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R e v e n u e  F o r e c a s t i n g

I n t r o d u c t i o n

A l a s k a  is f a c e d  w i t h  a r e v e n u e  f u t u r e  w h i c h  is u n i q u e ,  

t o  p u t  i t  m i l d l y .  V i r t u a l l y  e v e r y  p o l i c y  m a k e r  a n d  n e a r l y  

e v e r y  c i t i z e n  i s  f u l l y  a w a r e  t h a t  t h e  s L o r t - t e r  c a s h  f l o w  

f r o m  p e t r o l e u m  t a x e s  a n d  r o y a l t i e s  is v e r y  l a r g e ,  r e c e n t l y  

p e g g e d  a t  a p p r o x i m a t e l y  $ 1 0 , 0 0 0  p e r  c a p i t a .  A n o t h e r  w e l l -  

k n o w n  o b s e r v a t i o n  is t h a t  t h i s  r e v e n u e  s t r e a m  i s  t i e d  t o  a 

n o n - r e n e w a b l e  s o u r c e .  I m p o r t a n t  q u e s t i o n s  t o  a s K  i n c l u d e :  

j u s t  w h a t  i s  t h e  s h a p e  o f  t h i s  r e v e n u e  s t r e a m  o v e r  t i m e ;  

w i l l  p o l i c y  c h a n g e s  i n f l u e n c e  t h e  t i m i n g  a n d  a m o u n t  o f  t h e  

r e v e n u e s ;  a n d  w h a t  a r e  t h e  c r i t i c a l  a s s u m p t i o n s  u p o n  w h i c h  

t h e  p r o j e c t i o n s  a r e  b a s e d ?

I n  o r d e r  t o  a n s w e r  t h e s e  q u e s t i o n s ,  m a j o r  r e v e n u e  s o u r c e s  

a r e  e x a m i n e d  s e p a r a t e l y .  F i rst, t h e  k n o w n  N o r t h  S l o p e  o i l  r e ­

s o u r c e s  a r e  d i s c u s s e d .  T h i s  i s  f o l l o w e d  b y  a r e v i e w  o f  C o o k  I n l e t  

o i l  p r o d u c t i o n  a n d  n o n - p e t r o l e u m  r e v e n u e  s o u r c e s ,  i n c l u d i n g  

r e v e n u e  f r o m  i n c o m e - p r o d u c i n g  i n v e s t m e n t s .  F i n a l l y ,  a w o r d  

is o f f e r e d  r e g a r d i n g  s p e c u l a t i v e  o i l  r e s o u r c e s  in f r o n t i e r  

a r e a s .

K n o w n  N o r t h  S l c p e  O i l  R e s o u r c e s

P e t r o l e u m  r e v e n u e  f o r e c a s t i n g  s e e m s  l i k e  a f o r m i d a b l e  

t a s k  t o  m o s t  A l a s k a n s .  O n e  h a s  t o  c o m p u t e  t h e  s t a t e ' s  r e c e i p t s  

f r o m  a n u m b e r  o f  t a x e s  p l u s  r o y a l t y  p a y m e n t s .  P r i c e s  a r e  

e s t i m a t e d .  F u t u r e  p r o d u c t i o n  f r o m  b o t h  o l d  a n d  n e w  o i l  f i e l d s  

is p r e d i c t e d .  E s t i m a t e s  a r e  c o n s t a n t l y  r e v i s e d — in t n e  p a s t
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m o s t l y  u p w a r d s ,  l a t e l y  m o s t l y  d o w n w a r d s .  H u g e  s u m s  o f  m o n e y  

a r e  i n v o l v e d .

A  q u i c k  l o o k  a t  t h e  D e p a r t m e n t  o f  R e v e n u e 1s q u a r t e r l y  

r e v e n u e  f o r e c a s t s  c o n f i r m s  s o m e  o f  t h e s e  i n i t i a l  c o n c e r n s .  

W e i g h t e d  p r o b a b i l i t i e s ,  h i g h  a n d  l o w  s c e n a r i o s ,  a n d  a 

b e w i l d e r i n g  s t a t i s t i c a l  p r e s e n t a t i o n  c o n f r o n t  t h e  r e a d e r ,

B u t  i s  r e v e n u e  f o r e c a s t i n g  r e a l l y  a  " b l a c k  b o x "  w h i c h  o r d i n a r y  

c i t i z e n s  a n d  p o l i c y  m a k e r s  c a n ' t  f a t h o m ?

D e s p i t e  i m p r e s s i o n s  t o  t h e  c o n t r a r y ,  m o s t  A l a s k a n ' s  c a n  

r e a d i l y  g r a s p  t h e  e s s e n t i a l  d e t a i l s  o f  r e v e n u e  f o r e c a s t s ,  

a n d  l i t t l e  m o r e  t h a n  a p e n c i l  a n d  p a p e r  is n e c e s s a r y  to m a k e  

u s e f u l  e s t i m a t e s  o f  f u t u r e  p e t r o l e u m  r e c e i p t s .  T h e  p r o b l e m  

c a n  b e  b r c k e n  i n t o  t h r e e  p a r t s :

1. W h a t  w i l l  t h e  f u t u r e  p r o d u c t i o n  r a t e s  b e ?

2. W h a t  w i l l  t h e  p r i c e  o f  o i l  b e ?

3. W h a t  s h a r e  o f  t h e  g r o s s  r e v e n u e  w i l l  t h e  s t a t e

c o l l e c t  t h r o u g h  t a x e s  a n d  r o y a l t i e s ?

In s o m e  c a s e s  t h e  f o r e c a s t e r  w i l l  h a v e  p r e c i s e  a n s w e r s  

t o  t h e  q u e s t i o n s .  A s  o f t e n  a s  n o t  i n f o r m e d  g u e s s e s  o r  h e l p f u l  

" r u l e  o f  t h u m b "  c a l c u l a t i o n s  a r e  u s e d .  M o s t  o f  t h e  w o r k  is 

n o t  o v e r l y  t e c h n i c a l  o r  d i f f i c u l t ,  a l t h o u g h  a t  t i m e s  i t  m a y  

s e e m  t e d i o u s .

. P r o d u c t i o n

T h e  N o r t h  S l o p e  h a s  a t t r a c t e d  i n d u s t r y  i n t e r e s t  f o r  

d e c a d e s ,  b u t  t h e  p r o s p e c t  o f  m a j o r  c i l  r e s o u r c e s  w a s  n o t  

c o n f i r m e d  u n t i l  t h e  1 9 6 8  d i s c o v e r y  o f  P r r d h o e  B a y .  T h i s  

f i e l d  is n o t  o n l y  t h e  l a r g e s t  o i l  f i e l d  i n  t h e  U n i t e d  S t a t e s ,
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b u t  i t  i s  o n e  o f  t h e  l a r g e s t  f i e l d s  e v e r  d i s c o v e r e d  i n  t h e  

w o r l d .  C u r r e n t  p r o d u c t i o n  o f  1 . 5  m i l l i o n  b a r r e l s  p e r  d a y  

is g r e a t e r  t h a n  t h e  t o t a l  p r o d u c t i o n  f r o m  m o s t  O P E C  c o u n t r i e  

U n f o r t u n a t e l y ,  t h i s  b o n a n z a  w i l l  n o t  l a s t  f o r e v e r .  T h e  

L e g i s l a t u r e ' s  D i v i s i o n  o f  F i n a n c e  e s t i m a t e s  t h a t  b y  1 9 9 1  

t h e  f i e l d  w i l l  b e g i n  t o  e x p e r i e n c e  a n  1 8 %  a n n u a l  d e c l i n e  i n  

p r o d u c t i o n . 2

B y  n e x t  y e a r  P r u d h o e  B a y  w i l l  b e  j o i n e d  b y  K u p a r u k ,  

t h e  f i r s t  n e w  f i e l d  s i n c e  P r u d h o e  B a y  t o  b e g i n  c o m m e r c i a l  

p r o d u c t i o n .  I n i t i a l  p r o d u c t i o n  f r o m  K u p a r u k  is e s t i m a t e d  a t

1 0 0 , 0 0 0  b a r r e l s  p e r  d a y ,  t o  b e  e x p a n d e d  to 1 2 5 , 0 0 0  b a r r e l s  

p e r  d a y  b y  1 9 8 4 .  T h e r e  a r e  v a r y i n g  e s t i m a t e s  o f  h o w  l o n g  

t h i s  p r o d u c t i o n  r a t e  w i l l  c o n t i n u e .  T h e  m o s t  o p t i m i s t i c  

s c e n a r i o  h a s  t h e  f i e l d  b e g i n n i n g  a n  a n n u a l  d e c l i n e  o f  8% 

b y  1 9 9 6 . 3

S t a t e  o f f i c i a l s  n o w  c o n s i d e r  c o m m e r c i a l  p r o d u c t i o n  f r o m  

t h e  L i s b u r n e  f o r m a t i o n  in t h e  B e a u f o r t  S e a  a c e r t a i n t y  a t  

s e m e  t i m e  in t h e  f u t u r e .  E s t i m a t e s  f o r  t h e  t i m i n g  o f  

d e v e l o p m e n t  a n d  p r o d u c t i o n  v a r y ,  b u t  2 0 0 , 0 0 0  b a r r e l s  p e r  d a y  

b y  1 9 9 1  is r e a s o n a b l e .  A c c o r d i n g  t o  o f f i c i a l s  o f  t h e  

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  p r o d u c t i o n  i s  e x p e c t e d  to 

l e v e l  o u t  f o r  su.x y e a r s ,  a n d  t h e n  b e g i n  a 1 0 %  d e c l i n e  i n  

o u t p u t . ^

T h e  y e a r l y  p r o d u c t i o n  f ) o m  t h e  t h r e e  f i e l d s  t h r o u g h  

t h e  y e a r  2 0 0 5  is s h o w n  in T a b l e  1 - 1 .



■
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E s t i m a t e d  O i l  P r o d u c t i o n  f r o m  T h r e e  N o r t h  S l o p e  O i l  F i e l d s -

1 9 8 1  t h r o u g h  2 0 0 5  

( m i l l i o n s  o f  b a r r e l s )

Table 1 - 1

Y e a r

F i e l d

P r u d h o e  B a y K u p a r u k L i s o u r n e

1 9 8 1 548

82 548 27
83 548 37
84 548 46
85 548 46
86 5 4 8 46
87 548 46
88 5 4 8 46
89 548 46
90 54 8 46

1 9 9 1 449 45 73
92 368 46 73
93 302 46 73

94 248 46 73

95 20 3 46 73

96 166 46 73

97 136 42 66

98 112 39 59

99 92 36 53

2 0 0 0 75 33 48

2 0 0 1 62 30 43

2 51 28 39

3 41 25 35

4 34 23 31

5 28 22 28

T O T A L S 7 , 8 4 7 9 4 0 8 4 0

S O U R C E :  E d  P h i l l i p s ,  A l a s k a  S t a t e  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s .



P r i c e

T h e  p r i c e  o f  o i l  h a s  p r o v e n  t o  b e  a d i f f i c u l t  v a r i a b l e  

t o  p r e d i c t .  F o r  e x a m p l e ,  i n  1 9 7 7  I S E R  f o r e c a s t  a $7 

w e l l h e a d  v a l u e  f o r  P r u d h o e  B a y . ^  i n  t w o  y e a r s  it w a s  m o r e  

t h a n  d o u b l e  t h a t .  T h e n ,  j u s t  a s  s t a t e  e c o n o m i s t s  w e r e  

p r e d i c t i n g  t h a t  p r i c e s  w o u l d  i n c r e a s e  2% a n n u a l l y  in " r e a l "  

t e r m s ,  d e c l i n i n g  d e m a n d  a n d  i n c r e a s e d  o u t p u t  f r o m  S a u d i  A r a b i a  

b r o u g h t  a b o u t  a w o r l d w i d e  o i l  g l u t  a n d  t h e  p r o s p e c t  o f  s t a b l e  

o r  f a l l i n g  r e a l  p r i c e s .

I s  i t  p o s s i b l e  f o r  f o r e c a s t e r s  t o  a n t i c i p a t e  t h e  t y p e  

o f  s h o c k s  t o  t h e  o i l  m a r k e t  t h e  w o r l d  h a s  s e e n  in t h e  p a s t • 

t e n  y e a r s ?  P r o b a b l y  n o t .  N o  o n e  k n o w s  f o r  c e r t a i n  t h e  f u t u r e  

s t a b i l i t y  o f  t h e  S a u d i  r e g i m e ,  t h e  p r i c e  o f  a l t e r n a t i v e  e n e r g y  

s o u r c e s  t e n  o r  f i f t e e n  y e a r s  h e n c e ,  o r  a n y  n u m b e r  o f  o t h e r  

c r i t i c a l  f a c t o r s  in d e t e r i m i n i n g  t h e  l o n g - r u n  p r i c e  t r e n d s  

f o r  t h e  o i l  i n d u s t r y .  O n  t h e  o t h e r  h a n d ,  t h e  p e t r o l e u m  

m a r k e t  is h i s t o r i c a l l y  m u c h  m o r e  s t a b l e  t h a n  t h e  m a r k e t  f o r  

o t h e r  r a w  m a t e r i a l s ,  a n d  a t  l e a s t  f o r  t h e  p r e s e n t  O P E C  

a p p e a r s  to b e h o l d i n g  t o g e t h e r .

T h i s  i s  o n e  a r e a  w h e r e  t h e  b e s t  t h a t  c a n  b e  d o n e  i s  to 

t a k e  a n  i n f o r m e d  g u e s s .  T o d a y  P r u d h o e  B a y  o i l  is s e l l i n g  

f o r  a b o u t  $ 2 2  a  b a r r e l  a t  t h e  w e l l h e a d .  W h i l e  it is c e r t a i n l y  

c o n c e i v a b l e  t h a t  t h e  l o n g - r u n  p r i c e  t r e n d  w i l l  b e  d i f f e r e n t ,  

i t  is u n c l e a r  w h e t h e r  t h e  r e a l  p r i c e  w i 1 ! g o  u p  o r  d o w n .
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In c a s e s  l i k e  t h i s  i t  i s  p r u d e n t  t o  u s e  a r a n g e  o f  p r i c e s —  

s o  t h a t  t h e  c o n s u m e r  o f  t h e  d a t a  c a n  s e e  h o w  s e n s i t i v e  t h e  

f o r e c a s t  is t o  c h a n g e s  i n  t h e  u n c e r t a i n  v a r i a b l e .  F o r  

e x a m p l e ,  a r e a s o n a b l e  a p p r o a c h  w o u l d  b e  t o  u s e  t w o  p r i c e s ,  

s u c h  a s  $20 a n d  $ 2 5  p e r  b a r r e l .  A  m o r e  e l a b o r a t e  f o r e c a s t  

m i g h t  u s e  a w i d e r  b a n d  o f  p r i c e s ,  o r  e e n  v a r i a t i o n s  s u c h  

a s  s t e a d i l y  f a l l i n g  o r  i n c r e a s i n g  p r i c e s .  T o o  m u c h  i n f o r m a t i o n  

is s o m e t i m e s  c o n f u s i n g ,  h o w e v e r .  S i n c e  t h e  p u r p o s e  o f  t h i s  

a n a l y s i s  is t o  i n t r o d u c e  t h e  r e a d e r  to t h e  f o r e c a s t i n g  

p r o c e s s ,  l i t t l e  is t o  b e  g a i n e d  f r o m  s u c h  e l e g a n t  p r i c e  

s c e n a r i o s ,  a n d  t h e  s i m p l e r  t w o - p r i c e  e s t i m a t e  is u s e d .

W h y  p i c k  a n a r r o w  r a n g e  o f  p r i c e s ,  l i k e  $ 2 0  a n d  $ 2 5  p e r  

b a r r e l ,  r a t h e r  t h a n  $ 1 5  a n d  $ 3 0  o r  s o m e  o t h e r  c o m b i n a t i o n ?

T h e  f o r e c a s t e r  m u s t  u s e  j u d g m e n t  i n  p i c k i n g  p r i c e  s c e n a r i o s .

A  w i d e  r a n g e  o f  p r i c e s  is " s a f e r "  in s o m e  r e s p e c t s ,  b e c a u s e  

it is e a s i e r  to b e  r i g h t !  O n  t h e  o t h e r  h a n d ,  b y  u s i n g  a 

r a n g e  o f  p r i c e s  r e l a t i v e l y  c l o s e  t o  w h a t  t h e  m a r k e t  is 

s a y i n g  t o d a y ,  t h e  f o r e c a s t  w i l l  g i v e  t h e  r e a d e r  a b e t t e r  

i d e a  o f  w h a t  t h e  r e v e n u e  s t r e a m  w i l l  b e  l i k e  if t h e  m a r k e t  

d o e s  n o t  e x p e r i e n c e  s i g n i f i c a n t  c h a n g e s ,  a n d  f o r  m o s t  p u r p o s e s  

t h i s  is t h e  m o s t  u s e f u l  d a t a  t o  h a v e .  O f  c o u r s e ,  if m a j o r  

c h a n g e s  in s t a t e  p o l i c y  a r e  e v a l u a t e d  o n  t h e  b a s i s  o f  l o n g -  

r a n g e  r e v e n u e  f o r e c a s t s ,  i t  w o u l d  b e  h e l p f u l  to a u g m e n t  

t h i s  i n i t i a l  c h o i c e  w i t h  a n  a n a l y s i s  o f  m o r e  e x t r e m e  p r i c e  

s c e n a r i o s — p a r t i c u l a r l y  l o w - p r i c e  s c e n a r i o s ,  s i n c e  i t  is 

u s u a l l y  w o r s e  f o r  t h e  g o v e r n m e n t  t o  g u e s s  t o o  h i g h  t h a n  t o o  

l o w v
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D i g r e s s i o n  o n  r e a l  v e r s u s  n o m i n a l  p r i c e s . O n e  o f  t h e  

m o s t  c o m m o n  a r e a s  o f  c o n f u s i o n  in f o r e c a s t i n g  a r i s e s  w h e n  

d i f f e r e n t  a s s u m p t i o n s  f o r  i n f l a t i n g  f u t u r e  p r i c e s  a r e  u s  2d.

A  $ 2 2  b a r r e l  o f  o i l  w i l l  b e  w o r t h  $ 4 7  i n  t e n  y e a r s  if 8% 

i n f l a t i o n  i s  u s e d ,  o r  $ 6 8  i f  1 2 %  is u s e d .  H o w  c a n  p o l i c y  

m a k e r s  e v a l u a t e  f u t u r e  r e v e n u e  f o r e c a s t s  u n l e s s  t h e s e  i n f l a t i o n  

a s s u m p t i o n s  a r e  u n d e r s t o o d ?

A  m u c h  s i m p l e r  a p p r o a c h  i s  t o  u s e  c o n s t a n t  d o l l a r s .

T h i s  w i l l  m a k e  m o s t  f o r e c a s t i n g  r e p o r t s  m u c h  c l e a r e r .

F u t u r e  r e v e n u e s  w i l l  b e  s e e n  f o r  w h a t  t h e y  r e a l l y  a r e  in 

t e r m s  o f  p u r c h a s i n g  p o w e r .  In t h i s  a n a l y s i s  f o r e c a s t s  a r e  

p r e s e n t e d  i n  1 9 8 1  d o l l a r s .

S t a t e  S h a r e  o f  R e v e n u e

T h e  s t a t e  s h a r e  o f  o i l  r e v e n u e s  f r o m  p r o d u c t i o n  is t h e  

s u m  o f  t a x  a n d  r o y a l t y  p a y m e n t s .  T a x e s  o n  o i l  p r o d u c t i o n  

i n c l u d e  t h e  s e v e r a n c e ,  c o r p o r a t e  i n c o m e , a n d  a d  v a l o r u m  

p r o p e r t y  t a x  o n  f a c i l i t i e s  a n d  p i p e l i n e s .  T h e  s e v e r a n c e  

t a x  is n o m i n a l l y  1 5 % ,  a l t h o u g h  if p r o d u c t i o n  f a l l s  b e l o w  

a c e r t a i n  v o l u m e  p e r  w e l l  t h e  e f f e c t i v e  t a x  r a t e  d r o p s . ^

T h e  c o r p o r a t e  i n c o m e  t a x  a l l o w s  a s  d e d u c t i o n s  a l l  o t h e r  

s t a t e  t a x e s ,  r o y a l t i e s  a n d  d e v e l o p m e n t  c o s t s .  M o r e  i m p o r t a n t ,  

t h e  i n c o m e  t a x  is c o m p u t e d  a c c o r d i n g  .o t h e  " u n i t a r y "  m e t h o d ,  

w h i c h  m e a n s  t h a t  i t  is b a s e d  o n  t h e  f i r m ' s  w o r l d v / i d e  p r o f i t s ,  

w i t h  t h e  t a x  l i a b i l i t y  d e t e r m i n e d  b y  A l a s k a ' s  s h a r e  o f  t h e  

f i r m ' s  p r o p e r t y ,  s a l e s ,  a n d  p a y r o l l . ^

T h e  s t a t e  s h a r e  o f  g r o s s  p r o d u c t i o n  is t h u s  a f u n c t i o n  

o f  t h e  r a t e  o f  p r o d u c t i o n  f r o m  a f i e l d ,  t h e  s i z e  o f  t h e
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r o y a l t y ,  d e v e l o p m e n t  c o s t s ,  a n d  t h e  f i r m ' s  w o r l d w i d e  p r o f i t ­

a b i l i t y .  F o r  P r u d h o e  B a y  i t  w o r k s  o u u  t o  a r o u n d  3 0 %  o f  t h e  

v a l u e  o f  p r o d u c t i o n .  F o r  K u p a r u k  i t  m a y  b e  a b i t  l e s s ,  

b e c a u s e  o f  t h e  l o w e r  r a t e s  o f  p r o d u c t i o n  a n d  h i g h e r  d e v e l o p ­

m e n t  c o s t s ,  b u t  f o r  f o r e c a s t i n g  p u r p o s e s  3 0 %  w i l l  s u f f i c e .

T h e  L i s b u r n e  p r o d u c t i o n  i s  -much m o r e  p r o b l e m a t i c .

F i r s t ,  t h e  o w n e r s h i p  o f  t h e  l a n d  i s  d i s p u t e d ,  w i t h  t h e  s t a t e

a n d  f e d e r a l  g o v e r n m e n t  l o c k e d  i n  a l e n g t h y  l a w s u i t  o v e r

t h e  t i t l e  t o  l a n d s  a r o u n d  t h e  c o a s t l i n e  a n d  a s t r i n g  o f

" b a r r i e r "  i s l a n d s .  S o m e  o f  t h e  l a n d  w a s  l e a s e d  in 1 9 6 9 ,

f o r  a 1 2 . 5 % r o y a l t y . M o s t  o f  t h e  l a n d  w a s  l e a s e d  i n  1 9 7 9  —

u n d e r  t w o  d i f f e r e n t  l e a s i n g  s y s t e m s .  A b o u t  h a l f  o f  t h e

a c r e a g e  i n  t h e  1 9 7 9  s a l e  w a s  l e a s e d  u n d e r  a s l i d i n g  s c a l e

r o y a l t y  s y s t e m ,  w h e r e  t h e  r o y a l t y  r a t e  i s  d e t e r m i n e d  b y  t h e

r a t e  o f  p r o d u c t i o n  p e r  t r a c t . J S o m e  o f  t h e  t r a c t s  w e r e

l e a s e d  u n d e r  a s y s t e m  w h e r e  t h e  s t a t e  r e t a i n e d  a 2 0 %  r o y a l t y ,

p l u s  a n e t  p r o f i t  s h a r e .  T h e  a m o u n t  o f  t h e  p r o f i t  s h a r e

w a s  d e t e r m i n e d  a t  t h e  a u c t i o n  t h r o u g h  c o m p e t i t i v e  b i d d i n g

a n d  t h u s  is d i f f e r e n t  f o r  e a c h  t r a c t .  T h e  b e s t  l a n d s  w e r e

9
s o l d  f o r  7 0 %  t o  9 3 %  p r o f i t  s h a r e s .

N o  o n e  k n o w s  w i t h  c e r t a i n t y  w h a t  t h e  s t a t e ' s  s h a r e  o f  

t h e  L i s b u r n e  p r o d u c t i o n  w i l l  b e .  T h a t  w i l l  d e p e n d  u p o n  w h i c h  

t r a c t s  h a v e  o i l  a n d  w h i c h  t r a c t s  a r e  d r y .  B u t  i t  i s  c l e a r  

t h a t  o n  s t a t e - o w n e d  l a n d s  t h e  s h a r e  w i l l  b e  g r e a t e r  t h a n  

t h e  p r e s e n t  3 0 %  r e a l i z e d  l r o m  P r u d h o e  B a y .  A  r e a s o n a b l e  

e s t i m a t e  f o r  t h e  a v e r a g e  i s  5 0 %  o f  g r o s s  r e v e n u e  f r o m  t h e  

s t a t e  l a n d s .
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F r o m  t h e s e  f i g u r e s  w e  c a n  t r a n s l a t e  t h e  p r o d u c t i o n  f i g u r e s  

i n  T a b l e  1 t o  t h e  s t a t e ' s  w e i g h t e d  s h a r e  o f  p r o d u c t i o n . *

T h i s  i s  s i m p l y  3 0 %  o f  a l l  P r u d h o e  B a y  a n d  K u p a r u k  p r o d u c t i o n ,  

p l u s  5 0 %  o f  L i s b u r n e  p r o d u c t i o n ,  a n d  is s h o w n  in T a b l e  1 - 2 .

P u t t i n g  I t  A l l  T o g e t h e r

As n o t e d  a b o v e ,  t h e  r e v e n u e  f o r e c a s t  is b a s e d  o n  t h r e e  

q u e s t i o n s :  1) H o w  m u c h  f u t u r e  p r o d u c t i o n ?  2) W h a t  w i l l

t h e  p r i c e  b e ?  a n d  3) H o w  m u c h  o f  t h e  p r o d u c t i o n  d o e s  t h e  

s t a t e  g e t  t h r o u g h  t a x e s  a n d  r o y a l t i e s ?  E x p r e s s e d  as a n  e q u a ­

t i o n ,  t h e  f o r e c a s t i n g  p r o c e s s  l o o k s  l i k e  t h i s :

( p r o d u c t i o n )  x  ( s t a t e  s h a r e )  x  (price) =  r e v e n u e

R e v e n u e s  a r e  t h u s  e s t i m a t e d  f o r  t h e  t h r e e  N o r t h  S l o p e  

o i l  f i e l d s  ( T a b l e  1 - 3 ) .

