting initiative on the 1982 ballot.

The initiative, ir approved by the voters,
w< uld do many of the same things SJR 4 would
do, Dickey said. The main difference is that it
would exempt capital expenditures from the
spending limit, concentrating instead on putting
a lid on the state’s operating expenses.

. Same lawmakers, as well as Hammond, have
proposed legislation that puts a spending limit
on both the capital and operating budgets.

Although not advocating capital limitations in
his speech, Miller urged development of cost-
benefit analyses for all proposed capital
improvement projects. "If any proposed pro-
ject’s benefits are greater than its cost, it is, by
definition, an investment. If not, then the pro-
ject is nothing more than ‘spending,”” he said.

Rep. Veny Gardiner, D-Ketchikan, one of the
legislators who has introduced legislation to
limit capital and operating spending, told Com-

.mon Sense it is important to remember that if

state-funded capital improvements are not
checked it will be impossible to keep operating
cost* down, since capital.improvements require
maintenance and other costs.

Gardiner applauded the'efforts to examine
spending limitations but warned that the task
may be more difficult than it appears. Besides
just looking at ways to cut the bureaucracy,
careful scrutiny needs to be given to the
economic effects of a host of state programs, he
said.

“We have to look at the effect of our loan
progams,"” Gardiner said. As an example he
cited the heavy state involvement in housing
loans, which he said is causing inflation and is
therefore comparable to raising taxes.

ut bud
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By PETE SPIVEY
Daily News reporter

If a proposed constitutional limit on state
spending is to have any real meaning, it must
apply to capital projects as well as the annual
operating costs of government, Gov. Jay
Hammond said Monday.

In Anchorage to promote a constitutionally
imposed spending lid on government, Ham-
mond said if only operating costs are “con-
trolled,” legislators and government agencies
would simply find ways to sneak new project
funding into their annual capital budgets.

«“You just shift things to a different ledger,”
he said. “Creative accounting permits you to
do all kinds of things and | guarantee you-all
of them would be tried.”

Hammond said such a limit would not mean

the state could never again fund a capital .

project. Rather, he says he advocates giving
voters more direct say on expensive capital
proposals through the referendum process,
whether the projects would be built with bonds
or paid for with general fund appropriations.

“We could set a limit on capital expendi-
tures and then require anything above that to
go before the voters,” Hammond said. “In my
view, the public ought to have a say when the
state is contemplating some of these huge
capital costs.” > |

Hammond said his proposal would not
hinder the state’'s effort to provide services.
Under his plan, state spending could grow to
accommodate population increases and infla-
tion, a formula he said would have allowed a
13-15 percent increase this year. The plan
would also allow exceptions for larger contri-
butions to the Alaska Permanent Fund, var-
ious “rainy day” reserve accounts and allow-
ances for providing appropriations needed to
deal with natural disasters.

Hammond said placing limits on state
spending would hardly mean belt-tightening to
the point of cutting off any critical state
services.'

It seems to me that limiting spending to a
15 percent annual increase is not going to
cause us to fail to meet the state's needs.”

Hammond's proposal would go on the 1982
ballot and, if approved, would go into effect
for the fiscal 1984 budget. He said there is
plenty of legislative sentiment fcr a spending
limit, but he’s concerned that many legislators
seem to want to wait a few years.

“Some say let's wait until 1982 or 1984, but
that's like a fat man saying he’ll wait until he
weighs 400 pounds before he goes on a modest,
incremental diet,” Hammond said. “Good /
grief, we may have a $10 billion budget by i
1984. That's just too long towait” |
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Limit government spending

We're glad to see state legislators moving to tie
local governmental growth limits into proposed
municipal aid legislation, but we believe that alone is
not enough. We also need limits on the growth of school
expenditures and on the growth of state government
itself.

In the Fairbanks are?, for example, increases in
school spending have far outstripped additional
amounts spent on other units of local government—and
that at a time of falling enrollments.

And the Babe Ruth of increased spending has to be
our state government, which has gone from a budget of

» $383 million in 1971 to $2.7 billion this year. That's

" nearly an eight-fold increase in 10 years and there is not
the least indication that, left to its own devices, the rate
of increased state spending will slow as long as there is
our growing oil wealth to fuel it.

An initiative sponsored by the state Chamber of
Commerce would limit the state's operating budget to

* increases based on a formula that considers the growth
7 of per capita personal income and population. This is
- one step in the right direction, although we believe the

factor for personal income should exclude public
employees, who, particularly at the state level, have
wages that significantly surpass comparable pay in the
private sector. t
And while we may have to rely on that initiative, it
-certainly would be simpler and faster if the Legislature
were to impose a similar limit of its own on state
spending. The Legislature could do it now. The
initiative can’'t go onto the ballot until the 1982
statewide elections.