C o o k  I n l e t

O i l  w a s  f i r s t  d i s c o v e r e d  i n  C o o k  I n l e t  o n  J u l y  19, 1 9 5 7 ,  

a n d  c o m m e r c i a l  p r o d u c t i o n  b e g a n  in 1 9 5 8 .  B y  1 9 5 9  p e t r o l e u m  

h a d  b e c o m e  a m a j o r  s o u r c e  o f  r e v e n u e  f o r  t h e  s t a t e .  T h e  

s t a t e  s h a r e  o f  f e d e r a l  r o y a l t y  p a y m e n t s  c a m e  t o  $ 4 . 2  m i l l i o n ,  

w h i c h  " s e e m s  s m a l l  b y  t o d a y ' s  s t a n d a r d s ,  b u t  in 1 9 5 9  t h a t  

r e p r e s e n t e d  a s i z a b l e  s h a r e  o f  t h e  s t a t e ' s  $ 3 1 - m i l l i o n  b u d g e t ."^ 

B y  t h e  1 9 6 0 s  a n u m b e r  o f  o i l  a n d  g a s  f i e l d s  h a d  b e e n  d i s ­

c o v e r e d  in t h e  C o o k  I n l e t  a r e a ,  a n d  t h e  i n c r e a s e d  p r o d u c t i o n

•

* F o r  t h e  p u r p o s e s  o f  t h i s  a n a l y s i s  a l l  o f  L i s b o u m e  
p r o d u c t i o n  is a s s u m e d  t o  b e  o n  s t a t e  l a n d s .  In f a c t ,  t h e  

o w n e r s h i p  o f  m a n y  o f  t h e  p r i m e  B e a u f o r t  T r a c t s  is in l i t i g a t i o n .
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S t a t e  o f  A l a s k a ' s  W e i g h t e d  S h a r e  o f  N o r t h  S l o p e  P r o d u c t i o n

( m i l l i o n s  of' b a r r e l s )

Table 1-2

3 0 %  o f

P r u d h o e  B a y  . 5 0 %  o f

Y e a r  a n d  K u p a r u k  L i s b u r n e  T o t a l

1 9 8 1 1 6 4 1 6 4

82 1 7 3 1 7 3

b 3 1 7 6 1 7 6

84 1 7 8 1 7 8

85 1 7 8 1 7 8

86 1 7 8 1 7 3

87 1 7 8 1 7 8

88 1 7 8 1 7 8

89 1 7 8 1 7 8

90 1 7 8 1 7 8

1 9 9 1 1 4 9 37 1 8 6

92 1 2 4 37 1 6 1

93 104 37 1 4 1

94 88 37 1 2 5

95 75 37 1 1 2

96 64 37 101

97 53 33 86

98 45 30 75

99 38 27 65

2 0 0 0 32 24 56

2 0 0 1 28 22 50

2 24 20 44

3 20 18 38

4 17 16 33

5 15 14 29

T O T A L 2 , 6 3 5 4 2 6 3 , 0 6 1
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P r o j e c t e d  O i l  R e v e n u e  f r o m  T h r e e  N o r t h  S l o p e  O i l  F i e l d s *  

u n d e r  T w o  D i f f e r e n t  P r i c e  A s s u m p t i o n s  

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )

Table 1-3

y e a r

S t a t e  

S h a r e  o f  

P r o d u c t i o n  

( m i l l i o n s  o f  b a r r e l s ) $ 2 0 / b $ 2 5 / b

1 9 8 1 164 $ 3 , 2 8 0 $ 4 , 1 0 0
82 1 7 3 3 , 4 6 0 4 , 3 2 5
83 1 7 6 3 , 5 2 0 4 , 4 0 0
84 178 3 , 5 6 0 4 , 4 5 0
85 1 7 8 3 , 5 6 0 4 , 4 5 0
86 1 7 8 3 , 5 6 0 4 , 4 5 0
87 1 7 8 3 , 5 6 0 4 , 4 5 0
88 1 7 8 3 , 5 6 0 4 , 4 5 0
89 1 7 8 3 , 5 6 0 4 ,450
90 .178 3 , 5 6 0 4 , 4 5 0

1 9 9 1 186 3 , 7 2 0 4 , 6 5 0
92 1 6 1 3 , 2 2 0 4 , 0 7 5
93 1 4 1 2 , 8 2 0 3 , 5 2 5
94 125 2 , 5 0 0 3 , 1 2 5
95 1 1 2 2 , 2 4 0 2 , 8 0 0

96 1 0 1 2 , 0 2 0 2 , 5 2 5
97 86 1 , 7 2 0 2 , 1 5 0
98 75 1 , 5 0 0 1 , 8 7 5
99 65 1 , 3 0 0 1 , 6 2 5

2 0 0 0 56 1 , 1 2 0 1 , 4 0 0

2 0 0 1 50 1 , 0 0 0 1 , 2 5 0
2 44 8 8 0 1 , 1 0 0

3 38 7 6 0 9 5 0
4 33 6 6 0 8 2 5

5 29 5 8 0 7 2 5

T O T A L S $ 6 1 , 2 2 0 $ 7 6 , 5 2 5

* I n c l u d e s  P r u d h o e  B a y ,  K u p a r u k ,  a n d  L i s b u r n e  f i e l d s .



p l u s  h i g h e r  s t a t e  t a x e s  c o m b i n e d  t o  m a k e  p e t r o l e u m  a n  e v e n  

m o r e  s i g n i f i c a n t  s o u r c e  o f  r e v e n u e .

T o d a y  C o o k  I n l e t  r e p r e s e n t s  b u t  a s m a l l  f r a c t i o n  o f

I
t o t a l  s t a t e  o i l  a n d  g a s  r e v e n u e s .  I n  t h e  c a l e n d a r  y e a r  1 9 8 2

s t a t e  t a x  a n d  r o y a l t y  r e c e i p t s  f r o m  C o o k  I n l e t  p r o d u c t i o n

a r e  e s t i m a t e d  a t  $ 1 7 5  m i l l i o n . ^  O v e r  t i m e  t h e  f i e l d  w i l l

b e  e v e n  l e s s  o f  a f a c t o r  i n  t h e  s t a t e  r e v e n u e  p i c t u r e .  T h e

p r o d u c t i o n  c o m e s  f r o m  m a t u r e  r e s e r v o i r s ,  a n d  r e s e r v e s  a r e

d w i n d l i n g .  G r e g g  E r i c s o n  e s t i m a t e s  t h a t  C o o k  I n l e t  w i l l

12
e x p e r i e n c e  a n  a n n u a l  1 2 . 2 %  d e c l i n e  i n  p r o d u c t i o n .

B e c a u s e  o f  t h e  m e c h a n i c s  o f  t h e  s e v e r a n c e  t a x ,  w h i c h  is

a d j u s t e d  d o w n w a r d  a s  p r o d u c t i o n  a p p r o a c h e s  a n  " e c o n o m i c

l i m i t , "  s t a t e  r e v e n u e s  w i l l  d e c l i n e  f a s t e r  t h a n  p r o d u c t i o n .

It is e s t i m a t e d  t h a t  b y  1 9 9 0  C o o k  I n l e t  f i e l d s  w i l l  b e  e x e m p t

13
f r o m  t h e  s e v e r a n c e  t a x  a l t o g e t h e r .  W i t h i n  j u s t  f o u r  y e a r s  

r e v e n u e s  m a y  d i p  b e l o w  $ 1 0 0  m i l l i o n ,  a s  m e a s u r e d  b y  1 9 8 1  

v a l u e s .

R e v e n u e  f o r e c a s t e r s  s o o n  l e a r n  w h e n  it is i m p o r t a n t  to 

t a k e  p a i n s  to d e s c r i b e  a r e v e n u e  s t r e a m ,  a n d  w h e n  it i s n ' t .

In t h e  c a s e  o f  C o o k  I n l e t ,  t h e  t o t a l  a m o u n t  o f  m o n e y  i s  n o t  

l a r g e ,  a n d  a r o u g h  r u l e  of t h u m b  e s t i m a t e  is p r o b a b l y  g o o d  

e n o u g h .  O n e  w a y  t o  d o  t h i s  is t o  s h o w  a c o n s t a n t  d e c l i n e  

in r e v e n u e  w h i c h  is s o m e w h a t  g r e a t e r  t h a n  t h e  d e c l i n e  i n  

p r o d u c t i o n .  F i f t e e n  p e r c e n t  a n n u a l l y  is a r e a s o n a b l e  

e s t i m a t e .
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N o n - P e t r o l e u m  R e v e n u e  S o u r c e s

I f  P r u d h o e  B a y  s h u t  d o w n  t o m o r r o w ,  t h e  p i p e l i n e  b l e w  

u p ,  o r  t h e  p r i c e  o f  o i l  d r o p p e d  t o  p r e - O P E C  l e v e l s ,, A l a s k a  

w o u l d  h a v e  t o  r e l y  u p o n  n o n - p e t r o l e u m  r e v e n u e s  t o  f i n a n c e  

s t a t e  g o v e r n m e n t .  A l a s k a  h a s  n e v e r  h a d  a s t a t e w i d e  s a l e s  

t a x .  T h e  s t a t e w i d e  p r o p e r t y  tax. is l i m i t e d  t o  o i l  a n d  g a s  

f a c i l i t i e s .  T h e  p e r s o n a l  i n c o m e  t a x  w a s  r e p e a l e d  i n  1 9 8 0 ,  

a n d  i n  1 9 8 1  m o s t  b u s i n e s s e s  w e r e  r e l i e v e d  o f  t h e  o b l i g a t i o n  

t o  p a y  t h e  c o r p o r a t e  i n c o m e  t a x .

In t h e  w a k e  o f  t h e s e  t a x  r e d u c t i o n s ,  A l a s k a ' s  n o n ­

p e t r o l e u m  r e v e n u e  s o u r c e s  a r e  l i m i t e d  t o  a h a n d f u l  o f  

l i c e n s e  a n d  u s e r  f e e s ,  e x c i s e  t a x e s ,  t h e  r e m n a n t s  o f  t h e

c o r p o r a t e  i n c o m e  t a x ,  a n d  i n c o m e  f r o m  i n v e s t m e n t s .  T h e  t a x ,

14
l i c e n s e  a n d  u s e r  f e e s  c o m e  to a b o u t  $ 1 0 0  m i l l i o n  p e r  y e a r .

I n c o m e  f r o m  i n v e s t m e n t s  is r a p i d l y  b e c o m i n q  a n  i m p o r t a n t  

s o u r c e  o f  r e v e n u e .  B y  1 9 8 2  t h e  n o m i n a l  v a l u e  o f  i n t e r e s t  

i n c o m e  f r o m  i n v e s t e d  s t a t e  f u n d s  w i l l  e x c e e d  b y  p e r h a p s  a 

t h r e e - t o - o n e  m a r g i n  o r  m o r e  t h e  i n c o m e  f r o m  a l l  o t h e r  n o n ­

p e t r o l e u m  r e v e n u e  s o u r c e s .  D o e s  t h i s  m e a n  t h a t  t h e  s t a t e  

is o n  t h e  w a y  t o  s e l f - s u f f i c i e n c y ?  U n f o r t u n a t e l y ,  t h e  a n s w e r  

i s  no, o r  a t  l e a s t  n o t  a t  t h i s  s t a g e  i n  t h e  g a m e .  N o m i n a l  

r e t u r n s  f r o m  i n v e s t m e n t s  m u s t  b e  a d j u s t e d  f o r  i n f l a t i o n  

b e f o r e  t h e y  c a n  p r o p e r l y  b e  e v a l u a t e d .  C o n s i d e r ,  f o r  

e x a m p l e ,  a $3 b i l l i o n  i n v e s t m e n t  f u n d  w h i c h  e a r n s  a n o m i n a l  

r e t u r n  o f  1 0 % .  $ 3 0 0  m i l l i o n  o f  i n c o m e  s h o w s  u p  o n  t h e  s t a t e '

b o o k s .  B u t  w h a t  if t h e  r a t e  o f  i n f l a t i o n  is 8 % ?  T h e  v a l u e



o f  t h e  $ 3  b i l l i o n  i n  p r i n c i p a l  i s  d e p r e c i a t e d  b y  

[3 b i l l i o n  - (3 b i l l i o n / 1 . 0 8 ) ]  =  $ 2 4 0  m i l l i o n ,  i n  t e r m s  o f  

f u t u r e  p u r c h a s i n g  p o w e r .  T h i s  l e a v e s  a  n e t  r e t u r n ,  a f t e r  i n ­

f l a t i o n  i s  c o n s i d e r e d ,  o f  o n l y  $ 7 7  m i l l i o n ,  o r  2 . 6 % .

W h e n  n o m i n a l  r e t u r n s  a r e  d e f i n e d  a s  i n c o m e ,  t h e  p u r c h a s ­

i n g  p o w e r  o f  t h e  " p r i n c i p a l "  i s . a l l o w e d  t o  d e c l i n e  b y  t h e  

a m o u n t  o f  i n f l a t i o n .  T h u s ,  t h e  $ 3 0 0  m i l l i o n  i n  " e a r n i n g s "  

is r e a l l y  a c o m b i n a t i o n  o f  $ 7 7  m i l l i o n  i n  i n v e s t m e n t  r e t u r n s ,  

a n d  a $ 2 2 2  m i l l i o n  r e d u c t i o n  i n  t h e  s i z e  o f  t h e  i n v e s t m e n t  

f u n d .  I f  t h i s  i s  a l l o w e d  to c o n t i n u e  o v e r  t i m e  t h e  i n v e s t m e n t  

f u n d  w i l l  d w i n d l e — l i k e  t h e  C o o k  I n l e t  o i l  r e s e r v o i r s — t o  

a n  i n s i g n i f i c a n t  a m o u n t .

T h e  q u e s t i o n  o f  i n v e s t m e n t  e a r n i n g s  i s  a n  i m p o r t a n t  

v a r i a b l e  in f o r e c a s t i n g  l o n g - r a n g e  r e v e n u e s  f o r  t h e  s t a t e .

S o m e  s a y  i t  is t h e  m o s t  i m p o r t a n t  v a r i a b l e .  It is, h o w e v e r ,  

v e r y  m u c h  d e t e r m i n e d  b y  t w o  p o l i c y  c h o i c e s .  F i r s t ,  h o w  m u c h  

m o n e y  is s e t  a s i d e  f o r  i n v e s t m e n t s .  S e c o n d ,  w i l l  t h e  m o n e y  

b e  i n v e s t e d  t o  m a x i m i z e  f i n a n c i a l  r e t u r n s ,  o r  w i l l  it b e  

l o a n e d  o u t  a t  s u b s i d i z e d  i n t e r e s t  r a t e s  f o r  A l a s k a n  p r o j e c t s  

w h i c h  a c h i e v e  e x p l i c i t  o r  i m p l i c i t  i n c o m e  d i s t r i b u t i o n  

o b j e c t i v e s  o r  p r o m o t e  e c o n o m i c  d e v e l o p m e n t ?

T h e  q u e s t i o n  o f  t h e  s i z e  o f  t h e  s t a t e ' s  i n v e s t m e n t  p o r t ­

f o l i o  is e x a m i n e d  in s o m e  d e t a i l  in t h e  n e x t  s e c t i o n ,  w h i c h  

d i s c u s s e s  s p e n d i n g  s t r a t e g i e s .  T h e  q u e s t i o n  o f  t h e  i n v e s t ­

m e n t  o b j e c t i v e s  h a s  t e m p o r a r i l y  b e e n  d e c i d e d  in f a v o r  o f  

m a x i m i z i n g  f i n a n c i a l  r e t u r n s .  E a c h  m e e t i n g  o f  t h e  l e g i s l a t u r e ,
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a n d  e a c h  n e w  g o v e r n o r ,  h o w e v e r ,  w i l l  r e v i e w  t h i s  d e c i s i o n .  

P o w e r f u l  p o l i t i c a l  s u p p o r t  e x i s t s  f o r  s h i f t i n g  i n v e s t m e n t s  

f r o m  " W a l l  S t r e e t "  t o  l o c a l  p r o j e c t s  a t  l o w  i n t e r e s t  r a t e s .

T h e  i s s u e  i s  f a r  f r o m  r e s o l v e d .  A n  i m p o r t a n t  p o l i c y  c o n s i d e r a ­

t i o n  i s  h o w  a s u b s i d i z e d  l o a n  s t r a t e g y  w i l l  i m p a c t  t h e  

s t a t e ' s  l o n g - r a n g e  r e v e n u e  p i c t u r e .  I f  r e t u r n s  a r e  c o n s i s t e n t l y  

z e r o  o r  l e s s ,  i n  r e a l  t e r m s ,  t h e r e  w i l l  b e  n o  i n v e s t m e n t  

e a r n i n g s ,  a n d  o n l y  a g r a d u a l  e r o s i o n  o f  t h e  i n v e s t m e n t  

p r i n c i p a l .  O n  t h e  o t h e r  h a n d ,  a p o l i c y  o f  m a x i m i z i n g  f i n a n ­

c i a l  r e t u r n s  s h o u l d  b e  a b l e  t o  e a r n  a r e a l  r e t u r n  o f  2% to

15
5%. O v e r  t h e  l o n g  r u n  a r e t u r n  o f  3% is a r e a s o n a b l e  e s t i m a t e .

N e w  D i s c o v e r i e s  o n  F r o n t i e r  A c r e a g e

S o  f a r  t h e  d i s c u s s i o n  h a s  b e e n  l i m i t e d  to r e v e n u e  s o u r c e s  

w h i c h  a r e  r e l a t i v e l y  c e r t a i n .  W h a t  a b o u t  n e w  d i s c o v e r i e s  

o f  o i l  o r  g a s  o n  f r o n t i e r  a c r e a g e ?  C a n  t h i s  b e  e s t i m a t e d  

t o o ?  I n  t h e o r y ,  t h e  a n s w e r  is y e s .  I t  s e e m s  o b v i o u s  t h a t  

s o m e  n e w  o i l  d i s c o v e r i e s  w i l l  o c c u r  i n  t h e  f u t u r e ,  a n d  to 

i g n o r e  t h e m  w i l l  r e s u l t  in a n  u n d e r s t a t i n g  o f  t h e  s t a t e ' s  

r e v e n u e s .  T h e  f o r e c a s t e r  m i g h t  i n c l u d e  t h e  " e x p e c t e d "  r e s e r v e s  . 

in f r o n t i e r  a r e a s .  T h i s  is j u s t  a w a y  o f  s a y i n g  t h a t  

e x p e r t s  g u e s s  h o w  m u c h  o i l  is i n  a w i l d e r n e s s  a r e a ,  a n d  

t h e n  g u e s s  t h e  p r o b a b i l i t y  o f  t h e  f i r s t  g u e s s  c o m i n g  t r u e .

T h e  f i r s t  g u e s s  m u l t i p l i e d  b y  t h e  s e c o n d  g u e s s  i s  t h e  

" e x p e c t e d "  r e s e r v e s .

E x p e c t e d  r e s e r v e s  i n  A l a s k a  a p p e a r  t o  b e  v e r y  l a r g e .

H o w e v e r ,  j u s t  h o w  l a r g e  d e p e n d s  u p o n  w h o  is d o i n g  t h e
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e x p e c t i n g .  F o r  e x a m p l e , d u r i n g  t h e  D - 2  d e b a t e  t h e  c o n g r e s s  

w a s  t r e a t e d  t o  w i l d l y  d i f f e r e n t  e s t i m a t e s  o f  t h e  o i l  p o t e n t i a l  

o f  t h e  A r c t i c  W i l d l i f e  r a n g e .  T h e  o i l  c o m p a n i e s  a n d  t h e  

s t a t e  " e x p e c t e d "  a l o t  o f  o i l .  T h e  e n v i r o n m e n t a l i s t s  " e x­

p e c t e d "  v e r y  l i t t l e  o i l .

N o t  a l l  d i f f e r e n c e s  i n  e s t i m a t e s  o f  s p e c u l a t i v e  r e s e r v e s  

a r e  a f u n c t i o n  o f  b i a s  o r  h i d d e n  a g e n d a s .  T h e r e  i s  j u s t  n o t  

e n o u g h  i n f o r m a t i o n  a v a i l a b l e  f o r  a n y o n e  t o  k n o w  f o r  c e r t a i n  

w h e t h e r  w i l d c a t  a c r e a g e  w i l l  p r o d u c e  o r  n o t — o r  f o r  t h a t  

m a t t e r  w h e n  i t  w i l l  p r o d u c e .  T h e r e  is a n  e l e m e n t  o f  r i s k  in 

t h e s e  f o r e c a s t s  w h i c h  m u s t  b e  r e c k o n e d  w i t h .  C o n s i d e r  

t h e  f o l l o w i n g .

E v e r y o n e ,  i n c l u d i n g  t h e  o i l  i n d u s t r y ,  p r e d i c t e d  v a s t  o i l  

d i s c o v e r i e s  i n  t h e  G u l f  o f  A l a s k a — b u t  a f t e r  a h a l f  b i l l i o n  

d o l l a r s  i n  b o n u s  b i d s  a n d  m i l l i o n s  m o r e  in e x p l o r a t i o n  e x p e n d i ­

t u r e s ,  t h i s  a r e a  is p r a c t i c a l l y  a b a n d o n e d  t o d a y .  O t h e r  

o p t i m i s t i c  d e v e l o p m e n t  s c e n a r i o s  h a v e  f a l l e n  b y  t h e  w a y s i d e  

i n  r e c e n t  y e a r s ,  a n d  t o d a y  a r e  a m u s i n g ,  if n o t  e m b a r r a s s i n g  

e x a m p l e s  o f  h o w  d a n g e r o u s  it i s  t o  a n t i c i p a t e  s p e c u l a t i v e  

o i l  r e s e r v e s .  F o r  e x a m p l e ,  in 1 9 7 7  t h e  U n i v e r s i t y  o f  

A l a s k a ' s  I n s t i t u t e  f o r  S o c i a l  E c o n o m i c  a n d  G o v e r n m e n t
i

R e s e a r c h  ( n o w  k n o w n  a s  I S E R )  p r e d i c t e d  a " l i m i t e d "  d e v e l o p ­

m e n t  s c e n a r i o  o f  2 m i l l i o n  b a r r e l s  o f  o i l  p e r  d a y  b y  1 9 8 0  

( c o n t r a s t e d  t o  a c t u a l  p r o d u c t i o n  o f  a b o u t  1 . 6 5  m i l l i o n ) ,  

i n c r e a s i n g  t o  2 . 9  m i l l i o n  b / d  b y  1 9 8 5  a n d  3 . 7  m i l l i o n  b / d  

b y  1 9 9 0 .  T h e  s a m e  s t u d y  o f f e r e d  a n  " a c c e l e r a t e d "  d e v e l o p m e n t
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s c e n a r i o  o f  4 . 8  m i l l i o n  b / d  b y  1 9 8 5 ,  a n d  7 . 5  m i l l i o n  b / d  b y  

1 9 9 0 .  T h e  " m a x i m u m "  d e v e l o p m e n t  s c e n a r i o  w a s  a m i n d - b o g g l i n g  

4 . 9  m i l l i o n  b / d  b y  1 9 8 5 ,  a n d  10 m i l l i o n  b / d  b y  1 9 9 0 . ^

S u c h  p r e d i c t i o n s  s e e m  a b s u r d  t o d a y .  S t a t e  o f f i c i a l s  

a r e  c o n c e r n e d  w i t h  s i m p l y  k e e p i n g  t h e  p i p e l i n e  f u l l  p a s t  

1 9 9 0 ,  a t  i t s  c u r r e n t  c a p a c i t y  o f  1 . 5  m i l l i o n  b a r r e l s  p e r  

d a y .  B u t  t h e  l e s s o n  is n o t  h o w . s t u p i d  e a r l i e r  f o r e c a s t e r s  

w e r e ,  b u t  h o w  e a s y  it i s  t o  o v e r e s t i m a t e  d e v e l o p m e n t  p r o s p e c t s ,  

a n d ,  m o r e  i m p o r t a n t ,  h o w  t r a g i c  i t  w o u l d  b e  if s t a t e  

p o l i c i e s  w e r e  g r o u n d e d  o n  s p e c u l a t i v e  d e v e l o p m e n t  w h i c h  

n e v e r  t o o k  p l a c e .

Y e t  a n o t h e r  r e a s o n  f o r  b e i n g  c a u t i o u s  a b o u t  p r e d i c t i n g  

n e w  r e v e n u e  s o u r c e s  f o r  t h e  s t a t e  is t h e  l i k e l y  d i s t r i b u t i o n  

o f  n e w  d i s c o v e r i e s  w i t h  r e s p e c t  t o  l a n d  o w n e r s h i p .  P r u d h o e  

B a y ,  K u p a r u k ,  a n d  m u a h  if n o t  a l l  o f  t h e  L i s b u r n e  f o r m a t i o n  

a r e  o n  s t a t e  l a n d s . *  M o s t  o b s e r v e r s ,  h o w e v e r ,  s a y  t h a t  t h e  

b e s t  w i l d c a t  a c t i o n  w i l l  b e  o n  O C S  l a n d s — w h i c h  a r e  o w n e d  

b y  t h e  f e d e r a l  g o v e r n m e n t .  A l a s k a  c a n n o t  l e v y  s e v e r a n c e  

o r  p r o p e r t y  t a x e s  a g a i n s t  O C S  a c r e a g e ,  o r  c o l l e c u  r o y a l t i e s .

E v e n  t h e  a b i l i t y  t o  t a x  i n c o m e  f r o m  s u c h  d e v e l o p m e n t  is 

q u e s t i o n e d .

M o r e o v e r ,  o f  t h e  r e m a i n i n g  o n - s h o r e  p r o s p e c t s ,  n e a r l y  

a l l  o f  t h e  a t t r a c t i v e  a c r e a g e  is o w n e d  b y  t h e  f e d e r a l  g o v e r n m e n t  

o r  t h e  N a t i v e  C o r p o r a t i o n s .  T h e  s t a t e  w i l l  b e  u n a b l e  to 

c o l l e c t  r o y a l t i e s  f r o m  t h e  n a t i v e  l a n d s ,  a n d  o n l y  s o m e  

o f  t h e  f e d e r a l  l a n d s  w i l l  s h a r e  r o y a l t i e s  w i t h  t h e  s t a t e .

* H o w  m u c h  o f  t h e  L i s b u r n e  F i e l d  is o n  s t a t e  l a n d s  w i l l  

d e p e n d ,  a s  n o t e d  e a r l i e r ,  o n  l i t i g a t i o n .
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T h e  s t a t e  o f  A l a s k a  h a s  b e e n  l e f t  w i t h ,  i n  t h e  w o r d s  o f  o n e  

e x p e r t ,  " t a b l e  s c r a p s , "  a n d  f u t u r e  d i s c o v e r i e s  o f  o i l  m a y  

c o n t r i b u t e  o n l y  m a r g i n a l l y  t o  f u t u r e  s t a t e  r e v e n u e s .

F i n a l l y ,  i t  s h o u l d  b e  n o t e d  t h a t  t h e r e  i s  a t e n d e n c y  

w h e n  e s t i m a t i n g  p r o d u c t i o n  f r o m  s p e c u l a t i v e  r e s e r v e s  t o  

q e t  c a r r i e d  a w a y  w i t h  r e c e n t  t r e n d s .  W h e n  P r u d h o e  B a y  w a s  

a n n o u n c e d  i t  s e e m e d  l i k e  t h e  b e g i n n i n g  o f  a n e w  g o l d  r u s h  

i n  A l a s k a .  Y e t  a f t e r  t h i r t e e n  y e a r s  o f  e x p l o r a t i o n  t h e  

i n d u s t r y  h a s  a n n o u n c e d  t h e  s r a r t - u p  o f  o n ] y  o n e  n e w  o i l  

f i e l d — K u p a r u k — a n d  e v e n  t h e  h i g h  e s t i m a t e s  o f  K u p a r u k  

p r o d u c t i o n  p e g  i t  at l e s s  t h a n  10 p e r c e n t  o f  P r u d h o e  B a y  

o u t p u t .

T h u s ,  i t  c a n  b e  s a i d  t h a t  w h i l e  in t h e o r y  it is f i n e  

t o  i n c l u d e  p r o d u c t i o n  f r o m  s p e c u l a t i v e  a c r e a g e  in r e v e n u e  

f o r e c a s t s ,  i t  r e m a i n s  a d i f f i c u l t  t a s k .  W h a t e v e r  f i g u r e s  

a r e  i n c l u d e d  a r e  b o u n d  to b e  c o n t r o v e r s i a l ,  s u b j e c t i v e  in 

n a t u r e ,  a n d  r i s k y .  M o r e o v e r ,  t h e  d o o r  i s  w i d e  o p e n  f o r  

m a n i p u l a t i o n  o f  f i g u r e s  b y  t h o s e  w i t h  a n  a x  t o  g r i n d  r e g a r d ­

i n g  s t a t e  f i n a n c e s .  P r o p o n e n t s  o f  e x p e n s i v e  p r o j e c t s  w i l l  

b e  t e m p t e d  z s h a d e  e s t i m a t e s  o n  t h e  h i g h  s i d e .  O p p o n e n t s  

o f  e x p e n s i v e  p r o j e c t s  w i l l  u n d o u b t e d l y  b e  a c c u s e d  o f  s h a d i n g  

e s t i m a t e s  o f  t h e  l o w  s i d e .

A  m o r e  c o n s e r v a t i v e  a p p r o a c h  is t o  l i m i t  t h e  f o r e c a s t  

t o  o i l  f i e l d s  w h i c h  h a v e  b e e n  c o n f i r m e d  " b y  t h e  dril.' b i t "  

a n d  a r e  . r e a s o n a b l y  c e r t a i n  o f  c o m m e r c i a l  p r o d u c t i o n  b y  a 

g i v e n  d a t e .  W h i l e  t h i s  m a y  (b u t  n o t  n e c e s s a r i l y )  r e s u l t  in 

a n  u n d e r e s t i m a t i o n  o f  p r o d u c t i o n ,  it a t  l e a s t  d e a l s  w i t h  

k n o w n  q u a n t i t i e s ,  a n d  c o n s u m e r s  o f  t h e  d a t a  c a n  p r o c e e d  w i t h  

m o r e  c o n f i d e n c e  t h a n  w o u l d  o t h e r w i s e  b e  t h e  c a s e .



P r u d h o e  B a y / T r a n s - C a n a d i a n  G a s  L i n e

O n e  f i n a l  p o t e n t i a l  r e v e n u e  s o u r c e  w h i c h  d e s e r v e s  

m e n t i o n  i s  t h e  s a l e  o f  n a t u r a l  g a s  r e s e r v e s  f r o m  t h e  

P r u d h o e  B a y  o i l  f i e l d  a n d  t h e  p r o p e r t y  t a x e s  f r o m  t h e  'build­

i n g  o f  a n e w  q a s l i n e  t o  t r a n s p o r t  t h e  g a s  t o  t h e  l o w e r

f o r t y - e i g h t  v i a  C a n a d a .  T h i s  p r o j e c t  h a s  b e e n  r e p e a t e d l y

d e l a y e d ,  a n d  t h e  p r i c e  e s t i m a t e s  c o n s t a n t l y  r e v i s e d  u p w a r d s .  

W h i l e  t h e r e  is l i t t l e  d o u b t  t h a t  t h e  g a s  r e s e r v e s  w i l l  

e v e n t u a l l y  b e  m a r k e t e d ,  t h e  t i m i n g  o f  t h e  d e v e l o p m e n t  is

u n c e r t a i n .  M a n y  o f  t h e  s t a t e ' s  p e t r o l e u m  e x p e r t s  n o w  d o  n o t

b e l i e v e  t h a t  t h e  g a s l i n e  p r o j e c t  w i l l  f l y  a s  p r e s e n t l y  

c o n c e i v e d .  T h u s ,  u n t i l  t h e  e c o n o m i c  f e a s i b i l i t y  o f  a s c h e m e  

f o r  m a r k e t i n g  t h e  g a s  is d e v e l o p e d ,  n o  r e v e n u e  w i l l  b e  

p r o j e c t e d .

S u m m a r y

T h e  m a j o r  s o u r c e s  o f  p r o j e c t e d  r e v e n u e  f o r  t h e  s t a t e  a r e  

p e t r o l e u m  d e v e l o p m e n t ,  a n d  i n c o m e  f r o m  i n v e s t m e n t s .  F r o m  

1 9 8 2  t o  2005, p e t r o l e u m  t a x e s  a n d  r o y a l t i e s  r e p r e s e n t  m o r e  

t h a n  9 4 %  o f  a l l  n o r - i n v e s t m e n t  r e v e n u e s  (see T a b l e s  1-4 

a n d  1 - 5 ) .  P r o d u c t i o n  f r o m  t h e  N o r t h  S l o p e  a l o n e  is e s t i m a t e d  

t o  c o n t r i b u t e  9 3 %  o f  r e v e n u e s .  A b o u t  7 5 %  o f  N o r t h  S l o p e  

r e v e n u e s  a r e  a t t r i b u t e d  t o  t h e  P r u d h o e  B a y  f i e l d .

T h e  t a x  a n d  r o y a l t y  i n c o m e  a c t u a l l y  r e a l i z e d  f r o m  

p e t r o l e u m  d e v e l o p m e n t  c a n  b e  c h a n g e d  b y  t h r e e  m a j o r  e v e n t s .  

F i r s t ,  n e w  d i s c o v e r i e s  m a y  o c c u r ,  o r  e s t i m a t e s  o f  f u t u r e

28
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P e t r o l e u m  a n d  N o n - P e t r o l e u m  R e v e n u e s  S u m m a r i z e d  

( I n v e s t m e n t  I n c o m e  E x c l u d e d )

( m i l l i o n s  o f  1 9 8 1  d o l l a r s ) '

$ 2 0 / b  P r i c e  o f  O i l

Table 1-4

Y e a r

P e t r o l e u m  

N o r t h  S l o p e  C o o k  I n l e t N o n - P e t r o l e u m * T o t a l

1 9 8 2 $ 3 , 4 6 0 $ 1 7 5 $ 1 0 3 $3 7 3 8

83 3 , 5 2 0 1 4 9 1 0 6 3 7 5 5

84 3 , 5 6 0 1 2 6 1 0 9 3 7 5 5

85 3 , 5 6 0 1 0 7 1 1 2 3 7 7 9
86 3 , 5 6 0 91 1 1 5 3 7 6 6

87 3 , 5 6 0 78 1 1 8 3 7 5 6
88 3 , 5 6 0 66 1 2 2 3 748

89 3 , 5 6 0 56 1 2 5 3 7 4 1
90 3 , 5 6 0 48 1 2 9 2 7 3 7

1 9 9 1 3 , 7 2 0 41 132 3 8 9 3

92 3 , 2 2 0 34 1 3 6 3 3 9 0

93 2 ,8 2 0 29 , 1 4 0 2 9 8 9

94 2 , 5 0 0 25 144 2 6 6 9

95 2 , 2 4 0 21 1 4 8 2 4 0 9

96 2 , 0 2 0 18 1 5 2 2 1 9 0

97 1 , 7 2 0 15 1 5 7 1 8 9 2

98 1 , 5 0 0 13 1 6 1 1 674

99 1 , 3 0 0 11 1 6 6 1 4 8 2

2 0 0 0 1 , 1 2 0 9 1 7 1 1 3 0 0

2 0 0 1 1 , 0 0 0 8 1 7 5 1 1 8 3

02 8 8 0 7 1 8 0 1 0 6 3

03 7 6 0 6 1 8 6 9 5 2

04 6 6 0 5 1 9 1 8 5 6

05 5 8 0 4 1 9 6 7 8 0

T O T A L S $ 5 7 , 9 4 0 $ 1 , 1 4 2 $ 3 , 4 7 4 $6 2 , 5 5 6  •

P e t r o l e u m

N o r t h  S l o r  

reven'.

^ I n c r e a s e

r e v e n u e s  as

.• p e t r o l e u m  

j : 9 3 %

is t h e  s a m e

a p e r c e n t a g e  o f  t o t a l  r e v e n u e s :  

r e v e n u e s  a s  a p e r c e n t a g e  o f  t o t a l

r a t e  a s  p o p u l a t i o n :  2 . 8 5 % .

9 4 %



30

P e t r o l e u m  a n d  N o n - P e t r o l e u m  R e v e n u e  S u m m a r i z e d  

( I n v e s t m e n t  I n c o m e  E x c l u d e d )

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )

$ 2 5 / b  P r i c e  o f  O i l

Table 1-5

Y e a r

P e t r o l e u m  

N o r t h  S l o p e  C o o k  I n l e t N o n - P e t r o l e u m * T o t a l

1 9 8 2 $4 3 2 5 $ 1 7 5 $ 1 0 3 $ 4 , 6 0 3

83 4 4 0 0 1 4 9 1 0 6 4 , 6 5 5

84 4 4 5 0 1 2 6 1 0 9 4 , 6 8 5

85 4 4 5 0 1 0 7 1 1 2 4 , 6 6 9

86 4 4 5 0 91 1 1 5 4. 6 5 6

87 4 4 5 0 78 1 1 8 4 , 6 4 6

88 4 4 5 0 66 1 2 2 4 , 6 3 8

89 4 4 5 0 56 1 2 5 4 , 6 3 1

90 4 4 5 u 48 1 2 9 4 , 6 2 7

1 9 9 1 4 6 5 0 41 1 3 2 4 , 8 2 3

92 4 0 2 5 34 1 3 6 4 , 1 9 5

9 ” 3 5 2 5 29 1 4 0 3 , 6 9 4
c. 3 1 7 5 25 1 4 4 3 , 2 9 4

9 j 2 8 0 0 21 1 4 8 2 , 9 6 9

96 2 5 2 5 18 1 5 2 2 , 6 9 5

97 2 1 5 0 15 1 5 7 2 , 3 2 2

98 1 8 7 5 13 1 6 1 2 , 0 4 9

99 1 6 2 5 11 1 6 6 1 , 8 0 2

2 0 0 0 1 4 0 0 o 1 7 1 1 , 5 8 0

2 0 0 1 1 2 5 0 8 1 7 6 1 , 4 3 3

02 1 1 0 0 7 1 8 0 1 , 2 8 7

03 9 5 0 6 1 8 6 1 , 1 3 7

04 8 2 5 5 1 9 1 1 , 0 2 1

05 7 2 5 4 1 9 6 9 2 5

T O T A L S $ 7 2 ,425 $ 1 , 1 4 2 $ 3 , 4 7 4 $ 7 7 , 0 4 1

P e t r o l e u m  r e v e n u e s  a s  a p e r c e n t a g e  o f  t o t a l  r e v e n u e s :  9 5 %

N o r t h  S l o p e  p e t r o l e u m  r e v e n u e s  a s  a p e r c e n t a g e  o f  t o t a l  r e v e n u e s :  9 4 %  

♦ I n c r e a s e  is t h e  s a m e  r a r e  a s  p o p u l a t i o n :  2 . 8 5 % .



p r o d u c t i o n  f r o m  e x i s t i n g  f i e l d s  m a y  b e  r e v i s e d . *  S e c o n d ,  

t h e  f u t u r e  p r i c e  o f  o i l  m a y  i n c r e a s e  o r  d e c r e a s e  i n  r e a l  ' 

t e r m s .  T h i r d ,  t h e  s t a t e  c a n  c h a n g e  t a x  l a w s ,  a n d  i n c r e a s e  

o r  d e c r e a s e  t h e  s t a t e  " t a k e "  f r o m  p e t r o l e u m  p r o d u c t i o n .

T h e  s i z e  o f  t h e  s t a t e ’s i n v e s t m e n t  e a r n i n g s  w i l l  . w i s e

b e  a f u n c t i o n  o f  t h e  s a m e  v a r i a b l e s  w h i c h  d e t e r m i n e  t h e  

p e t r o l e u m  r e v e n u e  s t r e a m ,  a l t h o u g h  t h e  r e l a t i o n s h i p s  i s  b y  

n o  m e a n s  c e r t a i n  o r  o b v i o u s t *  T h e  r e a l  g u t s  o f  t h e  i n v e s t m e n t  

e a r n i n g s  p r o j e c t i o n s  a r e  t w o  p o l i c y  v a r i a b l e s .  F i r s t ,  h o w  

m u c h  o f  c u r r e n t  p e t r o l e u m  r e v e n u e s  w i l l  b e  s p e n t  a n d  h o w  

m u c h  w i l l  b e  s a v e d ?  S e c o n d ,  w h a t  i n v e s t m e n t  o b j e c t i v e s  w i l l  

t h e  s t a t e  p u r s u e ?  U n t i l  t h e s e  q u e s t i o n s  a r e  r e s o l v e d ,  i t  

is i m p o s s i b l e  t o  m a k e  m e a n i n g f u l  p r e d i c t i o n s  o f  f u t u r e  

i n v e s t m e n t  e a r n i n q s .

O t h e r  n o n - p e t r o l e u m  r e v e n u e s  i n c l u d e  t a x e s ,  l i c e n s e  a n d  

u s e r  f e e s ,  a n d  t h e  s a l e  o f  o t h e r  n a t u r a l  r e s o u r c e s .  A t  

p r e s e n t  t h e s e  a c t i v i t i e s  a r e  n o t  s i g n i f i c a n t  s o u r c e s  o f  

r e v e n u e .  T h e  f u t u r e  l e v e l s  o f  s u c h  i t e m s  a s  s t a t e  t a x e s  o n  

f i r m s  a n d  i n d i v i d u a l s  m a y  w e l l  c h a n g e  if s p e n d i n g  p a t t e r n s  

r e s u l t  in a r a p i d  e x h a u s t i o n  o f  r e s o u r c e  w e a l t h .  J u s t  h o w  

w i l l i n g  f u t u r e  g e n e r a t i o n s  o f  A l a s k a n s  w i l l  b e  t o  r e i n s t a t e  

t h e  i n d i v i d u a l  i n c o m e  t a x  o r  o t h e r  t a x e s  r e m a i n s  a n  o p e n  

q u e s t i o n .

* O n e  m i g h t  a d d  t h e  f i r m i n g  u p  o f  m a r k e t i n g  p l a n s  f o r  

P r u d h o e  B a y  g a s  r e s e r v e s .

* * 0 n  t h e  o n e  h a n d ,  a n  i n c r e a s e  o f  p e t r o l e u m  r e v e n u e  w i l l  p r o ­

v i d e  t h e  m e a n s  f o r  a d d i t i o n a l  s a v i n g s .  O n  t h e  o t h e r  h a n d ,  n e w  d i s ­

c o v e r i e s  o r  m o r e  f a v o r a b l e  g e o l o g i c a l  r e p o r t s  o n  e x i s t i n g  f i e l d s  

m a y  r e d u c e  a n x i e t y  a b o u t  t h e  f u t u r e  a n d  t h e r e b y  r e d u c e  a n  i m­
p o r t a n t  i n c e n t i v e  t o  s a v e  t o d a y .

31
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N o t e s

^ O n  a  p e r  c a p i t a  b a s i s  A l a s k a ' s  1 9 8 0  o i l  p r o d u c t i o n  w a s  

" n e a r l y  t h r i c e  t h a t  o f  K u w a i t ,  m o r e  t h a n  f o u r  t i m e s  t h a t  o f  

S a u d i  A r a b i a ,  a l m o s t  s i x  t i m e s  t h a t  o f  L i b y a ,  t e n  t i m e s  t h a t  

o f  G a b o n ,  t h i r t y  t i m e s  t h a t  o f  V e n e z u e l a ,  a n d  a l m o s t  

f o u r  h u n d r e d  t i m e s  t h a t  o f  I n d o n e s i a . "  M a l c o l m  G i l l i s ,

" T h e  E f f e c t s  o f  I n - S t a t e  I n v e s t m e n t :  L e s s o n s  f r o m  O i l -  
F i r e d  D e v e l o p m e n t  i n  O t h e r  P a r t s  o f  t h e  W o r l d s , "  p r e p a r e d  

f o r  t h e  P e r m a n e n t  F u n d  T r u s t e e s - ( O c t o b e r  23, 1 9 8 1 ) .

2
M i l t  B a r k e r ,  " G e n e r a l  F u n d  a n d  P e r m a n e n t  F u n d  B a l a n c e  

P r o j e c t i o n s , "  M e m o r a n d u m  t o  S e n a t o r  S t u r g u l e w s k i  a n d  R e p .

H u g h  M a l o n e  ( J u n e  19, 1 9 8 1 ) .

3
E d  P h i l l i p s ,  p e r s o n a l  c o m m u n i c a t i o n  ( N o v e m b e r  1 9 8 1 ) .

^ I b i d .

^ D a v i d  T. K r e s g e ,  T h o m a s  A. M o r e h o u s e ,  a n d  G e o r g e  

R o g e r s ,  I s s u e s  i n  A l a s k a  D e v e l o p m e n t  (ISER, U n i v e r s i t y  o f  

W a s h i n g t o n  P r e s s ,  1 9 7 7 )  .

^ F o r  a d i s c u s s i o n  o f  t h e  A l a s k a n  s e v e r a n c e  t a x ,  s e e  

J a m e s  L o v e ,  S t a t e  T a x e s  o n  P e t r o l e u m  P r o d u c t i o n , J u l y  7, 1 9 8 1 .

7
T h e  m e t h o d  o f  c o m p u t i n g  t h e  s t a t e  i n c o m e  t a x  w a s  

c h a n g e d  in 1 9 8 1 .  F C C S S B  5 2 4 .

g
F o r  a d i s c u s s i o n  o f  t h e  s l i d i n g  s c a l e  r o y a l t y  s y s t e m  

a s  u s e d  i n  t h e  B e a u f o r t  S e a  a r e a ,  s e e  J a m e s  L o v e ,  " C h o i c e  

o f  F e d e r a l  S l i d i n g  S c a l e  R o y a l t y  F o r m u l a  f o r  B e a u f o r t  S e a  

S a l e , "  p r e p a r e d  f o r  t h e  H o u s e  I n t e r i m r  C o m m i t t e e  o n  O i l  a n d  

G a s  L e a s i n g  P o l i c y  ( J a n u a r y  13, 1 9 8 0 ) .

g
O i l  a n d  G a s  J o u r n a l  ( D e c e m b e r  17, 1 9 7 9 ) .

IC>M i k e  B r a d n e r ,  " H i s t o r i c a l  R e v i e w  o f  A l a s k a  P e t r o l e u m  

T a x e s ,  1 9 5 5 - 1 9 7 8 "  ( A p r i l  1 9 7 9 ) .

^ P e r s o n a l  c o m m u n i c a t i o n ,  C h a r l e s  L o g s t o n  ( N o v e m b e r  

1981) .

12 . ,
I b i d .

^ M i l t  B a r k e r ,  p e r s o n a l .c o m m u n i c a t i o n  ( N o v e m b e r  1 S 8 1 )  .



A  r e t u r n  o f  3% i s  r e a s o n a b l e ,  b u t  i t  s h o u l d  n o t  b e  

t a k e n  f o r  g r a n t e d .  T h e  a v e r a g e  r e t u r n  f o r  b o t h  t h e  A l a s k a  

P e r m a n e n t  F u n d  a n d  t h e  G e n e r a l  F u n d  o v e r  t h e  y e a r s  1 9 7 7 - 7 9  

w a s  n e g a t i v e .  J a m e s  L o v e ,  " C o m m e n t s  o n  L e a s i n g  M e t h o d s , "  

p r e p a r e d  f o r  t h e  H o u s e  I n t e r i m  C o m m i t t e e  o n  O i l  a n d  G a s  

I,easing P o l i c y  ( O c t o b e r  18, 1 9 7 9 ) .

1 6 K r e s g e ,  e t  .1., I s s u e s  i n  A l a s k a  D e v e l o p m e n t

1 5



L o n g - R a n g e  E x p e n d i t u r e  P l a n n i n g  

- W h a t  t o  do  w h e n  r e v e n u e s  a r e  l u m p y ?  -

PART II

F or the S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  

S e n a t o r  V i c t o r  F i s c h e r ,  C h a i r

J a m e s  P a c k a r d  L o v e  
H a r v a r d  U n i v e r s i t y  
D e c e m b e r  1, 1981
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L o n g - T e r m  E x p e n d i t u r e  P l a n n i n g  

T h e  N e e d  f o r  P l a n n i n g

T h e  m o s t  i m p o r t a n t  r e a s o n  to f o r e c a s t  r e v e n u e s  is to 

h e l p  p o l i c y  m a k e r s  a n d  c i t i z e n s  p l a n  e x p e n d i t u r e s  o v e r  time. 

A l a s k a  h a s  a h i g h l y  u n u s u a l  r e v e n u e  s t r e a m — v e r y  l a r g e  in 

the n e x t  t e n  y e a r s ,  a n d  t h e n  r a p i d l y  d e c l i n i n g  as  P r u d h o e  

B a y  p l a y s  ou t .  T h i s  r e v e n u e  s t r e a m  r e p r e s e n t s  t h e  " c a s h i n g  

o u t "  o f  a n o n - r e n e w a b l e  r e s o u r c e .  It c a n  b e  s p e n t  now, 

later, o r  s p r e a d  b e t w e e n  *-he p r e s e n t  a n d  t h e  f u t ure.

T h e r e  a r e  s e v e r a l  r e a s o n s  to be c o n c e r n e d  a b o u t  "lumpy" 

r e v e n u e  s t r e a m s  s u c h  as this. P e r h a p s  the m o s t  o b v i o u s  o n e  

is t h e  q u e s t i o n  o f  e q u i t y  b e t w e e n  g e n e r a t i o n s .  B u t  a n u m b e r  

of o t h e r  l e s s  p h i l o s o p h i c a l  issut re a l s o  i n v o l v e d .  T h e  

s t a t e  is u n d e r  i n t e n s e  p r e s s u r e  to ^xe i n v e s t m e n t s  in 

b u i l d i n g s  a n d  i n f r a s t r u c t u r e  a n d  to c r e a t e  n e w  p r o g r a m s  and 

"en. L t l e m e n t s . "  B e f o r e  d e c i s i o n s  a r e  m a d e  to b e g i n  m u l t i­

s t a g e  c a p i t a l  p r o j e c t s ,  it is i m p o r t a n t  to k n o w  w h e r e  the 

m o n e y  w i l l  c o m e  f r o m  to f i n i s h  the d e v e l o p m e n t .  T h e  sa m e  

c a n  be  s a i d  for m a j o r  n e w  s t a t e  e f f o r t s  to f u n d  c o m m u n i­

ties, e d u c a t i o n ,  subsidfxC^usinesses a n d  h o m e  p u r c h a s e s  

o r  the n o v e l  s c h e m e s  to d i s t r i b u t e  oil w e a l t h  d i r e c t l y  to 

c i t i z e n s .  If t h e s e  p r o g r a m s  are s t a r t e d  in 1982, c a n  they 

be  s u s t a i n e d  ten o r  f i f t e e n  y e a r s  b o n c e ?  A n d  j u s t  as 

i m p o r t a n t ,  are r e s o u r c e s  s u f f i c i e n t l y  f i n i t e  so t h a t  the 

c r e a t i o n  o f  a n e w  p r o g r a m  t o d a y  w i l l  f o r e c l o s e  t h e  o p t i o n  

to m a k e  o t h e r  i n v e s t m e n t s  l ater on?



P o l i c y  m a k e r s  c a n  e v a l u a t e  d i f f e r e n t  " s p e n d i n g  s t r a t e g i e s "  

b y  c o m p a r i n g  p r o j e c t e d  e x p e n d i t u r e s  to r e v e n u e s  o v e r  time.

S u c h  l o n g - r a n g e  p l a n n i n g  c a n  h e l p  t o  t a k e  s o m e  m e a s u r e  of 

t h e  c h a n g e s  a n d  s h o c k s  t h e  s t a t e  w i l l  h a v e  to c o p e  w i t h  as 

it a d j u s t s  to  a l e a n e r  d i e t  o f  o i l  r e v e n u e .  If s h o c k s  a r e  

to b e  m i n i m i z e d  a n d  s p e n d i n g  " s m o o t h e d  o u t "  i n t o  the f u t u r e ,  

t h e n  m o n e y  w i l l  h a v e  to b e  s a v e d  in the n e a r  t e r m .  E v e n  

if t h e r e  is n o  a t t e m p t  to s h a r e  t o d a y ' s  o i l  r e c e i p t s  w i t h  

f u t u r e  c i t i z e n s ,  it w i l l  be  u s e f u l  to k n o w  w h a t  t h e  c o n ­

s e q u e n c e s  o f  a p a r t i c u l a r  l e v e l  o f  g o v e r n m e n t  s p e n d i n g  

t o d a y  w i l l  be. Is t h e  g o v e r n m e n t  g o i n g  to b u i l d  f a c i l i t i e s  

w h i c h  it c a n n o t  a f f o r d  to m a i n t a i n  in the f u t u r e ?  W i l l  

the b u r e a u c r a c y  be  so s w o l l e n  t h a t  it w i l l  c r e a t e  an 

u n m a n a g e a b l e  b u r d e n  f o r  t a x p a y e r s  in the 1 9 9 0 s ?