We tend to agree with those who say that a s.ate-
imposed limit is necessary on local governmental
spending if the additional money is to bring about local
tax relief, although to their credit, local officials here
have pledged to cut taxes if more state aid is made
available. t

But we believe such a limit also must be put on
school operation budgets. Otherwise the additional
state money will just go for higher school expenditures
and there will be no local tax relief. Inour area, the cost
of schools makes up the biggest share of the borough
budget, yet school officials have not pledged to limit
their expenditures.

And ultimately we must cap state spending, too.
The leglsltors could do it, but if they won't, the people
will have to through the initiative.
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Spendmg [imit said state’s most crucial issue

yJON MATTHEWS
DaIIy News reporter

JUNEAU — The most cru-
cial issue now facing Alaska Is
the need for a limit in govern-
ment spending, Gov. Jay Ham-
mond said Tuesday.

"Everything else pales in
contrast ” Hammond said at a
press conference here.

Hammond said that without
such a limit holding back the
state’'s pool of skyrocketing oil
wealth, legislators "are going
tc try to get everything for
everybody.”

"Absolutely the most crucial
issue facing the state Ls a
reasonable and appropriate
constitutional amendment or
spending,” said the govemtr
who has proposed a spending
limit to the legislature.

In what might be taken as a
warning to legislators, Hain-
:.;ond said: “1 will look with a

jaundiced eye at everything
that crosses my desk” unless
there is &spending limit.

With personal taxes being
repealed, the public doesn’'t
sense any heed to restrict
spending of the oil wealth, the
governor said. Yet, Alaska
could wind up in bad financial
shape if It doesn't set limita, he
said.

Although lie did not sound
especially enthusiastic about
the prospect, Hammond Raid he
expects the state to eventually
take over the federally operat-

ed Alaska Railroad.

“1 suspect we will ultimately
end up owning the railroad ...
J dorrt presume It's going to
make money for the state,”
Hammond said.

The governor said he be-
lieves the state couldn't afford
to let the railroad be taken over
by a private enterprise that

emight only want to break up

and sell the railroad’'s substan-
tial land and property holdings
—as well as its rights-of-way.

Hammond said he’s not ea-
ger to see the state take over
the railroad thisyear.

The governor said he's ap-
prehensive about the proposed
repeal of the state’s Coastal
Zone Management laws.

"My major concern Ls that
the local people liave. a very
significant say in what' goes on
in cheir own backyard,” lie
said.

Hammond also said hes not
receiving a great deal of public
support for possible state in-
vestment in the Alaska natural
gas pipeline, but added that
such investment might turn out
to be a good idea.

The governor, however, said
the state should "not be the
first out of the chute” in offer-
ing investment in the line, and
should wait until other Inves-
tors are lined up.

Turning to Washington, D.C.,
Hammond said as far as he is

concerned, "the Jury is still
out” on U.S. Irtenor Secretary
James Watt.

But the governor was quick
to add that he believes Watt
may be more sensitive to envi-
ronmental concerns than na-
tional press reports indicate.

Hammond said he has dis-
cussed with Watt the possibility
of more federal oil leases in the
Gulf of Alaska. But the gover-
nor said Watt indicated he
would probably screen out
areas that face envi; onmental
objections from the state.

it
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{ammond ur%les 7
IMItS on spen

by Ellis E. Conklin
Time* Writer

Practically everyone, including a
majority of [égislators, wants to See
a constitutional [imit on state spend-
Ing, Gov. Jay Hammond said Mon-

ay.
yBut the governor is conce led

that the Rroposed amendment is not

%ettmp the proper attention by the
egisfature

They have no sense of urgency
about this,” Hammond said h ‘an in-

Ing

terview here. >

Hammond, in Anchorage to drum
up support for the constitutionally'
imposed spending lid on goverm-;
ment, called the amendment "the
key to our fiscal salvafion. ,

. "Without 1t, our fiscal prognosis
in this state is very dim," Hammond
said. "I believe this is the most im-
Eortant thing now, confronting 3

egislature, especially now that we
can no longer count on the (state) in-
come tux.”

Hammond repeatedly stressed,
that his plan would not ‘thwart the
state’s effort to provide essential
services. Rather, state spending
would grow fo meet population In-
¢reases and inflation. Under such a
formula, spending would have In-
creased 13-15percent this ¥ear.

"And If the people want to exceed "
the limit on, (the ﬂeneral operatin
bud%et, we ‘Uput It on the ballot and -
let the peopl»decide.”

Hurnmon* said capital Improve-
ment project 3and any other Inltlta-
tives the peopie deém necessar?{
could still be funded, but that suc
expensive Iprolects should first meet
Hi.' tests of the referendum process.