P o l i c y  m a k e r s  c e r t a i n l y  h a v e  a n  i n t u i t i v e  feel for 

t h e s e  q u e s t i o n s .  T h i s  is r e f l e c t e d  in m u c h  o f  t h e  c o l o r f u l  

r h e t o r i c  s u r r o u n d i n g  the d e b a t e  o v e r  oil " w e a l t h  m a n a g e m e n t . "  

M o r e o v e r ,  in r e c e n t  y e a r s  the l e g i s l a t u r e  h a s  p a s s e d  two 

c o n s t i t u t i o n a l  a m e n d m e n t s ,  o s t e n s i b ? / to p r e s e r v e  s o m e  of 

the o i l  w e a l t h  f o r  f u t u r e  g e n e r a t i o n s .  T h e  f i r s t  m e a s u r e ,  

the A l a s k a  P e r m a n e n t  F u n d ,  m a n d a t e s  t h a t  a s h a r e  of o i l  

r o y a l t i e s  b e  p l a c e d  i n t o  a " s a v i n g s "  a c c o u n t ,  a n d  not 

sp e n t .  T h e  s e c o n d  p r o p o s a l ,  p a s s e d  by  t h e  l e g i s l a t u r e  in 

1961 a n d  a w a i t i n g  v o t e r  a p p r o v a l  in 1982, w i l l  " l i m i t "  

the a m o u n t ,  o r  a t  l e a s t  the way, t h e  s t a t e  s p e n d s .



B u t  d o  t h e s e  t w o  m e a s u r e s  r e a l l y  a d d r e s s  t h e  l o n g - t e r m  

f i n a n c _ a l  p l a n n i n g  p r o b l e m .  U n f o r t u n a t e l y ,  t h e  a n s w e r  is 

n o — o r  p e r h a p s  o n l y  in a t r i v i a l  sense. B o t h  the P e r m a n e n t  

FurvA a n d  the p r o p o s e d  c o n s t i t u t i o n a l  a m e n d m e n t  t o  l i m i t  

s p e n d i n q  pro'/idie- b u t  m i n i m u m  r e s t r a i n t s  o n  t h e  l e g i s l a t u r e ' s  

f r e e d o m  to  l i q u i d a t e  A l a s k a ' s  o i l  w e a l t h .  T h e s e  l i m i t a t i o n s ,  

b e c a u s e  t h e y  a r e  so m o d e s t ,  d o  n o t  b y  t h e m s e l v e s  e l i m i n a t e  

the n e e d  f o r  f i s c a l  p l a n n i n g .  T h e  P e r m a n e n t  F u n d  o n l y  

r e q u i r e s  t h a t  o n e - t e n t h  o f  c u r r e n t  o i l  r e v e n u e s  b e  " s a v e d ,” 

an d  the f u n d  is s e t  u p  in s u c h  a w a y  t h a t  i n f l a t i o n  w i l l  

e r o d e  the p u r c h a s i n g  p o w e r  of t h e  p r i n c i p a l .  T h e  s p e n d i n g  

l i m i t  is r i d d l e d  v-fith l o o p h o l e s  a n d  is s e t  so h i g h  t h a t  

it w i l l  s o o n  e x c e e d  t h e  a v a i l a b l e  r e v e n u e s  f r o m  o i l  

p r o d u c t i o n .

T h e  p r o b l e m  r e m a i n s  a l a c k  o f  p l a n n i n g .  W h e n  b o t h  the 

P e r m a n e n t  F u n d  a n d  t h e  s p e n d i n g  l i m i t  w e r e  p a s s e d  b y  the 

l e g i s l a t u r e ,  it w a s  c l e a r  t h a t  m a n y  p o l i c y  m a k e r s  and 

c i t i z e n s  w e r e  a c u t e l y  c o n c e r n e d  a b o u t  t h e  l o n g - r u n  c o n s e q u e n c e s  

to t o d a y ' s  b u d g e t  p o l i c i e s .  B u t  m o s t  o f  the d e b a t e  w a s  

l i t t l e  m o r e  t h a n  o n e  p l a t i t u d e  c o m p e t i n g  a y a i n s t  a n o t h e r .

m o r e  r i g o r o u s ,  a n a l y t i c a l ,  a n d  q u a n t i t a t i v e  a p p r o a c h  is 

need e d ,  a n d  is for the m o s t  p a r t  l a c k i n g .

W h a t  d o  w e  o w e  f u t u r e  g e n e r a t i o n s ?  H o w  m u c h  d o  w e  

n e e d  to sa v e  t o d a y  to m a i n t a i n  an " a p p r o p r i a t e "  l e v e l  o f  

g o v e r n m e n t  s e r v i c e s  t w e n t y  y e a r s  f r o m  n o w ?  W i l l  the p e r m a­

nent fund p r o v i d e  e n o u g h  r e v e n u e  to s u s t a i n  the g o v e r n m e n t



w h e n  the o i l  is g o n e 7 W h a t  w i l l  t h e  p r o p o s e d  s t a t e  s p e n d i n g  

l i m i t  m e a n  o v e r  t h e  n e x t  d e c a d e ?

A s  f u n d a m e n t a l  as t h e s e  i s s u e s  sound, t h e y  a r e  r a r e l y  

a d d r e s s e d  in t h e  p u b l i c  d e b a t e  o v e r  s p e n d i n g  p o l i c i e s .  Is 

t h i s  b e c a u s e  c o n v e n t i o n a l  p o l i t i c a l  w i s d o m  r e j e c t s  l o n g -  

r u n  p l a n n i n g  c o n s i d e r a t i o n s  as t o o  e s o t e r i c  to  b e  u n d e r s t o o d  

b y  t h e  p u b l i c ?  Is p l a n n i n g  s i m p l y  a n  u n p o p u l a r  w o r d  in 

A l a s k a — to b e  a v o i d e d  a t  a l l  c o s t s ?  O r  is the p r o b l e m  a 

l a c k  o f  c o m p e t e n c e  o n  t h e  p a r t  o f  p o l i c y  m a k e r s ,  r a t h e r  th a n  

c y n i c i s m  o r  a t h e o l o g i c a l  a v e r s i o n  to p l a n n i n g ?

F o r  w h a t e v e r  r e a s o n ,  t o d a y ' s  f i s c a l  p o l i c i e s  a r e  o n l y  

t e n u o u s l y  l i n k e d  to the s ^ L o ' s  l o n g e r - t e r m  r e v e n u e  p i c t u r e .  

I n d e e d ,  f e w  p o l i c y  m a k e r s  a p p e a r  to h c v e  e v e n  a m o d e s t  

g r a s p  of the s t a t e ' s  l o n g - t e r m  f i s c a l  c o n d i t i o n .

T h i s  is a n  u r g e n t  p r o b l e m — o n e  the s t a t e  c a n n o t  d e a l  

w i t h  l a t e r  as it m o v e s  alc-un the w e a l t h  m a n a g e m e n t  " l e a r n i n g  

c u r v e . "  T i m e  is of the e s s e n c e .  T h e  s t a t e  is r u s h i n g  

into, a n d  p e r h a p s  o u t  of, t h e  p e t r o l e u m  era. D a y  by  d a y  

a n d  y e a r  b y  y e a r  a g r e a t e r  p r o p o r t i o n  of A l a s k a ' s  s p e c i a l  

o i l  " e n d o w m e n t "  .is r i p p e d  f r o m  the e a r t h  and b r o u g h t  to 

m a r k e t .  In j u s t  t w o  y e a r s ,  14% o f  P r u d h o e  B a y ' s  e s t i m a t e d  

r e c o v e r a b l e  r e s e r v e s  w i l l  b e  g one. In six y e a r s ,  42% w i l l  

b e  e x h a u s t e d .  T h e  l o n g e r  t h e  s t a t e  w a i t s  to p l a n  its futu r e ,  

the less of  a d i f f e r e n c e  p l a n n i n g  w i l l  make. M o r e o v e r ,  if 

c u r r e n t  e x p e c a t i o n s  o f  s p e n d i n g  l e v e l s  a r e  u n r e a l i s t i c a l l y  

h i g h ,  it is b e t t e r  to c h a n g e  t h o s e  e x p e c t a t i o n s  n o w  r a t h e r  

t h a n  later.



T h e  f i r s t  s e r i o u s  t h i n k i n g  a b o u t  t h e  n e e d  t o  c r e a t e  a

" s a v i n g s "  a c c o u n t  f o r  c u r r e n t  o i l  r e v e n u e s  o c c u r r e d  s h o r t l y

a f t e r  t h e  1 9 6 9  N o r t h  S l o p e  o i l  l e a s e  s a l e  w h i c h  b r o u g h t

$ 9 0 0  m i l l i o n  i n t o  s t a t e  c o f f e r s .  T h e  B r o o k i n g s  I n s t i t u t e

w a s  h i r e d  b y  t h e  s t a t e  to  c o n d u c t  a s e r i e s  o f  s e m i n a r s  on

" T h e  F u t u r e  o f  A l a s k a . "

A f t e r  t h e  B r o o k i n g s  s e m i n a r s ,  s e v e r a l  b i l l s  w e r e  
i n t r o d u c e d  in c h e  19 7 0  l e g i s l a t i v e  s e s s i o n  to e s t a b l i s h  
s o m e  s o r t  o f  " p e r m a n e n t  f u nd" w i t n  the $900 m i l l i o n .  
H o w e v e r ,  o t h e r  m o r e  i m m e d i a t e  u s e s  for the m o n e y  
w e r e  j u d g e d  to b e  m o r e  i m p o r t a n t ,  a n d  n o  p e r m a n e n t  
f u n d  w a s  e s t a b l i s h e d . !

T h e  i d e a  e n d u r e d ,  h o w e v e r ,  a n d  it b e c a m e  a m a j o r  p o l i t i c a l  

i s s u e  in t h e  y e a r s  i m m e d i a t e l y  p r e c e d i n g  t h e  s t a r t - u p  of 

P r u d h o e  B a y  p r o d u c t i o n .  N o t a b l e  s u p p o r t  for a " s a v i n g s "  

f u n d  c a m e  f r o m  y o u n g e r  d e m o c r a t s  in the IP. ;se o f  R e p r e s e n t a­

tiv e s ,  led b y  R e p r e s e n t a t i v e  H u g h  M a l o n e ,  a n d  G o v e r n o r  

J a y  H a m m o n d .  T h e  y o u n g  d e m o c r a t s  a n d  H a m m o n d  b o t h  w e r e  

c o n s i d e r e d  p o l i t i c a l l y  l i b e r a l  on  d i s t r i b u t i o n a l  a n d  e n­

v i r o n m e n t a l  c o n c e r n s ,  b u t  f i s c a l l y  c o n s e r v a t i v e  w h e n  it c a m e  

to (spending levels. T h e  i m m e d i a t e  i n f l u x  of  b i l l i o n s  of 

d o l l a r s  in s h o r t - t e r m  r--venues p r e s e n t e d  the o p p o r t u n i t y  for 

u n p r e c e d e n t e d  w a s t e ,  in t h e i r  view. M o r e o v e r ,  s u p p o r t e r s  

of the f u n d  w e r e  m o t i v a t e d  b y  a d e s i r e  to s h a r e  the r i c h e s  

of P r u d h o e  B a y  w i t h  f u t u r e  g e n e r a t i o n s .  In 1976 the 

l e g i s l a t u r e  f i n a l l y  p a s s e d  a n d  the v o t e r s  a p p r o v e d ,  b y  a 

n i n e  to o n e  m a r g i n ,  a c o n s t i t u t i o n a l  a m e n d m e n t  w h i c h  c r e a t e d  

t h e  A l a s k a  Permanent Fund.

The Alaska Permanent Fund and Inflation



T h e  c o n s t i t u t i o n a l  a m e n d m e n t  p r o v i d e s  t h a t  a m i n i m u m

of 25% o f  t h e  r o y a l t i e s  f r o m  o i l  f i e l d s  l e a s e d  b e f o r e  1976

an d  50% o f  t h e  r o y a l t i e s  o f  l a n d s  l e a s e d  t h e r e a f t e r  w i l l  b e

d e p o s i t e d  in t h e  P e r m a n e n t  F und. T h i s  w o r k s  o u t  to a b o u t

10% of the r e v e n u e s  f r o m  P r u d h o e  B a y  a n d  K u p a r u k ,  a n d

2
20% of t h e  r e v e n u e s  f r o m  the L i s b u r n e  field. In a d d i t i o n  

to t h i s  m i n i m u m  p a y m e n t ,  t h e  l e g i s l a t u r e  m a y  m a k e  s p e c i a l  

a p p r o p r i a t i o n s  f r o m  the g e n e r a l  f u n d  to the P e r m a n e n t  F u n d —  

s u c h  as t h e  $9 0 0  m i l l i o n  c o n t r i b u t i o n  in 1979 a n d  the 

$1.8 m i l l i o n  a p p r o p r i a t i o n  in 1981. A c c o r d i n g  to the 

s t a t e  c o n s t i t u t i o n ,  the fu n d  m u s t  b e  i n v e s t e d  in " i n c o m e  

p r o d u c i n g "  a s s e t s .

T h e  u l t i m a t e  s i z e  of the s t a t e ' s  " e n d o w m e n t "  to f u t u r e  

g e n e r a t i o n s  is u n d e c i d e d  by  the m e r e  c r e a t i o n  of the P e r m a­

nent  Fund. Fi r s t ,  t h e  m i n i m u m  c o n t r i b u t i o n  is c o n s i d e r e d  

by m a n y  p o l i t i c a l  l e a d e r s  to be  v e r y  i n a d e q u a t e  for the 

n e x t  ten y e a r s  w h e n  the r e v e n u e  s t r e a m  w i l l  b e  a t  its 

peak. S e c o n d l y ,  a n  e x t r e m e l y  i m p o r t a n t  q u e s t i o n  r e g a r d i n g  

the d e f i n i t i o n  of  " i n c o m e "  w i l l  d e t e r m i n e  h o w  " p e r m a n e n t "  

the p r i n c i p a l  o f  the fund is.

T h e  f i r s t  p o i n t  is i n t u i t i v e l y  e a s y  to g r a s p .  If the 

s t a t e  is d e p l e t i n g  hctlf of a s p e c i a l  a s s e t  l i k e  P r u d h o e  

Bay in just t o n  y e a r s ,  is 10% e n o u g h  to set a s i d e  for s a v i n g s ?  

O b v i o u s l y  s o m e  c i t i z e n s  a n d  p o l i c y  m a k e r s  t h i n k  o t h e r w i s e  

and w i l l  c o n t i n u e  to p r e s s  the l e g i s l a t u r e  to s e t  a s i d e  

m u c h  l a r g e r  a m o u n t s .



T h e  d e f i n i t i o n a l  i s s u e  is l e s s  o b v i o u s  a n d  h a s  a t t r a c t e d  

m u c h  l e s s  p u b l i c  a t t e n t i o n  b u t  w i l l  h a v e  p r o f o u n d  c o n­

s e q u e n c e s  in d e t e r m i n i n g  h o w  l a r g e  the f u n d  w i l l  e v e n t u a l l y  

be, a n d  w h e t h e r  o r  n o t  t h e r e  w i l l  b e  a s t e a d y  e r o s i o n  of  

the p r i n c i p a l .  T h e r e  a r e  r e a l l y  t w o  d e f i n i t i o n a l  issues.

T h e  f i r s t  o n e  is w h e t h e r  o r  n o t  " i n c o m e - p r o d u c i n g  i n v e s t­

m e n t s "  c a n  b e  d e f i n e d  t o  i n c l u d e  i n f r a s t r u c t u r e  i n v a s t m e n t s  

a n d  o t h e r  c a p i t a l  p r o j e c t s  w h i c h  d o  n o t  p r o v i d e  d i r e c t  

b e n e f i t s  to t h e  t r e a s u r y  t h r o u g h  i n t e r e s t  or c a p i t a l  g a i n s  

on  s e c u r i t i e s , b u t  r a t h e r  p r o v i d e  i n d i r e c t  b e n e f i t s  t h r o u g h  

e c o n o m i c  d e v e l o p m e n t .  If t h e  l a t t e r  i n t e r p r e t a t i o n  is 

a l l o w e d ,  the p e r m a n e n t  fund w i l l  s i m p l y  b e c o m e  just o n e  

m o r e  s o u r c e  for c a p i t a l  projects-— a n d  w i l l  be  a l i k e l y  

c a n d i d a t e  for p r e c i s e l y  the t y p e  of p o r k  b a r r e l  w a s t e  a n d  

e x t r a v a g a n c e  t h a t  its p r o p o n e n t s  h o p e  to avoid. T h e  c u r r e n t  

d i r e c t o r s  o f  the p e r m a n e n t  fund h a v e  r e j e c t e d  s u c h  a l o o s e  

i n t e r p r e t a t i o n  of the t e r m  " i n c o m e  p r o d u c i n g . "  U l t i m a t e l y ,  

this q u e s t i o n  m a y  be t e s t e d  in the c o u r t s ,  a l t h o u g h  at  the 

p r e s e n t  t i m e  it d o e s  n o t  s e e m  to be a p r e s s i n g  issue.

T h e  s e c o n d  d e f i n i t i o n a l  issue r e g a r d s  the p r o b l e m  of 

i n f l a t i o n .  " I n c o m e "  f r o m  the P e r m a n e n t  F u n d  is not r e t a i n e d .  

E v e r y  y e a r  it is d e p o s i t e d  d i r e c t l y  i n t o  the g e n e r a l  fund, 

w h e r e  it c a n  be s p e n t  as the l e g i s l a t u r e  d e s i r e s .  T h e  

q u e s t i o n  is w h e t h e r  i n c o m e  s h o u l d  b e  d e f i n e d  in n o m i n a l  or 

real terms.

As n o t e d  e a r l i e r ,  n o m i n a l  r e t u r n s  r e p r e s e n t  a c o m b i n a­

tion of the real i n c r e a s e  in the v a l u e  of the a s s e t  a n d  a

_ »
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d e c r e a s e  in t'v? p u r c h a s i n g  p o w e r  o f  the p r i n c i p a l .  Thus, 

a 10% n o m i n a l  r e t u r n  in an  e r a  of 8% i n f l a t i o n  is o n l y  a 

2% n e t  i n c r e a s e  in w e a l t h .

If the g o a l  is t o  c r e a t e  a f u n d  w h i c h  is t r u l y  " p e r m a n e n t "  

t h e n  it is n e c e s s a r y  to r e t a i n  in the fu n d  as p r i n c i p a l  

e v e r y t h i n g  b u t  the " r e a l "  i n c ome. O t h e r w i s e ,  t h e  P e r m a n e n t  

F u n d  w i l l  b e  d e p l e t e d  o v e r  t i m e  as  i n f l a t i o n  e r o d e s  its 

p u r c h a s i n g  p o w e r .  C o n s i d e r  the f o l l o w i n g  e x a m p l e .  If the 

P e r m a n e n t  F u n d  h a s  a b a l a n c e  of $4 b i l l i o n  and is r e c e i v i n g  

an a n n u a l  c o n t r i b u t i o n  o f  $350 m i l l i o n ,  is it g e t t i n g  

b i g g e r  or s m a l l e r ?  T h e  a n s w e r ,  it t u r n s  out, d e p e n d s  

e n t i r e l y  on  the r a t e  of i n f l a t i o n .  If the r a t e  of i n f l a t i o n  

is zero, the f u n d  i n c r e a s e s  b y  $350 m i l l i o n  p e r  year. If 

the ratv of  i n f l a t i o n  is 8%, the fund b a l a n c e  is r e d u c e d  by 

($4 b i l l i o n  - ($4 b i l l i o n / 1 . 0 8 ) ]  = $296 m i l l i o n  in t e r m s  

o r  p u r c h a s i n g  p o w e r  a n d  i n c r e a s e d  b y  the $3 5 0  m i l l i o n  

c o n t r i b u t i o n .  T h e  n e t  i m p a c t  is an i n c r e a s e  in the f u n d ' s  

a s s e t s  o f  $54 m i l l i o n .

If, h o w e v e r ,  the r a t e  of i n f l a t i o n  is 10%, the fu n d  

b a l a n c e  is r e d u c e d  b y  ($4 b i l l i o n  - ($4 b i l l i o n / 1 . 1 0 ) ]  =

$JS4 m i l l i o n  in p u r c h a s i n g  p o w e r  and i n c r e a s e d  b y  $350 m i l­

lion in n e w  c o n t r i b u t i o n s .  T h e  r e s u l t  is a d e c r e a s e  in 

the f u n d ' s  a s s e t s  o f  $14 m i l l i o n .

T h e  net c h a n g e  in the si z e  o f  the P e r m a n e n t  F u n d  b a l a n c e  

c a n  be e x p r e s s e d  b y  the f o l l o w i n g  e q u a t i o n .
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(previous b a l a n c e ) / ( I  + r) + ( c o n t r i b u t i o n )  = n e w  b a l a n c e

w h e r e  r = r a t e  o f  i n f l a t i o n .

The e q u i l i b r i u m  p o i n t  for t h e  f u n d  b a l a n c e  c a n  b e  e x p r e s s e d  

as a f u n c t i o n  o f  t h e  i n f l a t i o n  r a t e  a n d  the a n n u a l  

c o n t r i b u t i o n .

( c o n t r i b u t i o n ) (1 + r ) / r  =  f u n d  b a l a n c e  e q u i l i b r i u m

If the e q u i l i b r i u m  is g r e a t e r  t h a n  the f u n d  b a l a n c e ,  it 

w i l l  c o n t i n u e  t o  g row. If t h e  e q u i l i b r i u m  is s m a l l e r  t h a n  

the fund b a l a n c e  it w i l l  s h r i n k  in t e r m s  of p u r c h a s i n g  

power.

W h a t  d o e s  t h i s  m e a n  in t e r m s  of  the Perman. it F u n d ?

First, so l o n g  as i n c o m e  is d e f i n e d  in n o m i n a l  t e r m s ,  the 

g r o w t h  of t h e  f u n d  w i l l  b e  m u c h  l e s s  t h a n  c o m m o n l y  e x p e c t e d —  

a n d  i n d e e d  m a y  w e l l  b e  n e g a t i v e .  S e c o n d l y ,  the a m o u n t  of 

a n n u a l  c o n t r i b u t i o n s  w i l l  be  d e t e r m i n e d  b y  a r a n d o m  v a r i a b l e  

o u t s i d e  the i n f l u e n c e  of  p o l i c y  m a k e r s — the r a t e  i n f l a t i o n .  

In o t h e r  w o r d s ,  t h e  m i n i m u m  c o n t r i b u t i o n s  to the P e r m a n e n t  

Fu n d  w i l l  b e  a r b i t r a r y  a m o u n t s  th a t  a r e  a f u n c t i o n  of 

e x o g e n o u s l y  d e t e r m i n e d  i n f l a t i o n  r a t e s  r a t h e r  t h a n  l e g i s l a t i v e  

policy.

T h i s  is i l l u s t r a t e d  f u r t h e r  in T a b l e  2-1, w h i c h  s h o w s  

the a n n u a l  c o n t r i b u t i o n s  the I j r m a n e n t  Fund, f r o m  N o r t h  

S l o p e  oil, n e t  o f i n f l a t i o n , for t h e  y e a r s  1981 t h r o u g h  2000.

T he 1981 c o n t r i b u t i o n  is r e a l l y  ju s t  the c u m u l a t i v e  b a l a n c e
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A n n u a l  C o n t r i b u t i o n  t o  P e r m a n e n t  F u n d  

N e t  o f  I n f l a t i o n  ( m i n i m u m  c o n t r i b u t i o n  a f t e r  1982) 

( m i l l i o n s  o f  1 9 8 1  do l l a r s )

Table 2-1

P r i c e  $ 2 0 / b  $ 2 5 / b

:e of I n f l a t i o n 0% 5% 10% 0% 5% 10%

1981 $ 1 , 9 6 4 $ 1 , 9 6 4 $ 1 , 9 6 4 -005 $ 2 , 0 0 5 $ 2 , 0 0 5

82 2 , 146 1 , 966 1 , 8 0 3 • ,223 2 , 1 4 7 2 ,069

83 352 165 10 440 242 70

84 356 161 13 445 236 68

85 356 153 11 445 225 62

86 356 146 11 445 213 57

87 356 140 9 4415 204 51

88 356 132 9 445 194 47

89 356 126 8 445 185 42

90 356 120 7 445 176 39

1991 446 204 96 F58 281 418

92 396 145 38 • 195 204 72

93 356 98 (6) 445 144 15

94 322 61 (37) 405 98 (27)

95 298 32 (60) 373 61 (56)

96 276 9 (76) 345 30 (79)

97 238 (30) (107) 298 (19) (118)

98 210 (56) (126) 263 (53) (143)

99 184 (30) (140) 230 (83) (163)

2000 160 (99) (152) 200 (109) (178)

S u b t o t a l  for
y e a r s  1 9 8 3 - 2 0 0 0  $ 5 , 7 3 2  $ 1 , 4 2 7  $(492) $ 7 , 1 6 7  $ 2 , 2 2 9  $(93)



o f  the f u n d  for t h a t  y e a r .  T h e  1 9 8 2  c o n t r i b u t i o n  i n c l u d e s  

t h e  $1.8 b i l l i o n  a p p r o p r i a t i o n  m a d e  b y  the l e g i s l a t u r e  t h i s  

y e a r .  T h e r e a f t e r ,  o n l y  the m i n i m u m  c o n t r i b u t i o n  is a s s u m e d . *

U n d e r  the ze r o  i n f l a t i o n  s c e n a r i o  the f u n d  i n c r e a s e s  

b y  $ 5 , 7 3 2  m i l l i o n  u n d e r  t h e  $ 2 0 / b  p r i c e  a s s u m p t i o n ,  and 

$ 7 , 1 6 7  m i l l i o n  for t h e  $ 2 5 / b  p r i c e  a s s u m p t i o n  o v e r  the p e r i o d  

f r o m  19 8 3  to 2000. W h e n  i n f l a t i o n  o f  5% is i n t r o d u c e d ,  

n e w  c o n t r i b u t i o n s  a r e  r e d u c e d  to $ 1 , 4 2 7  m i l l i o n  for the 

$ 2 0 / b  p r i c e ,  a n d  $ 2 , 2 2 9  for the $ 2 5 / b  p r i c e .  W h e n  10% 

i n f l a t x o n  is i n t r o d u c e d ,  n e t  c o n t r i b u t i o n s  to t h e  P e r m a n e n t  

F u n d  a r e  n e g a t i v e  for b o t h  p r i c e  a s s u m p t i o n s .

In o t h e r  w o r d s ,  u n d e r  the 10% i n f l a t i o n  case, the si z e  

of the P e r m a n e n t  F u n d  is le s s  in the y e a r  2000 th a n  its 

b a l a n c e  in 1982. T h i s  is i l l u s t r a t e d  in T a b l e  2-2, w h i c h  

s h o w s  the c u m u l a t i v e  b a l a n c e  in t h e  P e r m a n e n t  F u n d  u n d e r  

t h e  d i f f e r e n t  p r i c e  a n d  i n f l a t i o n  a s s u m p t i o n s .

T o  p u t  th i s  in t o  p e r s p e c t i v e ,  c o n s i d e r  t h e  f o l l o w i n g .

U n d e r  the m o s t  f a v o r a b l e  a s s u m p t i o n  o f  5% i n f l a t i o n  a n d  a 

$25 p r i c e  of  oil, t h e  fu n d  b a l a n c e  b y  the y e a r  2000 is 

$6.3 b i l l i o n .  U n d e r  the 10 i n f l a t i o n  s c e n a r i o  a n d  the 

$20 pri c e ,  the b a l a n c e  is $ m i l l i o n . T h i s  m e a n s  t h a t  the

P e r m a n e n t  Fund, if it eari real r e t u r n  on  its i n v e s t­

men t s ,  can e x p e c t  to control* . <j f r o m  $98 m i l l i o n  to 

$191 m i l l i o n  in e a r n i n g s  b y  t h e  e n d  o f  the c e n t u r y ,  as 

m e a s u r e d  in 1901 d o l l a r s ,  if f u t u r e  c o n t r i b u t i o n s  are

*Ten p e r c e n t  o f  P r u d h o e  B a y  a n d  K u p a r u k  a n d  20% of 

L i s b u r n e  r e v e n u e s .
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C u m u l a t i v e  B a l a n c e  in P e r m a n e n t  F u n d  u n d e r  D i f f e r e n t  P r i c e  and 

I n f l a t i o n  A s s u m p t i o n s  ( m i n i m u m  c o n t r i b u t i o n  a f t e r  1982)

( m i l l i o n s  of  1981 dol l a r s )

Table 5

P r i c e

— ' R a t e  o f  I n f l a t i o n

$ 2 0 / b $ 2 5 / b

0% 5% 10% 0% 5% 10%

1981 $ 1 , 9 6 4 $1 , 9 6 4 $1,964 $2, 0 0 5 $2 , 0 0 5 $ 2 , 0 0 5

82 4 , 110 3 , 9 3 0 3,767 4,238 4,152 4,074

83 4 , 4 6 2 4 , 0 9 5 3,777 4,678 4,394 4,144

84 4 , 8 1 8 4, 256 3,790 5,121 4 ,630 4,212

85 5,174 4, 409 3,801 5,568 4 , 855 4,274

86 5, 530 4 , 5 5 5 3,812 6 ,013 5,068 4,331

87 5, 886 4 , 6 9 5 3,821 6,458 5,272 4 , 382

88 6 , 2 4 2 ',827 3,830 6,903 5,466 4,429

8 ) 6 , 5 9 8 , 953 3,838 7,348 5,651 4 , 471

90 6 , 954 5 ,073 3,845 7 ,793 5,827 4 , 510

1991 7,400 5,277 3,941 8,351 6,108 4 ,658

92 7,796 5,422 3,979 8,846 6,312 4,730

93 8, 152 5,520 3,973 9,291 6,456 4 ,745

94 8, 476 5,581 3,936 9,696 6,554 4 ,718

95 8,774 5 ,613 3,876 10,069 6 , 615 1,662

96 9, 050 5,622 3,800 10,414 6 , 645 4,583

97 9, 288 5,592 3,693 10 , 7 1 2 6,626 4 , 465

98 9,4 98 5,536 3 , 5 6 7 1 0 , 9 7 5 6,573 4 ,322

99 9, 682 5,456 3,427 1 1 , 2 0 5 6,490 4, 159

2000 9 , 8 4 2 5 , 357 3,275 11 , 4 0 5 6,381 3,981



l i m i t e d  to t h e  l e g a l  m i n i m u m .  G i v e n  t h e  c u r r e n t  r a t e  of  

s t a t e  s p e n d i n g  t h i s  is tr i v i a l .

C l e a r l y ,  the m e r e  c r e a t i o n  of  t h e  A l a s k a  P e r m a n e n t  

F u n d  h a s  n o t  r e s o l v e d  m a n y  i m p o r t a n t  f i s c a l  m a n a g e m e n t  

issu e s .  B e c a u s e  t h e  m i n i m u m  c o n t r i b u t i o n  is small, a n d  

b e c a u s e  i n f l a t i o n  c a n  e r o d e  the p u r c h a s i n g  p o w e r  o f  the 

p r i n c i p a l ,  the i m p o r t a n c e  o f  the P e r m a n e n t  F u n d  w i l l  be 

d e t e r m i n e d  by  f u t u r e  r a t h e r  t h a n  p a s t  a c t s  o f  the l e g i s l a t u r e .

T h r e e  D i f f e r e n t  S p e n d i n g  S t r a t e g i e s

T h e r e  a r e  two m a j o r  p o l i c y  v a r i a b l e s  in l o n g - r a n g e  

f i s c a l  p l a n n i n g  for the s t a t e  of A l a s k a .  First, h o w  m u c h  

of the o i l  m o n e y  s h o u l d  be s p e n t  as it is r e c e i v e d ,  a n d  h o w  

m u c h  s h o u l d  be  " s a v e d . "  S e c o n d ,  s h o u l d  the s t a t e  seek to 

m a x i m i z e  the " f i n a n c i a l "  r a t e  o f  r e t u r n  o n  its i n v e s t m e n t  

p o r t f o l i o ,  o r  s h o u l d  it p r o v i d e  l o a n s  to A l a s k a n  i n d i v i d u a l s  

a n d  firms at s u b s i d i z e d  i n t e r e s t  r a t e s ?  E i t h e r  i ssue by 

i t s e l f  is o n l y  p a r t l y  h e l p f u l  in fi s c a l  p l a n n i n g .  T a k e n  

t o g e t h e r ,  it is p o s s i b l e  to e s t i m a t e  h o w  m u c h  m o n e y  w i l l  

b e  a v a i l a b l e  to s p e n d  in the future.

T h e r e  are, to bo sure, an i n f i n i t e  n u m b e r  of p o s s i b l e  

" s p e n d i n g  s t r a t e g i e s . "  N o n e t h e l e s s ,  it is p o s s i b l e  to pi c k  

a few d i s t i n c t i v e  s t r a t e g i e s  w h i c h  i l l u s t r a t e  the r ange 

o f  o p t i o n s  the s t a t e  c a n  c h o s e  from. In this a n a l y s i s  t h ree 

s u c h  s t r a t e g i e s  a r e  a n a l y z e d .

T h e  f i r s t  w o u l d  h a v e  the s t a t e  s a v e  e n o u g h  m o n e y  o v e r  

the ne x t  d e c a d e  to " s m o o t h  ou t "  the r e v e n u e  s t r e a m  o n  a



p e r p e t u a l  b a s i s .  T h e  " s a v i n g s  w o u l d  b e  i n v e s t e d  to e a r n  a 

h i g h  " f i n a n c i a l "  r a t e  of  r e t u r n .  T h i s  is r e f e r r e d  to as the 

" G o l d s m i t h "  s t r a t e g y ,  for the U n i v e r s i t y  o f  A l a s k a  e c o n o m i s t  

w h o  h a s  r e p e a t e d l y  p r o m o t e d  it.

S i m i l a r  on t h e  s u r f a c e  to the '’G o l d s m i t h "  s t r a t e g y  is 

t h e  " H a m m o n d "  s t r a t e g y ,  n a m e d  for the i n c u m b e n t  g o v e r n o r i  

U n d e r  th i s  o p t i o n ,  s p e n d i n g  is h e l d  at the " l i m i t "  w h i c h  is 

s p e c i f i e d  in the p r o p o s e d  c o n s t i t u t i o n a l  a m e n d m e n t .  L i k e  

the " G o l d s m i t h "  s t r a t e g y ,  the " H a m m o n d "  s p e n d i n g  p l a n  w o u l d  

h a v e  " s a v i n g s "  i n v e s t e d  to e a r n  a h i g h  " f i n a n c i a l "  r a t e  of 

r e t u r n .  U n l i k e  the " G o l d s m i t h "  s t r a t e g y ,  h o w e v e r ,  t h e  "limit" 

o n  c u r r e n t  s p e n d i n g  is an a r b i t r a r y  n u m b e r - - w h i c h  h a s  no 

a p p a r e n t  r e l a t i o n s h i p  to l o n g - t e r m  r e v e n u e  p r o j e c t i o n s .

J u s t  h o w  a r b i t r a r y  t h e  l i m i t  is b e c o m e s  c l e a r  w h e n  it is 

e x a m i n e d  o v e r  time.

F i n a l l y ,  t h e r e  is the s t r a t e g y  of s p e n d i n g  oil r e v e n u e s  

now, as s o o n  as p o s s i b l e .  C o n t r i b u t i o n s  to the P e r m a n e n t  

F u n d  a r e  o n l y  t h e  m i n i m u m  r e q u i r e d  b y  law. T h e s e  " s a v i n g s "  

are i n v e s t e d  at s u b s i d i z e d  i n t e r e s t  rates. T h i s  is c a l l e d  

the "Fink" s t r a t e g y ,  for the A n c h o r a g e  g u b e r n a t o r i a l  c a n d i d a t e  

w h o  is its m o s t  a r t i c u l a t e  a n d  e n t h u s i a s t i c  p r o p o n e n t .

T h e  G o l d s m i t h  S t r a t e g y: S a v e  the P r i n c i p a l  

S c o t t  G o l d s m i t h  is an e c o n o m i s t  w i t h  the U n i v e r s i t y  of 

A l a s k a ' s  I n s t i t u t e  for Social E c o n o m i c  R e s e a r c h  ( I S E R ) .

O v e r  the p a s t  f o u r  y e a r s  he  h a s  r e p e a t e d l y  c a l l e d  a t t e n t i o n  

to the n e e d  to i n t r o d u c e  l o n g e r - r u n  f i s c a l  p l a n n i n g  to s t a t e
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t

g o v e r n m e n t .  In 1978 h e  p u b l i s h e d  a n  i n f l u e n t i a l  p a p e r

w h i c h  c o m p a r e d  h i s t o r i c a l  g r o w t h  r a t e s  o f  t h e  s t a t e  b u d g e t

to l o n g - r u n  r e v e n u e  f o r e c a s t s  a n d  c o n c l u d e d  the s t a t e

4
s t o o d  a g o o d  c h a n c e  g o i n g  b a n k r u p t  m  t h e  1990s. In 

1979 he p r o p o s e d  t h a t  the s t a t e  c h a n g e  its t a x  l a w s  s o  the 

oi l  i n d u s t r y  c o u l d  d e f e r  t a x  p a y m e n t s  u n t i l  some t i m e  in 

the futu r e ,  t h e r e b y  t a k i n g  p r e s s u r e  off s t a t e  g o v e r n m e n t  

to i n c r e a s e  i t s  b u d g e t . ^  In O c t o b e r  1981 he p r e s e n t e d  

the P e r m a n e n t  F u n d  T r u s t e e s  w i t h  a p a p e r  w h i c h  e x p l o r e d  the 

q u e s t i o n  of h o w  m u c h  o f  t h e  P r u d h o e  B a y  oil r e v e n u e s  to  save,

g

and h o w  m u c h  to spend.

G o l d s m i t h  u n d e r s c o r e d  the p o i n t  he had m a d e  m a n y  t i m e s  

e a r l i e r .  T h e  s t a t e  o f  A l a s k a  is d e p e n d e n t  u p o n  a s o u r c e

7
of r e v e n u e  w i t h  a f i n i t e  life. In his w o r d s :

In a v e r y  r e a l  sense, t h e r e  is a b a n k  o n  the 
N o r t h  S l o p e — T h e  F i r s t  N a t i o n a l  B a n k  of  P r u d h o e  
B a y — a n d  the S t a t e  of A l a s k a  h a s  a m a j o r  a c c o u n t  
there. . . . E a c h  y e a r  the s t a t e  m a k e s  a forced 
w i t h d r a w a l  f r o m  its b a n k  a c c o u n t  as  it c o l l e c t s  the 
v a r i o u s  p e t r o l e u m  r e l a t e d  r e v e n u e s  and r o y a l t i e s .

T h i s  a c c o u n t  w a s  q o i n g  to b e  e x h a u s t e d  in the n o t  so

d i s t a n t  f u t u r e — G o l d s m i t h  r e m i n d e d  the T r u s t e e s .  M o r e o v e r ,

t h e r e  w a s  p r e c i o u s  l i t t l e  e v i d e n c e  that o t h e r  i n d u s t r i e s  or

r e s o u r c e  e x t r a c t i o n s  c o u l d  r e p l a c e  it.

C o n s i d e r  c o a l — t h i s  y e a r ' s  g l a n o r  r e s o u r c e .  T h e  c u r r e n t  
a n n u a l  p r o d u c t i o n  of a b o u t  1 m i l l i o n  to n s  d i r e c t l y  
a c c o u n t s  for l e s s  th a n  f o u r - t h o u s a n d t h s  of o n e  p e r c e n t  
of o u r  r e v e n u e s  ( $ 2 00,000, or .004 p e r c e n t ) .  If the 
s t a t e  c o u l d  q e t  30 c e n t s  in r o y a l t i e s  for e v e r y  ton 
of c o a l  m i n e d ,  4.7 b i l l i o n  t o n s — w h i c h  is just 
a b o u t  a l l  of  o u r  c u r r e n t  r e s e r v e s  (4.8 b i l l i o n  t o n s ) - -  
w o u l d  n e e d  to b e  e x t r a c t e d  a n n u a l l y  to put $1.4 b i l­
lion  in t o  t h e  t r e a s u r y .  S o  e v e n  if it w e r e  p h y s i c a l l y  
or  t e c h n i c a l l y  p o s s i b l e  to m i n e  th i s  m u c h  c o a l  in o n e  
year, it o n l y  p r o v i d e s  o n e  y e a r  of r e v e n u e s . 8
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f r o m  the " F i r s t  N a t i o n a l  B a n k  o f  P r u d h o e  B ay," it h a s  to

d e c i d e  h o w  m u c h  of  the m o n e y  to sa v e  for the f u t u r e .  I n

G o l d s m i t h ' s  v i e w ,  "it is e a s i e r  t o  d e a l  w i t h  t h i s  q u e s t i o n

if w e  s t a n d  it on its h e a d  a n d  a s k  h o w  m u c h  w e  w a n t  to

9
s p e n d — n o t  o n l y  t h i s  y e a r  b u t  a l s o  in f u t u r e  y e a r s . "

In o t h e r  w o r d s ,  t h e  '-tate s h o u l d  s p e c i f y  the l evel o f  e x­

p e n d i t u r e s  it w a n t e  t o  s u s t a i n  in t h e  future, a n d  t h e n  sa v e  

e n o u g h  t o d a y  to p r o v i d e  the e n d o w m e n t  n e c e s s a r y  to f i n a n c e  

it.

G o l d s m i t h  t h e n  p r o c e e d e d  to s p e c i f y  n o t  a p a r t i c u l a r  

l e v e l  of e x p e n d i t u r e s ,  b u t  a r e l a t i v e  level. T h e  s t a t e  

s h o u l d  " s m o o t h  c u t "  its s p e n d i n g ,  he a r g ued. F u t u r e  

e x p e n d i t u r e s  s h o u l d  b e  e x a c t l y  t h e  s a m e  as today. T h e  

p a r t i c u l a r  l e v e l  w o u l d  b e  ju s t  t h a t  a m o u n t  w h i c h  the s t a t e  

c o u l d  s u s t a i n  f o r e v e r .

T o  se l l  th i s  t o  t h e  Pe tent F u n d  T u r s t e e s ,  G o l d s m i t h  

i n v o k e d  t h e  c o n s e r v a t i v e  " n e v e r  s p e n d  the p r i n c i p a l  r u l e . "

T h e  p r i n c i p a l  w a s  the p r e s e n t  v a l u e  o f  o i l  r e s o u r c e s .  T h e  

s t a t e  s h o u l d  e n d e a v o r  to  sa v e  a l l  of this. T h e  c u r r e n t  level 

o f  e x p e n d i t u r e s  s h o u l d  be  l i m i t e d  to the " i n t e r e s t "  on this 

p r i n c i p a l .  T h e  i n t e r e s t  w a s  t h e  "real" ra t e  of  r e t u r n  f r o m  

t h e  p e r m a n e n t  fund. E x p r e s s e d  a l g e b r a i c a l l y ,  the s p e n d i n g  

r u l e  is a s  r o llows:

(Present v a l u e  o f  oil) x (Rate o f  r e t u r n  ) = S p e n d i n g  e v e l

As the state continues to make the forced withdrawals



In o r d e r  to m a k e  t h i s  r u l e  w o r k ,  the p r e s e n t  v a l u e  of 

t h e  o i l  w o u l d  b e  t h e  p r o j e c t e d  r e v e n u e  s t r e a m  f r o m  f u t u r e  

p r o d u c t i o n  d i s c o u n t e d  b y  t h e  r a t e  of r e t u r n  f r o m  i n v e s t m e n t s .  

T h u s ,  it c a n  b e  s e e n  t h a t  t h e  " p r i n c i p a l "  c a n  b e  m u c h  l a r g e r  

t h a n  t h e  a m o u n t  of  s a v i n g s  c u r r e n t l y  in h and, a n d  t h e  

" i n t e r e s t "  c a n  b e  m a n y  t i m e s  the e a r n i n g s  f r o m  p r e s e n t  

s a v i n g s .  M o r e o v e r ,  b o t h  the s i z e  of t h e  " p r i n c i p a l "  a n d  

t h e  " r a t e  o f  r e t u r n "  are f u n c t i o n s  of t h e  s t a t e ' s  i n v e s t m e n t  

s t r a t e g y .  If t h e  s t a t e  c h o o s e s  a l o w  f i n a n c i a l  r e t u r n  f r o m  

i n v e s t e d  a s s e t s ,  d u e  to a p o l i c y  o f  s u b s i d i z i n g  c e r t a i n  

b o r r o w e r s ,  t h e  c u r r e n t  " s p e n d i n g  l e v e l "  w i l l  h a v e  to b e  m u c h  

l o w e r  t h a n  w o u l d  b e  t h e  c a s e  if t h e  i n v e s t m e n t  o b j e c t i v e  

w a s  to m a x i m i z e  the f i n a n c i a l  r e t u r n .

T o  i l l u s t r a t e  h e w  t h i s  s p e n d i n g  r u l e  w o u l d  w o r k  in 

p r a c t i c e ,  N o r t h  S l o p e  o i l  r e s o u r c e s  a r e  a n a l y z e d  in T a b l e  .7-3 

T h e  p r e s e n t  v a l u e  o f  the f u t u r e  r e v e n u e  s t r e a m  is 

d e t e r m i n e d  b y  d i s c o u n t i n g  it f i r s t  at ze r o  p e r c e n t ,  and 

t h e n  a t  f i v e  p o s s i b l e  "real" r a t e s  of r e t u r n  f r o m  i n v e s t m e n t s  

U s i n g  the $20 a n d  $25 p r i c e  r a n g e  for oil, G o l d s m i t h ' s  

" p r i n c i p a l "  is v a l u e d  at b e t w e e n  $41 a n d  $76 b i l l i o n .  T h e  

r e a d e r  w i l l  n o t e  t h a t  the h i g h e r  t h e  r a t e  of r e t u r n ,  the 

h i g h e r  the d i s c o u n t  rate, a n d  the ] e w e r  the p r e s e n t  v a l u e  

o f  the r e s o u r c e .  H o w e v e r ,  the f a c t  t h a t  a h i g h  r a t e  of 

r e t u r n  r e s u l t s  in a l o w e r  p r e s e n t  v a l u e  d o e s  n o t  m e a n  

t h a t  the a n n u a l  s p e n d i n g  l e v e l  w i l l  b e  lower. O n  the 

c o n t r a r y ,  t h i s  is m o r e  t h a n  o f f s e t  b y  the h i g h e r  " i n t e r e s t "
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T a b l e  2-3

P r e s e n t  V a l u e  o f  O i l  a n d  A n n u a l  V a l u e  o f  " A n n u i t y "  I n c o m e  

u n d e r  D i f f e r e n t  "R e a l "  R a t e s  o f  R e t u r n  f r o m  I n v e s t m e n t s

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )

R a t e  of R e t u r n f r o m  I n v e s t m e n t s

0% 1% 2% 3% 4% 5%

P r e s e n t . V a l u e  o f Oi l

@ $ 2 0 / b $ 6 0 , 8 7 4  $ 5 5 , 8 0 6 $ 5 1 , 3 7 9 $ 4 7 , 4 9 5 $ 4 4 , 0 7 2 $ 4 1 , 0 4 5

0 $ 2 5 / b 7 6 , 1 7 9  7 0 , 1 9 0 6 4 , 6 5 6 59 , 8 0 4 5 5 , 5 2 3 51 , 7 3 9

A n n u a l  V a l u e of A n n u i t y I n c o m e

0 $ 2 0 / b 558 1 , 0 2 8 1 , 4 2 5 1 , 7 6 3 2,052

0 $ 2 5 / b 698 1 , 2 7 9 1,784 2 , 2 0 7 2 , 570
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T h i s  is a l s o  s h o w n  in T a b l e  2-3, w h e r e  t h e  p r e s e n t

v a l u e  o f  t h e  oil, o r  " p r i n c i p a l "  in G o l d s m i t h 's c o n v e n t i o n ,

is m u l t i p l i e d  b y  t h e  " i n t e r e s t "  r a t e  to d e t e r m i n e  " a n n u a l  

v a l u e  of a n n u i t y  i n c o m e . "  T h e  " a n n u i t y  i n c o m e "  is s i m p l y  

the a m o u n t  of  m o n e y  t h e  s t a t e  c a n  s p e n d  e v e r y  y e a r  on a 

p e r p e t u a l  b a s i s .  S o  l o n g  a s  s p e n d i n g  is l i m i t e d  to t h e s e  

sums, e n o u g h  m o n e y  w i l l  be s o c k e d  a w a y  d u r i n g  the n e x t  

d e c a d e  or  so t h a t  the s a v i n g s  w i l l  b u i l d  an e n d o w m e n t  l a r g e

e n o u g h  t o  s u s t a i n  the s p e n d i n g  w h e n  the o i l  is gone.

F r o m  t h i s  c a l c u l a t i o n  it c a n  b e  seen t h a t  the a n n u e l  

s p e n d i n g  l e v e l  is v e r y  s e n s i t i v e  to the r a t e  of r e t u r n  f r o m  

i n v e s t m e n t s .  A t  a z e r o  r a t e  of r e t u r n ,  the " a n n u i t y "  i n c o m e  

is zero. At .1% the a n n u a l  " a n n u i t y  i n c o m e "  is b e t w e e n  

$558 and $698 m i l l i o n ,  d e p e n d i n g  u p o n  p r i c e  a s s u m p t i o n s .

W h e n  a 5% ra t e  of r e t u r n  is c o n s i d e r e d , t h e  s t a t e  is a l l o w e d  

to s p e n d  f r o m  $2 to  $2 . 5  b i l l i o n  e v e r y  year.

O b v i o u s l y  the s t a t e  c a n  s p e n d  m o r e  e v e r y  y e a r  if it 

e a r n s  a h i g h e r  r a t e  of  r e t urn. J u s t  w h a t  r a t e  of r e t u r n  is 

r e a s o n a b l e  to e x p e c t ?  W h i l e  the 1% to 5% r a n g e  is f e a s i b l e ,  

a m o r e  l i k e l y  r a n g e  is 2% to 3%, w i t h  the 3% r e t u r n  a g o o d  

t a r g e t  for s t a t e  m o n e y  m a n a g e r s .  T o  see h o w  the s t a t e  w o u l d  

fare at t h i s  r a t e  of r e t u r n ,  the " G o l d s m i t h  S t r a c e g y "  is 

e x a m  ned m o r e  c l o s e l y  in T a b l e s  2-4 t h r o u g h  2-5. S p e n d i n g  

in /ear 1981 is $ 3 , 9 0 0  m i l l i o n ,  and t h e r e a f t e r  at the rate 

d e t e r m i n e d  in T a b l e  2-3. F o r  the $20 p r i c e  a s s u m p t i o n ,  

the annua] s p e n d i n g  l e v e l  is $ 1 , 4 2 5  m i l l i o n .  At the 

$25 p r i c e  the a n n u a l  s p e n d i n g  l e v e l  is $1 , 7 8 4  m i l l i o n .
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T a b l e  2-4

G o l d s m i t h  S p e n d i n g  S t r a t e g y  

S a v e  t h e  P r i n c i p a l  

$20/'L P r i c e  o f  Oil 

(m i l l i o n s  o f  1981 d o l l a r s )
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Y e a r S p e n d i n g
O i l

R e v e n u e s
I n v e s t m e n t

I n c o m e
S u r p l u s
(Deficit) S a v i n g s

1981 $3 900 $ 3 , 2 8 0 $ 104 $ (516) $ 2 934
82 1 425 3 , 4 6 0 • 88 2,123 5 057
83 1 425 3 , 520 152 2 ,247 7 304

84 1 425 3 ,560 219 2,354 9 658
85 1 425 3 ,560 290 2 ,425 12 083

86 1 425 3,560 362 2,497 14 580

87 1 425 3 ,560 437 2 ,5^2 17 152

88 1 425 3,560 515 2, t .,0 19 802

89 1 425 3,560 594 2,729 22 531
90 1 425 3 ,560 676 2,811 ?5 342

1991 1 425 3,720 760 3,055 28 397
92 1 425 3,220 852 2,647 31 044

93 1 425 2 ,020 931 2,326 33 371

94 1 425 2 , 5 0 0 1,001 2,076 35 447

95 1 425 2 , 2 4 0 1,06 3 1,878 37 325

96 1 425 2 ,020 1 , 120 1,715 39 040

97 1 425 1 , 7 2 0 1 , 171 1,466 40 506

98 1 425 1 ,500 1 , 2 1 5 1,290 41 796

99 1 425 1 ,300 1,254 1 ,129 42 925

2000 1 425 1 , 1 2 0 1,288 983 43 908

2001 1 425 1 ,000 1 , 3 1 7 892 44 800

02 1 425 080 1,344 799 45 599

03 1 425 760 1,368 703 46 302

04 1 425 660 1 , 389 624 46 926

05 1 425 580 1 , 408 563 47 489

____ -
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T a b l e  2-5

G o l d s m i t h

S a v e

$ 2 5 / b

( m i l l i o n s

S p e n d i n g  S t r a t e g y  

t h e  P r i n c i p a l  

P r i c e  o f  O i l  

o f  1981 dollars)

Y e a r S p e n d i n g
O i l

R e v e n u e s
I n v e s t m e n t

I n c o m e
S u r p l u s
(Deficit) S a v i n g s

1981 $ 3 , 9 0 0 $ 4 , 1 0 0 $ 104 $ 304 $ 3 754
82 i , 784 4 , 3 2 5 113 2,654 6 408
83 1,784 4 ,400 192 2,808 9 216
84 1,784 4 ,450 276 2,942 12 158
85 1,784 4 , 4 5 0 365 3,031 15 189
86 1 ,784 4 ,450 456 3,122 18 311
87 1,784 4 ,450 549 3,215 21 526
88 1,784 4 , 4 5 0 646 3,312 24 838
89 1,784 4 , 4 5 0 745 3,411 28 249
90 1,784 4 ,450 847 3,513 31 762

1991 1,784 4 , 6 5 0 953 3,819 35 531
92 1,784 4 ,025 1 ,067 3,308 38 890
93 1,784 3 , 5 2 5 1 ,167 2,908 41 797
9 4 1,784 3 , 1 2 5 1,254 2,595 44 392
95 1,784 2 , 8 0 0 1 ,332 2,348 46 740
96 1,784 2 , 5 2 5 1,402 2,14 3 48 883
9 7 1 ,784 2 , 1 5 0 1 ,467 1,833 50 716
98 1,784 1 , 8 7 5 1,521 1,612 52 328
99 1,784 1 , 6 2 5 1 ,570 1,411 53 739

2000 1,784 i ,400 1,612 1,228 54 j 67

01 1,784 1 , 2 5 0 1,649 1,115 56 082

02 1,784 1 , 1 0 0 1,682 998 57 081

03 1,784 950 1,712 878 57 959
04 1,784 825 1,739 780 58 739
05 1,784 725 1 ,772 703 59 442



T h e  s a v i n g s  in y e a r  1 9 8 1  is the e s t i m a t e d  s u m  of a l l  

s t a t e  " b a n k  a c c o u n t s "  i n c l u d i n g  the P e r m a n e n t  F u n d ,  the 

G e n e r a l  F u n d ,  a n d  s m a l l e r  s p e c i a l  a c c o u n t s . ^  F o r  e a c h  

s u c c e e d i n g  y e a r  t h e  s a v i n g s  are d e t e r m i n e d  b y  the n e t  s u r p l u s  

o f  o i l  r e v e n u e s  a n d  i.nvestment i n c o m e  o v e r  s p e n d i n g .  B y  

the y e a r  2 0 0 5  t h e  a m o u n t  of " s a v i n g s "  is a p p r o x i m a t e l y  e q u a l  

t o  t h e  " p r e s e n t  v a l u e "  of o i l  r e s o u r c e s  l i s t e d  in T a b l e  2 - j. 