. The governor also sajd his spend-
ing plan would be flexible enough to
ensur% that funds are made readily
avallable to deal with natural .
%enmes and to build up the Alaska
ermanent Fund und other "niny;
day” reserve accounts. , |

If ag roved bg the | egislature,:
Hammond's proposal will go on the <
1082 ballot. If'lt receives the'required ;

(See HAMMOND, page A-3)

Ji

tgC%ntlnuted _from| Page_At-I) fact
wo-thirds vote, jt will go into effec
}or the fiscal 1884&)udge9. ,
“Itis ImperatK e that we pass this
now," Hammond raid, "If we. wait
and waijt as some legislators would
er to do, the hudge*, by 1984 might
eo%tho olurcclmtro. sto0n
"Thjs plan Isa way of stopping us
from fIOLPnderlng, from thep%o -dI-
rection In state spending that tries to
meet all.the demands of Varying con-
stituencies." R
. Hammond indicated his cellmg cfn
state spending plan never would
have been neede? had the income
tax not been repealed.
m "That was one of the mgst Impru-
dent things we've ever done,” he
said. Susggnd It, yes. But It should
Lnever have been repealed,
And oefore we over reinstate I,

we'll have to lease everything. It
was a very bad mistake."

The governor omplained that he
haF beed unfairly branded as anti-de-
ve o,oment. ,

"Isn't that Ironic? They say I'm
against growth in this state; but with-
olt the income tax, how are we sup-

osed to.make (Indusr ,zj,self”-sup-
orting without state subsidies?”

On"the Point Mackenzie Fdawy
farming project, Hammond sold he
was_not familiar with the recent
studies that questioned_whether it
was ecopomically feasible to pro-
duce milk at a profit or the 15000
gc(rees across Kink Arm from Anchor-

The reporés — one oy.the state,
one by an' Independent milk proces-

sk hoiched hat r(]jl_z\ilﬁ%SIf%n?f "

Ing on Point Mackenzie might not be
gossmle without o It large”doses of
tate support, o
"We're virtually subsidizing ev-
g{%hmg now anyway,” Hamrond

in the Ion% run will pay off.

"In 5% 0 100years from now, peo-
ple will bless ug for the 'imprudent’
expenditures w. made. It has enor-
mou éjo{en al tc r\elg produce food
supplies for the world.

ref T 19
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Alaska Officials warn of a possible economic calamity

By JON MATTHEWS
I|y News reporter

JUNEAU — State legislators
Wednesday held their first pub-
lic hearing of the year on a
proposed constitutional limit to
the state's skyrocketing spend-
ing.

Gov. Jay Hammond has
called such a limit on spending
his' op priority, and other legis-
lators also have voiced support
for a budget lid.

Wednesday, the 101st day of
the 12th Alaska Legislature,
found Rep. Terry Gardiner, D-
Ketchlkan, urging the House
Finance Committee to support
his proposal for a constitutional
change to limit state spending
Increases to the rate of growth
of Alaska’s economy.

The committee didn't take
act' n on the proposal. But
House Finance Chairman Sam
Cotten, D-Eagle River, said he
will "make every attempt to
get It past the legislature this
year."

Gardiner echoed warnings,

often repeated by Hammond
and other officials, that unless
state spending Li controlled,
Alasl™a could face economic
calamity by the end of the
century when Prudhoe Bay 0|I
revenues dry up. ‘.

Those revenues currently
fuel all but a small fraction of
the state budget, and the
state’s dependence on oil mon-
ey increases as other taxes are
cut.

"1f government expendltures
collapse at tliat point, we're
going to have nbout 200,000
more people around than we
need,”’ he told the House panel.

"We may run into the prob-
lems that New York did,” he

said.

Rep. Oral Freeman, D-Ket-
chiltan and vice chairman of
the finance panel, said he be-
lieves Alaska’s, growing pile of
money, unless controlled, "Is
going to do more harm than

good ... it's eventually going
to destroy us.”
Gardiner, a liberal Demo-

crat, conceded that in past
years he would have "vigorous-
ly opposed” such a spending
limit as wurineeded. But he
argued that 'he "old rules, such
as the ‘use* ought to pay’' ”
have been thrown out the win-
dow as Alaska's oil wealth has
piled r.pin thestate’'? treasury.
“A W these old rules that used
to restrain state government
are effectlvely out the wm—
dow,"Gardinercdd. , .
Gardinev said that while
those seeking money from the

state used to have-to Justify.,,

their requests,; "the burden of
proof Is on the government now
to say why we shouldn’t fund
something."

“These new rules ... have
been classified by the consum-
ers — everybody that comes to
the legislature arid asks for
something,” he said. “These
people say that the state is
going to nave $300 billion In

revenues over the next 25
years, so what does my $0
million have to do withit?”
Gardiner said more than
ever, interest groups are hiring
consultants and lobbyists to put
big spending packages together

JI pugyg
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