A t  t h i s  p o i n t  e n o u g h  s a v i n g s  h a v e  a c c u m u l a t e d  to s u s t a i n  

the s p e n d i n g  l e v e l  w i t h o u t  a n y  f u t u r e  oil r e v e n u e s .



H a m m o n d  S p e n d i n g  S t r a t e g y :  P i c k  a n  A r b i t r a r y  L i m i t

S i n c e  the s t a r t - u p  o f  t h e  T A P S  p i p e l i n e  in 1977, t h e  

s t a t e  h a s  b e e n  avrash w i t h  oil m o n e y .  A s  t h e  r e v e n u e s  h a v e  

i n c r e a s e d ,  so h a s  t h e  b u d g e t  a n d  c o n c e r n s  a b o u t  t h e  s i z e  of 

th e  b u d g e t .  T h e  m i n i m u m  c o n t r i b u t i o n  to t h e  P e r m a n e n t  

F u n d  has i n c r e a s i n g l y  b e e n  p e r c e i v e d  a s  an i n a d e q u a t e  m e a s u r e  

o f  n e e d e d  s a v i n g s ,  o r  a t  l e a s t  a n e g l i g i b l e  r e s t r a i n t  o n  

c u r r e n t  s p e n d i n g .  A s  h u g e  s u r p l u s e s  p i l e d  u p  in t h e  s t a t e  

t r e a s u r y  an  a v a l a n c h e  o f  f u n d i n g  r e q u e s t s  f o l l o w e d .  .Tie 

m o r e  m o n e y  t h e  s t a t e  had, t h e  g r e a t e r  the " n e e d s "  o f  t h e  

c i t i z e n s ,  a n d  t h e  h a r d e r  for t h e  l e g i s l a t u r e  to e x e r c i s e  

r e s t r a i n t  in t h e  b u d g e t i n g  p r o c e s s .

F i s c a l  c o n s e r v a t i v e s ,  i n c l u d i n g  t h e  g o v e r n o r ,  w e r e  

s h o c k e d  b y  the c .anges in t h e  b u d g e t i n g  p r o c e s s .  T o  m a n y  

b u d g e t  o b s e r v e r s ,  D a v i d  S t o c k m a n ' s  a s s e s s m e n t  o f  the r e c e n t  

f e d e r a l  tax c u t  w o u l d  s e e m  apt: "The h o g s  w e r e  r e a l l y

feeding. T h e  g r e e d  le v e l ,  t h e  l e v e l  o f  o p p o r t u n i s m ,  just 

got o u t  o f  c o n t r o l . " ^

T h e  l e g i s l a t u r e  w a s  r u l e d  b y  a s e r i e s  o f  p r e c a r i o u s l y  

p a t c h e d  t o g e t h e r  c o a l i t i o n s  e n d  r e q u i r e d  t o o  m u c h  l o g­

r o l l i n g  a n d  c o m p r o m i s e s  to k e e p  s p e n d i n g  in c h e c k  b y  itseli. 

T h e  g o v e r n o r  r e g u l a r l y  m a d e  t h r e a t s  to v e t o  a p p r o p r i a t i o n s  

w h i c h  w e r e  s i g n i f i c a n t l y  a b o v e  t h e  a d m i n i s t r a t i o n ' s  r e q u e s t  

level, b u t  i n e v i t a b l y  c a v e d  in to h i g h e r  a n d  h i g h e r  s p e n d i n g .  

F a c e d  w i t h  a c h i e f  e x e c u t i v e .w h o  w a s  u n w i l l i n g  to c u r b  

the e x p l o s i o n  in t h e  s i z e  of the b u d g e t ,  m a n y  l e g i s l a t o r s
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b e c a m e  c o n v i n c e d  t h a t  t h e  s t a t e  c o u l d  o n l y  c o n t r o l  s p e n d i n g  

t h r o u g h  a d o p t i o n  of  a c o n s t i t u t i o n a l  l i m i t  o n  t h e  s i z e  of 

the s t a t e  b u d g e t .

I r o n i c a l l y ,  the s t r o n g e s t  s u p p o r t e r  of the c o n s t i t u t i o n a l  

l i m i t  idea w a s  t h e  g o v e r n o r  h i m s e l f .  I n d e e d ,  a l t h o u g h  

H a m m o n d  h a d  l i t t l e  s t o m a c h  for e y e b a l l i n g  t h e  l e g i s l a t u r e  

o v e r  a p p r o p r i a t i o n  b i l l s ,  he w a s  c o m p l e t e l y  in h i s  e l e m e n t  

as t h e  d e b a t e  o v e r  t h e  s p e n d i n g  l i m i t  h e a t e d  up. H a m m o n d  

h a d  a p e n c h a n t  for b o l d  s o l u t i o n s  to t h e  i s s u e s  of m a n a g i n g  

the s t a t e ' s  w e a l t h ,  p a r t i c u l a / l y  w h e n  he c o u l d  b o l s t e r  h i s  

c a s e  w i t h  h i s  f o r m i d a b l e  r h e t o r i c a l  skills. M o r e o v e r ,  the 

p r o b l e m  c o u l d  be  t a c k l e d  o n c e  and for all, r a t h e r  t h a n  b i t  

by  bit, a p p r o p r i a t i o n  b y  a p p r o p r i a t i o n .  1 l i m i t  on s p e n d i n g !  

W h y  n o t ?  E v e r y o n e  k n e w  s o m e t h i n g  h a d  to be done.

T h e  p r o b l e m  c o n f r o n t i n g  the g o v e r n o r  a n d  o t h e r  

s u p p o r t e r s  of a lid on s t a t e  s p e n d i n g  w a s  the a w a k e n i n g  o f  

a g r o w i n g  c o n s t i t u e n c y  for s p e n d i n g  p r o g r a m s .  T h e  t r a d i­

tio n a l  a l l i a n c e s  on s p e n d i n g  i s s u e s  weft u n d e r g o i n g  a p r o f o u n d  

m e t a m o r p h o s i s . In the e a r l y  1 9 7 0 s  the b i g  s p e n d e r s  w e r e  

the l i b e r a l s ,  w h o  w a n t e d  to i n v e s t  in e d u c a t i o n ,  s o c i a l  

s e r v i c e s ,  a n d  p r o m o t e  e c o n o m i c  p r o s p e r i t y  d u r i n g  the p e r i o d  

o f  r e c e s s i o n  w h i c h  p r e c e d e d  the b u i l d i n g  of the T A P S  

p i p e l i n e .  B y  19 8 1  s o c i a l  s e r v i c e s  s p e n d i n g  had l e v e l e d  

off, and t h e  f a s t e s t  g r o w i n g  s e c t o r s  o f  the b u J g e t  w e r e  

l o a n  subsidies-— p r i m a r i l y  to l o c a l  f i rms a n d  h o m e b u y e r s —  

a n d  c a p i t a l  p r o j e c t s . T i e  r i g h t  w i n g  o f  b o t h  the R e p u b l i c a n



and the D e m o c r a t i c  p a r t i e s  w a s  p r o m o t i n g  e v e r  l a r g e r  s u b s i d i e s  

a n d  c a p i t a l  o u t l a y s .  T h i s  p r o b l e m  b e c a m e  a c u t e  w h e n  the 

h o u s e  o f  r e p r e s e n t a t i v e s  w a s  r e o r g a n i z e d  d u r i n g  t h e  d y i n g  

d a y s  o f  t h e  r e g u l a r  s e s s i o n .  T h e  nev c o a l i t i o n  o f  " c h e c k b o o k "

f

D e m o c r a t s  a n d  R e p u b l i c a n s  p i l e d  o n  y e t  l a r g e r  c a p i t a l  

a p p r o p r i a t i o n s  a n d  w a s  h o s t i l e  to s p e n d i n g  l i m i t  p r o p o s a l s .

T h e  g o v e r n o r  m a y  h a v e  h a d  the c l o u t  t h r o u g h  the p o w e r  

of the l i n e  i t e m  b u d g e t  v e t o  to b l u d g e o n  the l e g i s l a t u r e  

i n t o  a l o w e r  s p e n d i n g  l e v e l  and p e r h a p s  into p a s s a g e  o f  a 

t i g h t  l i d  on  s p e n d i n g .  I n s t e a d ,  he c h a r a c t e r i s t i c a l l y  c h o s e  

to s t r i k e  a d e a l .  D u r i n g  a s p e c i a l  s e s s i o n  of the l e g i s l a t u r e ,  

H a m m o n d  o f f e r e d  to a c c e p t  a l m o s t  u n s c a t h e d  the l e g i s l a t u r e ' s  

m a s s i v e  c a p i t a l  a p p r o p r i a t i o n s  in r e t u r n  for a c t i o n  o n  a 

c o n s t i t u t i o n a l  l i m i t  o n  s t a t e  s p e n d i n g .

W h a t  e m e r g e d  f r o m  the s e s s i o n  w a s  a c o m p r o m i s e — a 

l i m i t  on c e r t a i n  t y p e s  of e x p e n d i t u r e s ,  sort of. S p e c i f i c a l l y ,  

the p r o p o s e d  a m e n d m e n t  p r o v i d e s  t h a t  the s t a t e  b u d g e t  is 

l i m i t e d  to $2 . 5  b i l l i o n ,  of w h i c h  o n e - t h i r d  is r e s e r v e d  for 

l o ans a n d  c a p i t a l  p r o j e c t s .  T h e  d o l l a r  a m o u n t  is a d j u s t e d  

a n n u a l l y  for i n f l a t i o n  a n d  by the a m o u n t  of the g r o w t h  in 

the p o p u l a t i o n .  T h e r e  a r e  s e v e r a l  e x e m p t i o n s  to the 

$2.5 b i l l i o n  limit, h o w e v e r .  D e b t  s e r v i c e  is not c o v e r e d .  

P e r m a n e n t  F u n d  e a r n i n g s  w h i c h  a r e  d i s t r i b u t e d  d i r e c t l y  to 

c i t i z e n s  a r e  e x e m p t .  P e r h a p s  m o s t  i m p o r t a n t ,  c a p i t a l  

a p p r o p r i a t i o n s  m a y  e x c e e d  the U n i t  if p l a c e d  b e f o r e  t h e  

v o t e r s  for a p p r o v a l .
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C r i t i c s  o f  t h e  s p e n d i n g  l i m i t  p r o p o s a l  say th a t  it

is m o r e  s y m b o l i s m  t h a n  s u b s t a n c e .  A c c o r d i n g  to Rep. T e r r y

G a r d i n e r  a n d  F o r d  G r o h :  "It c o n t a i n s  l o o p h o l e s  l a r g e  e n o u g h

for a f l e e t  of B r i n k s  t r u c k s  to d r i v e  th r o u g h ,  all c a r r y i n g

12
a w a y  the p u b l i c ' s  m o n e y . "

W h e t h e r  o r  n o t  t h e  p r o p o s a l  w i l l  a c t u a l l y  st o p  t h e

g r o w t h  of s t a t e  s p e n d i n g  r e m a i n s  to b e  seen. T h e  " l o o p h o l e s "

are i n d e e d  r a t h e r  l a r g e .  D e b t  s e r v i c e  in fy 1982 is a b o u t  

13
$124 m i l l i o n .  It h a s  b e e n  a r g u e d  that the l j m i t  c o u l d  be

t o t a l l y  c i r c u m v e n t e d  b y  f i n a n c i n g  all e x p e n d i t u r e s  o v e r  the

14
l i m i t  t h r o u g h  d e b t .  T h e  p r o g r a m  to d i s t r i b u t e  e a r n i n g s  

f r o m  the p e r m a n e n t  fu n d  d i r e c t l y  to c i t i z e n s  b a s e d  on the 

le n g t h  of r e s i d e n c y  is t i e d  u p  in co u r t ,  b u t  r e g a r d l e s s  of 

the fate o f  the c u r r e n t  l i t i g a t i o n ,  the c o n c e p t  of s o m e  f o r m  

of  d i r e c t  d i s t r i b u t i o n  r e m a i n s  a v e r y  real p o s s i b i l i t y  in 

the future. O n e  p r o p o s a l  for d i s t r i b u t i o n  w o u l d  c o s t  

$500 m i l l i o n  p e r  y e a r — n o n e  of w h i c h  w o u l d  "count" t o w a r d

4 . K  1  • 1 5the limit.

The " l i m i t "  o n  c a p i t a l  s p e n d i n g  i_- n o t  r e a l l y  a l i m i t

at a iA. In a se n s e ,  it is o n l y  a l i m i t  on the r i g h t  of  the

g o v e r n o r  a n d  the l e g i s l a t u r e  to d e t e r m i n e  s p e n d i n g  levels.

N o w  the v o t e r s  h a v e  to b e  d e a l t  in if the b u d g e t  e x c e e d s

the $2.5 b i l l i o n  f i g u r e .  T h i s  is n o t  the s a m e  as l i m i t i n g

e x p e n d i t u r e s .  M o r e o v e r ,  t h e r e  is no c l e a r  g u i d a n c e  as to

wh a t  e x p e n d i t u r e s  a r e  c l a s s i f i e d  as " c a p i t a l "  e x p e n d i t u r e s ,

and w h i c h  are " o p e r a t i n g "  e x p e n d i t u r e s .  W h e r e  the l i n e  is

16
fuzzy, t h e r e  is r o o m  to f u d g e  o n  b o t h  " l i m i t s . "



T h e  d e b a t e  o v e r  the l o o p h o l e s  is i m p o r t a n t ,  b e c a u s e  it 

r a i s e s  q u e s t i o n s  a b o u t  e f f e c t i v e n e s s  of  the p r o p o s a l  to 

t r u l y  " l i m i t "  s t a t e  s p e n d i n g .  B u t  w h a t  if the l i m i t  w a s  

a c t u a l l y  e n f o r c e a b l e ?  D o e s  it m a k e  s e n s e  to p i c k  

$2.5 b i l l i o n ?  Is t h i s  n u m b e r  too h i g h  or t io low? W h a t  

c o u l d  we  b u y  for $ 2 . 5  b i l l i o n  per y e a r ?  If t h e  l i m i t  is 

o b s e r v e d  r e l i g i o u s l y  a n d  axl s u r p l u s  r e v e n u e s  a r e  s o c k e u  

in t o  the P e r m a n e n t  F u n d ,  h o w  l a r g e  w i l l  the b a l a n c e  b e ?

W h y  w a s  $2 . 5  b i l l i o n  s e t t l e d  o n  r a t h e r  than so m e  o t h e r  

fi g u r e ?  T h e s e  a r e  r e a s o n a b l e  q u e s t i o n s — q u e s t i o n s  t h a t  

c i t i z e n s  h a v e  a r i g h t  to ask a n d  a r i g h t  to h a v e  a n s w e r s  

to b e f o r e  t h e  p o r p o s a l  is v o t e d  on  n e x t  year.

U n f o r t u n a t e l y ,  t h e r e  is n o t h i n g  in the r e c o r d  to s u g g e s t  

that a n y  ty p e  of s y s t e m a t i c  a n a l y s i s  w a s  u n d e r t a k e n  b e f o r e  

this p a r t i c u l a r  s p e n d i n g  l e v e l  w a s  chosen. It a p p e a r s  to 

h a v e  b e e n  an ad hoc d e c i s i o n ,  b a s e d  m o r e  on p o l i t i c a l  c o m­

pr o m i s e  than an a t t e m p t  to a c h i e v e  a p a r t i c u l a r  p o l i c y  g o a l  

o r  o b j e c t i v e .  T h e  g o v e r n o r ,  it se e m s ,  t h o u g h t  th a t  the 

$2.5 b i l l i o n  l imit w a s  the b e s t  t h a t  c o u l d  b e  a c c o m p l i s h e d .  

W h e t h e r  he w a s  l i g h t  or w r o n g ,  the q u e s t i o n  r e m a i n s ,  w h a t  

wi l l  it do?

T a k e n  at face v a l u e ,  the p r o p o s a l  l i m i t s  s p e n d i n g  to 

$2.5 b i l l i o n  in 1981 d o l l a r s ,  p l u s  an i n c r e a s e  for the 

g r o w t h  in p o p u l a t i o n .  T h e  l e g i s l a t u r e  us e s  2 .85% as the 

l o n g - r u n  g r o w t h  ra t e  for the p o p u l a t i o n ,  a f i g u r e  w h i c h  is

a p p r o x i m a t e l y  the s a m e  a s  the h i s t o r i c a l  g r o w t h  r a t e  o v e r

17 . .
the p a s t  20 years. T h u s ,  b y  19 8 5  the s p e n d i n g  l i m i t
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w o u l d  b e  $2.8 b i l l i o n ,  in 19 8 1  d o l l a r s .  By 1990, the l i m i t  

w o u l d  b e  $3 2 b i l l i o n .  P u t  a n o t h e r  wa y ,  o v e r  t h e  n e x t  t e n  

y e a r s  s p e n d i n g  w i l l  b e  l i m i t e d  t o  $ 2 8 . 5  b i l l i o n .  O v e r  

f i f t e e n  y e a r s  the c u m u l a t i v e  l i m i t  w i l l  be $46 b i l l i o n ,  a n d  

o v e r  t w e n t y  y e a r s  it is $6' b i l l i o n .

T h e  r e l a t i o n s h i p  b e t w e e n  t h e  s p e n d i n g  l i m i t  a n d  t h e  

p r o j e c t e d  o i l  r e v e n u e s  f r o m  t h e  N o r t h  S l o p e  is s h o w n  in 

l a b l e s  2-6 a n d  2-7. T a b l e  2-6 g i v e s  the y e a r - b y - y e a r  

t o t a l s  for t h e  s p e n d i n g  l i m i t  a n d  N o r t h  O i l  r e v e n u e s .

T h e  s p e n d i n g  l i m i t  a c t u a l l y  s u r p l u s e s  t h e  o i l  r e v e n u e s  by 

the y e a r  19 9 2  if the $ 2 0 / b  p r i c e  is a s s u m e d ,  a n d  b y  1994 

if the $25 p r i c e  is a s s u m e d .  T h e  c u m u l a t i v e  t o t a l s  a r e  

s h o w n  in T a b l e  2-7. H e r e  the d a y  of  r e c k o n i n g  is a b i t  l a t e r  

in 1997 in the $ 2 0 / b  a s s u m p t i o n ,  a n d  2002 in the $ 2 5 / b  

a s s u m p t i o n .

Of c o u r s e ,  the r e a l  q u e s t i o n  is w h e t h e r  o r  n o t  t h e  

s p e n d i n g  l i m i t  w i l l  f o : r *  the s t a t e  to s a v e  e n o u g h  m o n e y  

in the n e x t  d e c a d e  to p r o v i d e  a m e a ' i n g f u l  s o u r c e  of 

r e v e n u e  in the 'uture. T o  e x a m i n e  this q u e s t i o n  in d e t a i l  

a n u m b e r  of l o o s e  e n d s  m u s t  be d e a l t  w ith. F i r s t ,  l*- s 

r e c o g n i z e d  that s t a t e  r e v e n u e s  i n c l u d e  N o r t h  S l o p e  a n d  C o o k  

I n l e t  o i l  r e c e i p t s ,  i n v e s t m e n t  e a r n i n g s ,  a n d  n o n - p e t r o l e u m  

r e v e n u e s .  M o r e o v e r ,  the s p e n d i n g  l i m i t  c o n t a i n s  m a n y  

" l o o p h o l e s "  w h i c h  s u g g e s t  t h a t  a l l o w a b l e  s p e n d i n g  is 

u n d e r s t a t e d  by  the " l i m i t . "  T o  m a k e  the a n a l y s i s  s i m p l e r —  

C o o k  I n l e t  and n o n - p e t r o l e u m  r e v e n u e s  a r e  a s s u m e d  to e q u a l
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S p e n d i n g  L i m i t  a n d  N o r t h  S l o p e  O i l  R e v e n u e s  C o m p a r e d  

( m i l l i o n s  o f  1981 d o l l a r s )

T a b l e  2-6

Y e a r S p e n d i n g  L i m i t *

N o r t h  S l o p e  

6 $ 2 0 / b

O i l  R e v e n u e  

0 $ 2 5 /d

1981 $ 2 , 5 0 0 * 2 , 2 8 0 $ 4 , 1 0 0

82 2 , 5 7 1 3 , 4 6 0 4 , 3 2 5

83 2 , 6 4 5 3 , 5 2 0 4 , 4 0 0

84 2 , 7 2 0 3 , 5 6 0 4 , 450

85 2 , 7 9 7 3 , 5 6 0 4 , 4 5 0

86 2 , 8 7 7 3 , 5 6 0 4 , 450

87 2 , 9 5 9 3 , 5 6 0 4 , 4 5 0

88 3 , 0 4 3 3 , 5 6 0 4 , 4 5 0

89 3 , 130 3 , 5 6 0 4 , 4 5 0

90 3 , 219 3 , 5 6 0 4 ,450

1991 3 , 3 1 1 3 , 7 2 0 4 , 650

92 3 , 4 0 6 3 , 2 2 0 4 , 0 2 5

93 3 , 5 0 3 2 , 8 2 0 3 ,525

94 3 , 602 2 ,500 3 ,125

95 3 , 7 0 5 2 , 2 4 0 2 , 800

96 3 ,811 2 ,020 2 , 5 2 5

97 3 ,919 1 , 7 2 0 2 , 1 5 0

98 4 , 0 3 1 1 , 5 0 0 1 , 8 7 5

99 4 , 1 4 6 1 , 3 0 0 1 , 6 2 5

2000 4 , ^64 1 , 1 2 0 1 , 4 0 0

01 4 ,386 1 , 0 0 0 1 ,250

02 4 , 5 1 1 880 1 , 1 0 0

03 4 , 6 3 9 760 950

04 4 , 7 7 1 66C 825

05 4 ,907 580 725

T O T A L S $ 8 9 , 3 7 4 $ 6 1 , 2 2 0 $ 7 6 , 5 2 5

* A s s u m e s  2 . 8 5 %  a n n u a l  i n c r e a s e  in p o p u l a t i o n .
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S p e n d l i n g  L i m i t  a n d  N o r t h  S l o p e  O i l  R e v e n u e s  C o m p a r e d

C u m u l a t i v e  T o t a l s  

( m i l l i o n s  of 1981 d o l l a r s )

T a b l e  2-7

Y e a r S p e n d i n g  L i m i t

N o r t h  S l o p e  O i l  R e v e n u e  

@ $ 2 0 / b  @ $ 2 5 / b

1981 $ St ,5 00 $ 3 , 2 8 0 $ 4 100

82 5 , 0 7 1 6 , 7 4 0 8 425

83 7 , 7 1 6 1 0 , 2 6 0 12 825

84 1 0 , 4 3 6 1 3 , 8 2 0 17 275

85 1 3 , 2 3 3
•

1 7 , 3 8 0 21 725

86 1 6 , 1 1 0 2 0 . 9 4 0 26 175

87 1 9 , 0 6 9 2 4 , 5 0 0 30 625

88 2 2 , 1 1 2 2 8 , 0 6 0 35 075

89 2 5 , 2 4 2 3 1 , 6 2 0 39 525

90 2 8 , 2 4 2 3 1 , 1 8 0 43 975

1991 3 1 , 7 7 2 3 8 , 9 0 0 48 625
92 3 5 , 1 7 8 4 2 , 1 2 0 52 650

93 3 8 , 6 8 1 4 4 , 9 4 0 56 175

94 4 2 , 2 8 3 4 7 , 4 4 0 59 300

95 4 5 , 9 8 8 4 9 , 6 8 0 62 100

96 4 9 , 7 9 9 5 1 , 7 0 0 64 625

97 5 3 , 7 1 9 5 3 , 4 2 0 66 775

98 5 7 , 7 5 0 54 ,920 68 650

99 '1,896 56 ,220 70 275

2000 6 6 , 1 6 0 5 7 , 3 4 0 71 675

01 7 0 , 5 4 6 5 8 , 3 4 0 72 925

02 7 5 , 0 5 6 5 9 , 2 2 0 74 025

03 7 9 , 6 9 6 5 9 , 9 8 0 74 975

04 8 4 , 4 6 7 6 0 , 6 4 0 75 800

05 8 9 , 3 7 4 6 1 , 2 2 0 76 525

* A s s u m e s  2 . 8 5 %  a n n u a l  i n c r e a s e  in p o p u l a t i o n .



the " l e a k a g e "  o f  t h e  s p e n d i n g  limit. In o t h e r  w o r d s ,  t h e  

s p e n d i n g  l i m i t  w i l l  be c o m p a r e d  t o  t h e  r e v e n u e  f r o m  N o r t h  

S l o p e  oil p r o d u c t i o n , *  a n d  t h e  i n v e s t m e n t  e a r n i n g s  as 

N o r t h  S l o p e  r e v e n u e s  a r e  " s a v e d . "  H a m m o n d ,  l i k e  G o l d s m i t h ,  

a r g u e s  t h a t  t h e  s t a t e  s h o u l d  s e e k  a h i g h  " f i n a n c i a l "  r a t e  of 

r e t u r n  on its s a v i n g s  portfolio.. As in t h e  " G o l d s m i t n "  

s c e n a r i o  e x a m i n e d  e a r l i e r ,  a 3% r e a l  r e t u r n  is used.

G i v e n  t h e s e  a s s u m p t i o n s ,  it is p o s s i b l e  to  i l l u s t r a t e  

the i m p a c t  o f  t h e  s p e n d i n g  l i m i t  o n  t h e  a m o u n t  of " s a v i n g s "  

w h i c h  are a c c u m u l a t e d  o v e r  time. Fi r s t ,  t h e  s p e n d i n g  l i mit 

is c o m p a r e d  to o i l  r e v e n u e s  a n d  i n v e s t m e n t  e a r n i n g s ,  w i t h  

n o  a d j u s t m e n t  m a d e  to  r e f l e c t  the c o n s t r a i n t s  the P e r m a n e n t  

Fund p l a c e s  on  the l e g i s l a t u r e  in r e d u c i n g  the a m o u n t  o f  

a c c u m u l a t e d  s a v i n g s .  In o t h e r  w o r d s ,  " s a v i n g s "  are s i m p l y  

the a c c u m u l a t e d  s u r p l u s e s  o f  r e v e n u e s  o v e r  s p e n d i n g .  T h i s  

is s h own in T a b l e s  2-8 a n d  2-9.

T h ^  s i z e  o f  t h e  " s a v i n g s "  p o r t f o l i o  p e a k s  o u t  at 

$ 1 1 , 5 6 0  m i l l i o n  in y e a r  1992 for the $ 2 0 / b  p r i c e  s c e n a r i o  

and at $ 2 5 , 0 1 1  m i l l i o n  in y e a r  1994 for the $ 2 5 / b  s c e n a r i o .  

A s s u m i n g  t h a t  impending c o n t i n u e s  at t h e  " l i m i t "  the b a l a n c e  

is then r a p i d l y  d e p l e t e d  to c o v e r  d e f i c i t s .  T h e  " s a v i n g s "  

a c c o u n t  a c t u a l l y  r u n s  i n t o  t h e  r e d  b y  the y e a r  2000 in the 

$ 2 0 / b  p r i c e  s c e n a r i o ,  a n d  b y  the y e a r  2006 in the $ 2 5 / b  

a s s u m p t i o n .

* E s t i m a t e d  to b e  93% io 94% of a l l  n o n - i n v e s t m e n t  
i n c o m e .
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H a m m o n d  S p e n d i n g  S t r a t e g y  

P i c k  an A r b i t r a r y  L i m i t  

$ 2 0 / b  P r i c e  o f  O i l  

( m i l l i o n s  o f  19 8 1  dol l a r s )

T a b l e  2-8

Y e a r S p e n d i n g
O i l

R e v e n u e s
• I n v e s t m e n t

I n c o m e
S u r p l u s
(Deficit) S a v i n g s

1981 $ 3 , 9 0 0 $ 3 , 2 8 0 $ 104 $(516) $ 2,934
82 2 , 5 7 1 3 , 4 6 0 88 977 3 , 9 1 1
83 2 , 6 4 5 3 , 5 2 0 117 993 4 ,904
84 2 , 7 2 0 3 , 5 6 0 147 987 5 , 8 9 1
85 2 , 7 9 7 3 , 5 6 0 177 939 6 , 8 3 0
86 2 , 8 7 7 3 , 5 6 0 205 888 7 ,718
87 2 , 9 5 9 3 , 5 6 0 232 832 8 ,550
88 3 , 0 4 3 3 , 5 6 0 257 773 9 , 3 2 3
89 3 , 1 3 0 3 , 5 6 0 280 709 1 0 , 0 3 3
90 3 , 2 1 9 3 , 5 2 0  . 301 642 1 0 , 6 7 4

J°?l 3 , 3 1 1 3 , 7 2 0 320 729 1 1 , 4 0 3
92 3 ,406 3, 220 342 157 1 1 , 5 6 0
93 3 , 5 0 3 2 , 8 2 0 347 (336) 1 1 , 2 2 4
94 3 , 6 0 2 2 , 5 0 0 337 (766) 1 0 , 4 5 8
95 3 , 7 0 5 2 , 2 4 0 314 (1,151) 9 , 3 0 7
96 3 , 8 1 1 2 , 0 2 0 279 (1,511) 7 , 796
97 3 ,919 1 , 7 2 0 234 (1,965) 5,830
98 4 , 0 3 1 1 , 500 175 (2,356) 3,474
99 4 , 1 4 6 1 , 300 104 (2,742) 732

2000 4 , 2 6 4 1 , 1 2 0 22 (3,122) (2,390)
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H a m m o n d  S p e n d i n g  S t r a t e g y  

P i c k  a n  A r b i t r a r y  L i m i t  

$ 2 5 / b  P r i c e  o f  Oil

T a b l e  2-9

Y e a r S p e n d i n g
O i l

R e v e n u e s
I n v e s t m e n t

I n c o m e
S u r p l u s
(Deficit) S a v i n g s

1981 $3 900 $4 100 $104 $ 304 $ 3 754
82 2 571 4 325 113 1 ,866 5 620
83 2 645 4 400 169 1 ,924 7 544
84 2 720 4 450 226 1 ,956 9 501
85 2 797 4 4.50 285 1 ,938 11 438
86 2 877 4 450 343 1 ,916 13 355
87 959 4 4 30 401 1 ,981 15 246
88 3 043 4 450 457 1 ,864 17 110
89 3 130 4 450 513 1 ,833 18 943
90 3 219 4 450 568 1 ,799 20 742

1991 3 311 4 650 622 1 ,961 22 703
92 3 406 4 025 681 1 ,301 24 003
93 3 503 3 525 720 742 24 746
94 3 602 3 125 742 265 25 011
95 3 705 2 300 750 (155) 21 P56
96 3 811 2 525 746 (540) 24 316
97 3 919 2 150 729 (1 ,040) 23 276
98 4 031 1 875 698 (1 ,458) 21 819
99 4 146 1 625 655 (1 ,866) 19 952

2000 4 264 1 400 599 (2 , 265) 17 687

2001 4 386 1 250 531 (2 ,605) 15 082
4 511 1 100 452 (2 ,958) 12 124

3 4 6 39 950 364 (3 ,325) 8 798
4 4 771 825 264 (3 ,632) 5 116
5 4 907 725 153 (4 ,029) 1 087



T h e  a n a l y s i s  c a n  b e  m o d i f i e d  f u r t h e r  to r e f l e c t  the 

c o n s t r a i n t s  the P e r m a n e n t  F u n d  p l a c e s  on t h e  l e g i s l a t u r e ' s  

a b i l i t y  to " d i p  i n t o  s a v i n g s "  to c o v e r  d e f i c i t s .  A s  d i s­

c u s s e d  e a r l i e r ,  the m i n i m u m  c o n t r i b u t i o n  t o  the P e r m a n e n t  

F u n d  r e p r e s e n t s  a b o u t  10% o f  P r u d h o e  B a y  a n d  K u p a r u k  a n d  

20% of  L i s b o r n e  r e v e n u e s .  T o  t h i s  the l e g i s l a t u r e  c a n  

a p p r o p r i a t e  a d d i t i o n a l  sums, w h i c h ,  o n c e  p l a c e d  in the fund, 

r e c e i v e  the s a m e  p r o t e c t i o n  a g a i n s t  " s p e n d i n g  the p r i n c i p a l . "

J u s t  h o w  s a f e  the P e r m a n e n t  F u n d  " p r i n c i p a l "  is d e p e n d s  on 

w h e t h e r  o r  n o t  i n f l a t i o n  is a c k n o w l e d g e d  w h e n  "in c o m e "  is 

d e f i n e d .

T o  p r o v i d e  an i l l u s t r a t i o n  of  h o w  p o l i c y  c h o i c e s  w o u l d  

m o d i f y  the sizr of the " s a v i n g s "  a c c o u n t ,  four s e p a r a t e  

s c e n a r i o s  a r e  c o n s i d e r e d .

1. T h e  P e r m a n e n t  F u n d  is a s s u m e d  to h a v e  b e e n  r e p e a l e d ,  
a n d  s a v i n g s  are a f f o r d e d  no p r o t e c t i o n  at all.

2. T h e  P e r m a n e n t  F u n d  e x i s t s ,  b u t  o n l y  the m i n i m u m  
c o n t r i b u t i o n s  a r e  m a d e .  T h e  p r i n c i p a l  is not 
p r o t e c t e d  a g a i n s t  i n f l a t i o n .

3. A l l  s u r p l u s  r e v e n u e s  a r e  i m m e d i a t e l y  a p p r o p r i a t e d  
into the P e r m a n e n t  Fund, b u t  the p r i n c i p a l  is 
n o t  p r o t e c t e d  a g a i n s t  i n f l a t i o n .

4. A l l  s u r p l u s  r e v e n u e s  a r e  i m m e d i a t e l y  a p p r o p r i a t e d  
in t o  the P e r m a n e n t  F und. T h e  p r i n c i p a l  _is p r o­
t e c t e d  a g a i n s t  i n f l a t i o n .

T h e  m o d i f i e d  " s a v i n g s  a c c o u n t "  b; a n c e s  in the y e a r  2000 are 

t h u s  s h o w n  in T a b l e  2-10. T h e  b i g g e s t  m o d i f i c a t i o n s  o c c u r  in 

the $ 2 0 / b  p r i c e  a s s u m p t i o n .  H e r e  the b a l a n c e  r a n g e s  f r o m  a 

low o f  n e g a t i v e  $ 2 , 3 9 0  m i l l i o n  to a h i g h  o f  $ 1 1 , 5 6 0  m i l l i o n .

T h e  a n n u a l  i n c o m e  f r o m  the s a v i n g s ,  a s s u m i n g  a 3%
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I

6 6

" S a v i n g  A c c o u n t "  B a l a n c e  in Y e a r  2000 u n d e r  D i f f e r e n t  

P e r m a n e n t  F u n d  M a n a g e m e n t  O p t i o n s *

S t a t e  S p e n d i n g  C o n s t r a i n e d  b y  t h e  P r o p o s e d  

S p e n d i n g  L i m i t  

( m i l l i o n s  o f  19 8 1  d o l l a r s )

T a b l e  2-10

P e r m a n e n t
F u n d
R e p e a l e d

M i n i m u m  
C o n t r i b u t i o n /  
P r i n c i p a l  
E r o d e d  b y  
10% I n f l a t i o n

All S u r p l u s e s  
A p p r o p r i a t e d /  
P r i n c i p a l  
E r o d e d  b y  
10% I n f l a t i o n

A l l  S u r p l u s e s  
A p p r o p r i a t e d /  
P r i n c i p a l  
P r o t e c t e d  a g a i n s t  
I n f l a t i o n

$ 2 0 / b  P r i c e A s s u m p t i o n

B a l a n c e $ (2,390) $ 3 , 2 7 5 $ 6 , 9 9 5 $ 1 1 , 5 6 0

E a r n i n g s  
0 3% - 98 210 347

$ 2 5 / b  P r i c e A s s u m p t i o n

B a l a n c e $ 1 7 , 6 8 7 $ 1 7 , 6 8 7 $ 1 8 , 4 4 1 $ 2 5 , 0 1 1

Earn ings 
0 3% 531 531 553 750

*See text for a s s u m p t i o n s .



r e a l  r e t u r n  f r o m  i n v e s t m e n t s ,  r a n g e s  f r o m  a l o w  o f  z e r o  for 

the n e g a t i v e  b a l a n c e ,  to $347 m i l l i o n  f o r  t h e  s c e n a r i o  

w h e r e  a l l  s u r p l u s e s  a r e  a p p r o p r i a t e d  t o  the P e r m a n e n t  F u n d  

a n d  t h e  p r i n c i p a l  is p r o t e c t e d  a g a i n s t  i n f l a t i o n .

T o  p u t  t h e  h i g h  f i g u r e  o f  $347 m i l l i o n  in t o  p e r s p e c t i v e ,  

it is u s e f u l  to r e m e m b e r  t h a t  it r e p r e s e n t s  l e s s  t h a n  14% 

of  the 1981 s p e n d i n g  limit.

T h e  $ 2 5 / b  b a r r e l  s c e n a r i o  l o o k s  r o s i e r .  T h e  b a l a n c e  

r a n g e s  f r o m  $ 1 7 , 6 8 7  m i l l i o n  to $ 2 5 , 0 1 1  m i l l i o n ,  d e p e n d i n g  

on h o w  t h e  P e r m a n e n t  F u n d  c o n s t r a i n t s  a r e  t r e a t e d .  It 

s h o u l d  b e  n o t e d ,  h o w e v e r ,  t h a t  t h i s  is s i m p l y  t h e  b a l a n c e  

for a g i v e n  y e a r — a n d  as ti m e  g o e s  b y  t h e  b a l a n c e  o f  the 

s a v i n g s  a c c o u n t  .fill d e c l i n e  c o n s i d e r a b l y  u n l e s s  the 

p r i n c i p a l  is p r o t e c t e d  a g a i n s t  i n f l a t i o n .

T h e  i n c o m e  f r o m  the $ 2 5 / b  p r i c e  s c e n a r i o  r a n g e s  f r o m  

$531 to  $7 5 0  m i l l i o n .  T h i s  is 21% to 30% o f  the 1981 s p e n d i n g  

limit.

It g o e s  w i t h o u t  s a y i n g  t h a t  t h e s e  p r o j e c t s i o n s  a r e  

b a s e d  o n  t h e  s t a t e  e a r n i n g  a 3% r e a l  r e t u r n  on i n v e s t m e n t s .

If the a c t u a l  r e t u r n  is l o w e r — say 1% t o  2%, b o t h  the 

e n d i n g  b a l a n c e  a n d  the e a r n i n g s  w i l l  be less.

T h u s  it c a n  be s e e n  just h o w  a r b i t r a r y  the p r o p o s e d  

s p e n d i n g  l i m i t  is, in t e r m s  o f  the a m o u n t  of s a v i n g s  th a t  

w i l l  be  a c c u m u l a t e d  o v e r  the n e x t  18 y e a r s .  T h e r e  is no 

a p p a r e n t  r e l a t i o n s h i p  b e t w e e n  the $2.5 b i l l i o n  l i d  o n  s p e n d i n g  

and the s t a t e ' s  l o n g - r u n  f i s c a l  r e s o u r c e s .  M o r e o v e r ,  the
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e a r l i e r  d i s c u s s i o n  r e g a r d i n g  t h e  P e r m a n e n t  F u n d  a n d  i n f l a t i o n  

is s e e n  to b e  h i g h l y  r e l e v a n t  t o  h o w  t h e  s p e n d i n g  l i m i t  w i l l  

p e r f o r m .

O n e  o f  t h e  p o t e n t i a l  p i t f a l l s  o f  a m e a s u r e  s u c h  as 

the p r o p o s e d  s p e n d i n g  l i m i t  is t h a t  it g i v e s  t h e  a p p e a r a n c e  

o f  s o l v i n g  a p r o b l e m ,  w h i l e  n e a r l y  a l l  the s u b s t a n t i v e  i s s u e s  

r e m a i n  o u t s t a n d i n g .  T o  u n d e r s c o r e  j u s t  h o w  n e b u l o u s  a 

s o l u t i o n  the s p e n d i n g  l i m i t  i~. c o n s i d e r  w h a t  w o u l d  h a p p e n  

if t h e  S u p r e m e  C o u r t  a p p r o v e s  t h e  P e r m a n e n t  F u n d  d i v i d e n d  

p r o g r a m ,  o r  t h e  l e g i s l a t u r e  a p p r o v e s  a n e w  $500 m i l l i o n  p e r  

y e a r  d i r e c t  d i s t r i b u t i o n  s c h e m e ?  F o r  t h a t  m a t t e r ,  w h a t  if 

the c o m b i n e d  d e b t  s e r v i c e  a n d  v o t e r  a p p r o v e d  " c a p i t a l "  

p r o j e c t s  e x c e e d  t h e  " l i m i t "  b y  $3 0 0  t o  $500 m i l l i o n  p e r  

y e a r ?  As the " l e a k a g e s "  f r o m  t h e  l i m i t  grow, the s u r p l u s e s  

s h r i n k  or v a n i s h  a l t o g e t h e r .

S u c h  a r e  t h e  d a n g e r s  o f  p i c k i n g  a r b i t r a r y  s p e n d i n g  

l i m i t s  a n d  s i m p l e  s o l u t i o n s  to f i s c a l  m a n a g e m e n t  o u t  o f  the 

air. The " H a m m o n d "  s t r a t e g y ,  d e p e n d i n g  as  it d o e s  o n  the 

p r o p o s e d  s p e n d i n g  l i m i t ,  is an a r b i t r a r y  a n d  still u n­

p r e d i c t a b l e  w a y  of " s m o o t h i n g  jut" the c u r r e n t  r e v e n u e  s t r e a m  

U n d e r  p e r h a p s  the m o s t  o p t i m i s t i c  c o n d i t i o n s  the s t a t e  w i l l  

h ave, by  the y e a r  2 0 0 0 ,  an a n n u a l  s t r e a m  of e a r n i n g s  f r o m  

i n v e s t m e n t s  e q u a l  t o  30% of the 1 9 8 1  s p e n d i n g  limit. U n d e r  

less f a v o r a b l e  a s s u m p t i o n s  r e g a r d i n g  the p r i c e  of oil, 

o r  P e r m a n e n t  F u n d  m a n a g e m e n t  p r a c t i c e s ,  the i n c o m e  f r o m  

" s a v i n g s "  w o u l d  be in the n e i g h b o r h o o d  of $100 to $200 

m i l l i o n  p e r  y e ar.



T h e  "F i n k "  S t r a t e g y :  S p e n d  It N o w !

T o m  F i n k  is a n  A n c h o r a g e  b u s i n e s s m a n  w h o  o n c e  s e r v e d  

as t h e  S p e a k e r  o f  t h e  H o u s e .  In 1978 h e  r a n  for g o v e r n o r ,  

u s i n g  the s l o g a n :  T h e  O n e  w i t h  G u m p t i o n .  He l o s t  in
t

the R e p u b l i c a n  p r i m a r y ,  r u n n i n g  t h i r d  in a f i e l d  of  t h r e e . *  

E n c o u r a g e d  b y  h i s  s h o w i n g ,  he d e c i d e d  to r e n e w  h i s  q u e s t  

a n d  is n o w  a c a n d i d a t e  f o r  t h e  1982 e l e c t i o n .  H i s  p o l i t i c a l  

s u p p o r t  h a s  t r a d i t i o n a l l y  c o m e  f r o m  the h e a r t  o f  the b u s i n e s s  

c o m m u n i t y — a l t h o u g h  in 19 8 2  h e  is e x p e c t e d  to r u n  a s o m e w h a t  

p o p u l i s t  c a m p a i g n — w i t h  s h a r i n g  the o i l  w e a l t h  s e r v i n g  as 

the c e n t e r p i e c e  of h i s  c a m p a i g n .

F i n k  is n o t h i n g  if n o t  c o n s i s t e n t .  In 1970 he o p p o s e d  

the c r e a t i o n  o f  a " P e r m a n e n t  F und" for the $900 m i l l i o n  

w i n d f a l l  f r o m  the 1 9 6 9  N o r t h  S l o p e  oil l e a s e  sale. H e  h a s  

s i n c e  o p p o s e d  the c r e a t i o n  o f  the A l a s k a  P e r m a n e n t  F u n d  

a n d  t o d a y  o p p o s e s  t h e  a p p r o v a l  of the p r o p o s e d  l i m i t  on 

s t a t e  s p e n d i n g .  He d o e s  n o t  b e l i e v e  t h a t  t h e  g o v e r n m e n t  

s h o u l d  D u s b a n d  l a r g e  s u r p l u s e s .  If the m u n e y  is t h e r e ,  t h e  

s t a t e  s h o u l d  s p e n d  i t — now!

In F i n k ' s  v i ew, the m a j o r  p r o b l e m  w i t h  s t a t e  g o v e r n m e n t  

is s i m p l y  t h a t  it c a n n o t  m a n a g e  to s p e n d  m o n e y  fast e n o u g h .

He is p a r t i c u l a r l y  a n n o y e d  w i t h  the D e p a r t m e n t  of P u b l i c  

W o r k s  for a l l e g e d l y  " h o l d i n g  up" b i d s  o n  c a p i t a l  p r o j e c t s  

a p p r o v e d  b y  the l e g i s l a t u r e .  U n d e r  h i s  d i r e c t i o n ,  he

*His o p p o n e n t s  i n c l u d e d  the i n c u m b e n t  governor, J a v  
Hammond, a n d  the f o r m e r  g o v e r n o r  a n d  S e c r e t a r y  to the D e p a r t­
me n t  of t h e  Interior, W a l l y  H i c k e l .
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p r o m i s e s ,  the s t a t e  w i l l  g e a r  u p  to s p e n d  a t  l e a s t  $2 b i l l i o n  

in c a p i t a l  p r o j e c t s  a n n u a l l y .

T h i s  is n o t  to s a y  t h a t  F i n k  f a v o r s  j u s t  a n y  m e t h o d  of 

s p e n d i n g  t h e  o i l  m o n e y .  He  is h i g h  o n  c a p i t a l  p r o j e c t s  and 

g e n e r a l l y  o p p o s e d  to " o p e r a t i n g "  b u d g e t  items, s u c h  as f u n d  

in g  for s o c i a l  s e r v i c e s .  I n d e e d ,  o n e  o f  the r e a s o n s  he 

g i v e s  f o r  b o l s t e r i n g  c a p i t a l  s p e n d i n g  is to k e e p  the m o n e y  

a w a y  f o r  p r o g r a m s  t h a t  w i l l  e x p a n d  p u b l i c  p a y r o l l ,  or 

c r e a t e  ye.: m o r e  s t a t e  g r a n t  p r o g r a m s .  He is a l s o  o p p o s e d  

to the v a r i o u s  p l a n s  to  d i s t r i b u t e  m o n e y  d i r e c t l y  to c i t i z e n s

F i n k ' s  p r o g r a m  is m o r e  t h a n  j u s t  b r i c k s  and c o n c r e t e ,  

h o w e v e r .  He a l s o  w a n t s  to m a k e  l c w - i n t e r e s t  l o a n s  a v a i l a b l e  

to A l a s k a n s .  A f o r m e r  b a n k e r ,  F i n k  h a s  b e e n  a d o g g e d  

p r o p o n e n t  o f  u s u r y  laws. F o r c e d  b y  the c o n s t i t u t i o n  to 

s a v e  a t  l e a s t  s o m e  m o n e y  in t h e  P e r m a n e n t  Fund, F i n k  w i l l  

m a k e  the m o n e y  a v a i l a b l e  at c h e a p  i n t e r e s t  r a t e s  to b u s i­

n e s s e s  a n d  i n d i v i d u a l s .  He s u g g e s t s  t h a t  the s t a t e  f i n a n c e  

h o m e  m o r t g a g e s  at 8%.

M o r e  than any o t h e r  m a j o r  p o l i t i c a l  f i g ure, Fink is 

u n a b a s h e d l y  f e a r l e s s  of the f u t ure. U n d a u n t e d  by p e s s i m i s t i c  

l o n g - t e r m  r e v e n u e  f o r e c a s t s ,  h e  s i m p l y  s a y s  t h a t  A l a s k a  is 

e n t e r i n g  a c e n t u r y  of d e v e l o p m e n t  that w i l l  fill the s t a t e  

c o f f e r s  w i t h  e v e r y  i n c r e a s i n g  s u m s  o f  o i l  r e v e n u e .  T w o  n e w  

p i p e l i n e s  w i l l  c r o s s  t h e  N o r t h  S l o p e  to h a n d l e  the oil w h i c h  

w i l l  be d i s c o v e r e d  in the B e a u f o r t  S e a  a n d  o t h e r  N o r t h  S l o p e  

a c r e a g e  in the n e x t  t w o  d e c a d e s ,  he  a s s e r t s .



W h i l e  F i n k  o p p o s e s  t h e  p r o p o s e d  s p e n d i n g  limit, h e  

d o e s  n o t  t h i n k  it w i l l  p r e s e n t  a m a j o r  o b s t a c l e  to his 

p l a n  to g e a r  u p  c a p i t a l  s p e n d i n g .  L i k e  G a r d i n e r  and Groh, 

he b e l i e v e s  t h e  s p e n d i n g  l i m i t  is r i d d l e d  w i t h  l o o p h o l e s ,  

a n d  h e  p l a n s  on  e x p l o i t i n g  them. If n o t h i n g  e l s e  w o r k s ,  he 

says, he w i l l  ju s t  f i n a n c e  p r o j e c t s  o n  s h o r t - t e r m  debt.

It is n o t  d i f f i c u l t  to e n v i s i o n  the "Fink" s p e n d i n g  

s t r a t e g y .  E v e r y  d o l l a r ,  e x c e p t  for the m i n i m u m  c o n t r i b u t i o n  

to t h e  P e r m a n e n t  F u nd, is s p e n t  as it is r e c e i v e d .  The 

b a l a n c e  in t h e  P e r m a n e n t  F u n d  is n o t  p r o t e c t e d  a g a i n s t  

i n f l a t i o n .  E a r n i n g s  f r o m  i n v e s t m e n t s  a r e  less than the 

m a r k e t  r e t u r n — as m o n e y  is p o u r e d  in t o  s u b s i d i z e d  l o ans to 

A l a s k a n  i n d i v i d u a l  a n d  firms. For p u r p o s e s  o f  t h i s  a n a l y s i s  

a r e a l  r e t u r n  of z e r o  is a s s u m e d .

T h e  " F i n k "  s t r a t e g y  for s p e n d i n g  N o r t h  S l o p e  oil r e v e n u e s  

is e x a m i n e d  in T a b l e s  2-11 a n d  2-12. As e x p e c t e d ,  e x p e n d i­

t u r e s  c o n f o r m  c l o s e l y  t o  the r e v e n u e  s t r eam. U n d e r  the 

$ 2 0 /d  s c e n a r i o ,  s p e n d i n g  o v e r  the n e x t  d e c a d e  is a p p r o x i m a t e l y  

$3 . 5  b i l l i o n  p e r  y e ar. F o r  the $ 2 5 / b  c a s e  s p e n d i n g  is 

p e g g e d  a t  $4.4 b i l l i o n .  A f t e r  .1991 the s t a t e  b u d g e t s  b e g i n  

a n o s e - d i v e .  In just five y e a r s  s p e n d i n g  d e c l i n e s  by m o r e  

t h a n  40%. W i t h i n  ten y e a r s  s p e n d i n g  is b u t  a t h i r d  of the 

t o p  l evel in 1991.

T o  the N o r t h  S l o p e  r e v e n u e s  a r e  a d d e d  C o o k  I n l e t  a n d  

n o n - p e t r o l e u m  r e v e n u e s .  U n d e r  the p r e s e n t  tax la w s  t h e s e  

t w o  s o u r c e s  c o n t r i b u t e  v e r y  l i t t l e ,  e s t i m a t e d  at $184 m i l l i o n
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F i n k  S p e n d i n g  S t r a t e g y *  

S p e n d  It N o w  

$ 2 0 / b  P r i c e  o f  O i l  

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )

Table 2-11

Y e a r S p e n d i n g
Oi l

R e v e n u e
S u r p l u s
(Deficit) S a v i n g s

1981 $ 3 , 9 0 0 $ 3 , 2 8 0 $(620) $2,934
82 2 , 6 2 7 3,460 833 3,767
83 3 , 5 1 0 3,520 10 3 ,777
84 3 , 5 4 7 3,560 13 3 ,790
85 3 , 5 4 9 3,560 11 3,801
86 3 , 5 4 9 3,560 11 3,812
87 3 , 5 5 1 3,560 9 3 .821
88 3 , 5 5 1 3,560 9 3,830
89 3 , 5 5 3 3 ,560 8 3,838
90 3 , 5 5 4 3, 5b0 7 3,843

1991 3 , 624 3 , 720 96 3,941
92 3 , 1 8 2 3 ,220 38 3,979
93 2 , 8 2 6 2 , 820 (6) 3 ,973
94 2 , 5 3 7 2 , 500 (37) 3,936
95 2, 300 2 , 240 (60) 3,876
96 2 ,096 2 , 020 (76) 3,800
97 1,82 7 1,720 ( 0 7 ) 3,693
9b 1 , 6 2 7 1,500 (126) 3,567
99 1 , 4 4 0 1 ,300 (140) 3,427

2000 1 , 2 7 2 1 , 120 (152) 3 ,275

* M i n i i n u m  c o n t r i b u t i o n  t o  P e r m a n e n t  F u n d .  I n v e s t m e n t  r e t u r n  i s  01. 
I n f l a t i o n  \t 1 0 % .
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T a b l e  2 - 1 2

F i n k  S p e n d i n g  S t r a t e g y *  

S p e n d  I t  N o w  

$ 2 5 / b  P r i c e  o f  O i l  

i m i l l i o n s  o f  1 9 8 1  d o l l a r s )

Ye a r S p e n d i n g
Oi l

R e v e n u e
S u r p l u s
(Deficit) S a v i n g s

1981 $ 3 , 9 0 0 $ 4 , 1 0 0 $ 200 $ 3 , 7 5 4
82 4 , 0 0 5 4 , 3 2 5 320 4,074
8 3 4 , 330 4 , 4 0 0 70 4,144
84 4 , 3 8 2 4 , 4 5 0 68 4 , .12
85 4 , 3 8 8 4 , 4 5 0 62 4,274
8b 4 ,393 4 ,450 57 4,331
87 4 , 3 9 9 4 , *150 51 4 ,382
88 4 , 4 0 3 4 , 450 4 / 4 ,429
89 4 ,4( 8 4 , 450 42 4,471
90 4 , 4 1 1 4 ,450 39 4 , 510

1991 4 , 5 0 2 4, 650 148 4 , 658
92 3 , 953 4 , 0 2 5 72 4 , 730
93 3 , 510 3 , 5 2 5 15 4 , 7 4 5
94 3,152 3,125 (27) 4,718
95 2 , 8 5 6 2 , 8 0 0 (56) 4,662
96 2 , 6 ^ 4 2 , 5 . 5 (79) 4 ,583
97 2,26c 2 ,150 (118) 4,465
98 2 , 0 1 8 1,875 (143) 4,322
99 1 , 7 8 8 1 , 625 (163) 4,159

2000 1 , 5 7 8 1 ,400 (178) 3,981

*Minimun. 'tn tri b u t  ion to P e r m a n e n t  Fund. I n v e s t m e n t r e t u r n  is 0%.
i n f l a t i o n at 10%.



b y  t h e  y e a r  2000. F i n k  is n o t  c o n v i n c e d  t h a t  P r u d h o e  B a y  

r e v e n u e s  w i l l  in f a c t  d e c l i n e  in t h e  1990s. B u t  e v e n  if t h e y  

do, h e  is c o n f i d e n t  t h a t  n e w  oil d i s c o v e r i e s  w i l l  t a k e  u p  

the sl a c k .  If h e  is w r o n g ,  the s t a t e  w i l l  b e  f a c e d  w i t h  a 

m a j o r  p e r i o d  of  a d j u s t m e n t .  S p e n d i n g  w i l l  h a v e  to be  c u t  

d r a s t i c a l l y ,  o r  t a x e s  r a i s e d .  In F i n k ' s  v i ew, w e  s h o u l d  

c r o s s  t h a t  b r i d g e  w h e n  w e  c o m e  to it.

C o m p a r i s o n  of  the T h r e e  S p e n d i n g  S t r a t e g i e s

T h e  t h r e e  a l t e r n a t i v e  s c e n a r i o s  f o r  s p e n d i n g  A l a s k a ' s  oil 

a a l t h  p r e s e n t  s t a r k  c o n t r a s t s  to the A l a s k a  p u b l i c  (Tables 2-13 

and 2- 1 4 ) .  T h e  s e l e c t i o n  o f  o n e  a p p r o a c h  e v e r  a n o t h e r  s t a n d s  

to b e  the b i g g e s t  p u b l i c  p o l i c y  c h o i c e  s i n c e  s t a t e h o o d .

W h a t ' s  i m p o r t a n t  t o  r e m e m b e r  is t h a t  t h e r e  is a c h o i c e .

A l a s k a  is n o w  s p e n d i n g  r o u g h l y  $ 1 0 , 0 0 0  p e r  c a p i t a .  T h i s  m e a n s  

t h a t  the s t a t e  is s p e n d i n g  the e q u i v a l e n t  of $ 4 0 , 0 0 0  a n n u a l l y  

for a f a m i l y  o f  four. T h e r e  is n o t h i n g  to s u g g e s t  s u c h  

f a b u l o u s  o u t l a y s  are n e e d e d  to m e e t  a n y  i d e n t i f i e d  d e v e l o p m e n t  

o r  d i s t r i b u t i o n a l  o b j e c t i v e s  the s t a t e  p r e s e n t l y  has. T h e  

level of s p e n d i n g  h a s  b e c o m e  a m o v i n g  target. T h e  n u m b e r s  k e e p  

g e t t i n g  b i g g e r ,  u n t i l  n o w  t h e r e  is a c e r t a i n  n u m b n e s s .

T h e  s p e e d  at w h i c h  w e  l e p l e t e  o u r  " h o u s e  of  a n t i q u i t i e s "  

s h o u l d  be d e l i b e r a t e .  T o  u s e  a f o o t b a l l  p h r a s e ,  the c i t i z e n s  

o f  the s t a t e  o f  A l a s k a  s h o u l d  be in c o n t r o l  of t h e i r  o w n  

d e s t i n y .  W h a t  c r i t e r i a  s h o u l d  be u s e d  to j u s t i f y  o n e  s p e n d i n g  

s t r a t e g y  o v e r  a n o t h e r ?
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C o m p a r i s o n  o f  D i f f e r e n t  S p e n d i n g  S t r a t e g i e s  

$ 2 0 / b  P r i c e  o f  O i l  

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )

Table 2-13

" G o l d s m i t h "  " H a m m o n d "  "Fink"

S p e n d i n g S a v i n g s S p e n d i n g S a v i n g s S p e n d i n g Saving:

1981 $ 3 , 9 0 0 $ 2 , 9 3 4 $ 3 , 9 0 0 $ 2,934 $ 3 , 9 0 0 $ 2 , 9 3 4
82 1 , 4 2 5 5 , 0 5 7 2 , 5 7 1 3 , 9 1 1 2 , 728 3,767
83 1 , 4 2 5 7 , 3 0 4 2 , 6 4 5 4 ,904 3 , 510 3,777
84 1 , 4 2 5 9 , 6 5 8 2 , 7 2 0 5 , 8 9 1 3 , 5 4 7 3,790
85 1 , 4 2 5 1 2 , 0 8 3 2 , 7 9 7 6 830 3 , 549 3,801
86 1 , 4 2 5 1 4 , 5 8 0 2 , 8 7 7 7,718 3 , 549 3,812
87 1 , 4 2 5 1 7 , 1 5 2 2 , 9 5 9 8 , 5 5 0 3 , 551 3,821
88 1 , 4 2 5 1 9 , 8 0 2 3 , 043 9 , 3 2 3 3 , 5 5 1 3,830
89 1 , 4 2 5 2 2 , 5 3 1 3 , 1 3 0 1 0 , 0 3 3 3 , 5 5 3 3,838
90 1 , 4 2 5 2 5 , 3 4 2 3 , 2 1 9 10 , 6 7 4 3,554 3,8 35

1991 1 , 4 2 5 2 8 , 3 9 7 3 , 3 1 1 1 1 , 4 0 3 3,624 3,941
92 1 , 4 2 5 3 1 , 0 4 4 3 , 4 0 6 1 1 , 5 6 0 3 , 182 3,979
93 1 , 4 2 5 3 3 , 3 7 1 3 , 5 0 3 1 1 , 2 2 4 2 ,826 3 , 973
94 1 , 425 3 5 , 4 4 7 3 , 602 10 , 4 5 8 2 , 5 3 7 3,936
95 1 , 4 2 5 3 7 , 3 2 5 3 , 7 0 5 9 , 3 0 7 2, 300 3,876
96 1 , 4 2 5 3 9 , 0 4 0 3 , 8 1 1 7 , 7 9 6 2 , 0 9 6 3,800
97 1 , 4 2 5 4 0 , 5 0 6 3 , 3 1 9 5 , 8 3 0 1 ,827 3 , 693
98 1 , 4 2 5 4 1 , 7 9 6 4 , 0 3 1 3,474 1 , 6 2 7 3,567

99 1 , 4 2 5 4 2 , 9 2 5 4 , 1 4 6 732 1 , 4 4 0 3,427
2000 1 , 4 2 5 4 3 , 9 0 8 4 , 264 (2 ,3°C) 1 ,2 7 2 3 , 275



C o m p a r i s o n  o f  D i f f e r e n t  S p e n d i n g  S t r a t e g i e s  

$ 2 5 / b  P r i c e  o f  O i l  

( m i l l i o n s  o f  1 9 8 1  d o l l a r s )
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Table 2-14

" G o l d s m i t h "  " H a m m o n d "  " F i n k "

S p e n d i n g  S a v i n g s  S p e n d i n g  S a v i n g s  S p e n d i n g  S a v i n g s

1981 $ 3 , 9 0 0 $ 3 , 7 5 4 $ 3 , 9 0 0 $ 3 , 754 $ 3 , 9 0 0 $3 , 7 5 4
82 1 , 7 8 4 6 , 4 0 8 2 , 5 7 1 5 , 620 4 , 0 0 5 4,074
83 1 , 7 8 4 9 ,216 2 , 6 4 5 7,544 4 , 330 4,144
84 1 , 7 8 4 1 2 , 1 5 8 2 , 7 2 0 9 , 5 0 1 4 , 382 •4,212
85 1 , 784 1 5 , 1 8 9 2 , 7 9 7 1 1 , 4 3 8 4, 388 4,274
86 1 , 7 8 4 1 8 , 3 1 1 2 , 8 7 7 1 3 , 3 5 5 4, 393 4 , 3 3 1
37 1 , 7 8 4 2 1 , 5 2 6 2 , 9 5 9 1 5 , 2 4 6 4 , 399 4 ,382
88 1 , 7 8 4 2 4 , 8 3 8 3 , 0 4 3 1 7 , 1 1 0 4 , 403 4 , 429
89 1 , 7 8 4 2 8 , 2 4 9 3,130 1 3 , 9 4 3 4,408 4 , 471
90 1, 784 3 1 , 7 6 2 3,219 2 0 , 7 4 2 4 , 4 1 1 4 , 510

1991 1, 784 3 5 , 5 8 1 3,311 2 2 , 7 0 3 4 ,502 4 ,658
92 1 , 784 38, 8 9 0 3 , 406 2 4 , 0 0 3 3,953 4 , 730

93 1 , 7 8 4 4 1 , 7 9 7 3 , 5 0 3 2 4 , 7 4 6 3,510 4 ,745
94 1, 784 4 4 , 3 9 2 3 , 6 0 2 2 5 , 0 1 1 3, 152 4,718

95 1 , 784 4 6 , 7 4 0 3 , 7 0 5 24 , 8 5 6 2,856 4,662

96 1 , 7 8 4 4 8 , 8 8 3 3 , 8 1 1 24 ,316 2,604 4 , 583

97 1,784 50 , 7 1 6 3 , 9 1 9 2 3 , 2 7 6 2,268 4 ,465

98 1 , 7 8 4 5 2 , 3 2 8 4 , 0 3 1 2 1 , 8 1 9 2,018 4 , 3 2 2

99 1 , 784 5 3 , 7 3 9 4 , 1 4 6 1 9 , 9 5 2 1,788 4,159

2000 1 , 7 8 4 5 4 , 9 6 7 4 , 2 6 4 1 7 , 6 8 7 1,578 3 ,981



T h e  e c o n o m i c s  p r o f e s s i o n  w o u l d  s u g g e s t  a t  l e a s t  two 

a p p r o a c h e s  b e  c o n s i d e r e d .  F i r s t ,  t h e r e  is t h e  i s s u e  of 

i n t e r t e m p o r a l  e q u i t y .  W h a t  r i g h t ,  s o m e  ask, d o e s  the p r e s e n t  

g e n e r a t i o n  o f  A l a s k a n s  h a v e  to m a k e  d e c i s i o n s  f o r  f u t u r e  g e n e r a­

ti o n s ?  C a n  w e  f a i r l y  c h o o s e  b e t w e e n  p r e s e n t  a n d  f u t u r e  

c o n s u m p t i o n -1 o f  w e a l t h  w h e n  w e  are t h e  i m m e d i a t e  b e n e f i c i a r i e s  

o f  a d e c i s i o n  to c o n s u m e  r a p i d l y ?

T h e  f l i p  s i d e  o f  t h i s  a r g u m e n t  is t h a t  f u t u r e  g e n e r a t i o n s  

h a v e  h i s t o r i c a l l y  b e e n  m a t e r i a l l y  b e t t e r  o f f  t h a n  t h e i r  p r e d­

ec e s s o r s ,  d u e  to t e c h n o l o g i c a l  p r o g r e s s .  W h y  s h o u l d  the p r e s e n t  

g e n e r a t i o n  d e n y  t h e m s e l v e s  w h e n  the n e x t  g e n e r a t i o n  is a l w a y s  

e x p e c t e d  to h a v e  a h i g h e r  s t a n d a r d  o f  l i v i n g ?  In his r e m a r k s  

to the P e r m a n e n t  F u n d  T r u s t e e s , G o l d s m i t h  r e j e c t s  this a r g u m e n t  

by s a y i n g  t h a t  t h e r e  is no e v i d e n c e  that the s t a t e  w i l l  

r e a l i z e  s i g n i f i c a n t  l o n g - t e r m  b e n e f i t s  f r o m  the i n v e s t m e n t s  

m a d e  today. In h i s  w o r d s :

W h a t  t h i s  s u g g e s t s  to me is th a t  h i s t o r y  w i l l  r e p e a t  
i t s e l f ,  and A l a s k a  w i l l  be r e l a t i v e l y  m u c h  p o o r e r  in 
the f u t u r e  w h e n  the p e t r o l e u m  b o o m  h a s  p a s s e d .

T h e  s e c o n d  a p p r o a c h  t h a t  e c o n o m i s t s  w o u l d  r e c o m m e n d  is to

look at the " m a r g i n a l  b e n e f i t "  f r o m  the " m a r g i n a l  d o l l a r  of

e x p e n d i t u r e "  a n d  c o m p a r e  th i s  to the b e n e f i t s  of w a i t i n g

to s p e n d  the m o n e y .  H o w  d o  p o l i c y  m a k e r s  c o m p a r e  p r e s e n t  and

f u t u r e  b e n e f i t s ?  T h i s ,  of  c o u r s e ,  is a f o r m i d a b l e  task.

T h e r e  a r e  t w o  k e y  i n g r e d i e n t s .  F i r s t ,  the s t a t e  n e e d s  to

d e v e l o p  m e t h o d s  of q u a n t i f y i n g  the n e t  b e n e f i t s  of v a r i o u s

s p e n d i n g  p r o g r a m s .  T h e  w o r d  f o r  th i s  is c o s t  b e n e f i t  a n a l y s i s .
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E v e r y o n e  k n o w s  w h a t  i t  m e a n s .  I t  i s n ' t  e a s y  t o  d o  f o r  s o m e  

s t a t e  p r o g r a m s - - o n e  t h i n k s  o f  e m e r g e n c y  h e a l t h  c a r e  s e r v i c e s  

o r  s u p p o r t  f o r  t h e  h u m a n i t i e s — b u t  t h e r e  a r e  f e w  i f  a n y  

s u b s t i t u t e s . *

T h e  n e x t  s t e p  is to p u t  a p r i c e  o n  the p a s s a g e  o f  time. 

C l e a r l y ,  c i t i z e n s  t o d a y  a r e  n o t  o b l i v i o u s  to b e n e f i t s  w h i c h  

o c c u r  in the f u r u r e .  B u t  j u s t  as c l e a r l y ,  m o s t  p e o p l e  w o u l d  

r a t h e r  h a v e  the b e n e f i t s  n o w  r a t h e r  th a n  later. T h e  k e y  q u e s t i o n  

is, h o w  m u c h  g r e a t e r  w o u l d  the f u t u r e  b e n e f i t  h a v e  to be b e f o r e  

the i n d i v i d u a l  b e c a m e  i n d i f f e r e n t  b e t w e e n  the p r e s e n t  a n d  

the f u t u r e  b e n e f i t ?  W o u l d  y o u  r a t h e r  h a v e  $1 t o d a y  o r  $2 in 

two y e a r s ?  W o u l d  y o u  r a t h e r  h a / e  o n e  p o o r  f a m i l y  h o u s e d  today, 

or two families' h o u s e d  in two y e a r s ?

T h e  p r i c e  o n  the p a s s a g e  o f  t i m e  for an e n t i r e  c o m m u n i t y

is the " s o c i a l  r a t e  o f  d i s c o u n t . "  It is n o t  q u o t e d  in the

f i n a n c i a l  p a g e s  o f  the e v e n i n g  pa p e r .  N o r  is the s o c i a l  rate

of d i s c o u n t  a n o n - c o n t r o v e r s i a l  c o n c e p t .  A  p l e t h o r a  o f

18
t e c h n i q u e s  for d e r i v i n g  it a b o u n d .  B u t  as an  e x p l i c i t  or 

i m p l i c i t  v a l u e ,  f e w  a r g u e  th a t  it d o e s  n o t  o r  s h o u l d  n o t  exist.

T h e r e  a r e  two p r i m a r y  r e a s o n s  t h a t  t o d a y ' s  c i t i z e n s  m i g h t  

p r e f e r  to d e l a y  e x p e n d i t u r e s .  First, as the s t a t e  g e t s  

b e t t e r  at m a n a g i n g  h u g e  b u d g e t s ,  it s h o u l d  b e c o m e  m o r e  e f f i c i e n t .  

As w e  l e a r n  to s p e n d  w i s e l y ,  t h e r e  w i l l  be " m o r e  b a n g  for 

twe b u c k . "  L i k e  m a n y  o f  the r e g i o n a l  N a t i v e  C o r p o r a t i o n s ,

*In d e e d ,  e v e n  for the m o s t  d i f f i c u l t  p r o g r a m s  to q u a n t i f y ,  
it is p o s s i b l e  to e s t a b l i s h  s o m e  t h r e s h o l d  o v e r  w h i c h  it 
is d i f f i c u l t  to j u s t i f y  an a d d i t i o n a l  d o l l a r  of e x p e n d i t u r e .
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V

we a r e  l e a r n i n g  t h e  w i s d o m  of  b e i n g  m o r e  sele c t j  ve a b o u t  w h i c h  

p r o j e c t s  to i n v e s t  in a n d  w h i c h  to ignore. O n e  h o p e s  w e  c a n  

l e a r n  as f a s t  as  t h e  N a t i v e s  h a v e ,  b u t  in a n y  e v e n t ,  it is 

h a r d  to r e m a i n  i g n o r a n t .

S e c o n d l y ,  if the s t a t e  " s a v e s "  m o n e y  today, it c a n  i n v e s t  

t h o s e  d o l l a r s  a n d  e a r n  m o r e .  T h u s ,  a d e c i s i o n  to d e l a y  s p e n d­

ing t o d a y  w i l l  m e a n  t h a t  t h e r e  w i l l  be m o r e  to s p e n d  t o m o r r o w .  

T h a t  is why, for e x a m p l e ,  the " H a m m o n d "  s t r a t e g y  r e s u l t s  in 

m o r e  s p e n d i n g  o v e r  t h e  n e x t  t w e n t y  y e a r s  t h a n  the "Fink" 

strat e g y .  F i n k  e s c h e w s  p o s i t i v e  i n v e s t m e n t  r e t u r n s ,  b u t  e v e n  

if he w a n t e d  to e a r n  a h i g h  f i n a n c i a l  return, h e  d o e s  n o t  sa v e  

e n o u g h  to m a k e  a n y  m o n e y .

For s o m e  p o l i c y  m a k e r s  the i s s u e  of i n t e r t e m p o r a l  e q u i t y  

is the m o s t  i m p o r t a n t  one. C e r t a i n l y  this is the c a s e  for 

S c o t t  G o l d s m i t h .  J u d g i n g  f r o m  p u b l i c  s t a t e m e n t s  (as o p p o s e d  

to p u b l i c  a c t i o n s ) , o n e  w o u l d  a l s o  g u e s s  t h a t  H a m m o n d  is 

p r i m a r i l y  c o n c e r n e d  w i t h  l o o k i n g  a f t e r  f u t u r e  g e n e r a t i o n s .

If the s t a t e  d o e s  i n d e e d  w a n t  to " s m o o t h  out" the s p e n d i n g  

of the oil w e a l t h ,  the " G o l d s m i t h "  s t r a t e g y  is c l e a r l y  the 

best.

If, o n  the o t h e r  hand, the i s sue is d e c i d e d  on the b a s i s  

of h o w  b e s t  to a c c o m m o d a t e  the p r e s e n t  g e n e r a t i o n ,  it is m u c h  

m o r e  d i f f i c u l t  to r e c o m m e n d  a p a r t i c u l a r  l evel of s p e n d i n g .  

Indeed, e v e r y t h i n g  d e p e n d s  u p o n  h o w  the m o n e y  is spent. In 

e s s e n c e ,  p o l i c y  m a k e r s  s h o u l d  a t t e m p t  to d e t e r m i n e  the p o i n t  

at w h i c h  the " r a t e  o f  r e t u r n "  f r o m  an a d d i t i o n a l  d o l l a r  of
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e x p e n d i t u r e  d i p s  b e l o w  the " s o c i a l  r a t e  of d i s c o u n t . "

O f  c o u r s e ,  t h e  u s e f u l n e s s  o f  t h i s  a p p r o a c h  d e p e n d s  

u p o n  h o w  w e l l  the s t a t e  c a n  c a r r y  o u t  c o s t - b e n e f i t  s t u d i e s .

W h i l e  i n  p r i n c i p l e  the c o n c e p t  is r e l a t i v e l y  straighforwar.d, 

in p r a c t i c e  it c a n  p r e s e n t  v e r y  d i f f i c u l t  t h e o r e t i c a l  a n d  

e m p i r i c a l  p r o b l e m s ,  a: a it a l s o . r e q u i r e s  a t r a i n e d  c o r p s  o f  

a n a l y s t s  w h o  m a y  o r  m a y  n o t  b e  a v a i l a b l e  for e m p l o y m e n t .

U l t i m a t e l y  the d e c i s i o n  o n  h o w  m u c h  to s p e n d  and h o w  

m u c h  to s a v e  is a p o l i t i c a l  on e .  T h e  q u e s t i o n  b e f o r e  p o l i c y  

m a k e r s  is n o t  w h e t h e r  a n a l y s t s  or c o n s u l t a n t s  s h o u l d  r e p l a c e  

p o p u l a r  w i l l  in m a k i n g  t h a t  c h o i c e — b u t  r a t h e r  h o w  b e s t  to 

"i n f o r m "  the d e b a t e .  Is i t  r e a l l y  b e t t e r  to t h r o w  o n e ' s  h a n d s  

up w h e n  the i s s u e s  s e e m  c o m p l i c a t e d  or just toss d a r t s  a g a i n s t  

a w a l l  to p i c k  an e x p e n d i t u r e  l e v e l ?  O r  do p o l i c y  m a k e r s  h a v e  

an o b l i g a t i o n  to p r o v i d e  a t  l e a s t  so m e  e v a l u a t i o n  of the l o n g­

term c o n s e q u e n c e s  of d i f f e r e n t  s p e n d i n g  s t r a t e g i e s ?
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N o t e s

^ 19 8 0  A n n u a l  R e p o r t , A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n .

“̂For P r u d h o e  B a y  a n d  K u p a r u k ,  25% o f  t h e  1 2 . 5 %  r o y a l t y  
e q u a l s  3 . 1 2 5 %  o f  t h e  g r o s s  r e v e n u e  f r o m  p r o d u c t i o n .  T h e  
s t a t e ' s  t o t a l  s h a r e  o f  p r o d u c t i o n  a m o u n t s  to a b o u t  30%.
Fo r  t h e  B e a u f o r t  p r o p o r t i o n  of t h e  L i s b u r n e  f o r m a t i o n ,  the- 
a v e r a g e  r o y a l t y  is e s t i m a t e d  a t  20%. F i f t y  p e r c e n t  o f  the 
20% r o y a l t y  is 10% of the g r o s s  v a l u e  o f  p r o d u c t i o n .  T h e  
s t a t e  s h a r e  o f  p r o d u c t i o n  is e s t i m a t e d  a t  50%.

80 n  t h i s  p o i n t  t h e  a u t h o r  is i n d e b t e d  t o  H e r m a n  
L e o n a r d ,  a n d  the c a s e  h e  d e v e l o p e d  t i t l e d  " I n f l a t i o n  a n d  t h e  
A l a s k a  P e r m a n e n t  F u n d . "

4
O l i v e r  S. G o l d s m i t h ,  " A l a s k a ' s  R e v e n u e  F o r e c a s t s  a n d  

E x p e n d i t u r e  O p t i o n s , "  A l a s k a  R e v i e w  of  S o c i a l  and E c o n o m i c  
C o n d i t i o n s  (July 1978).

5
G o l d s m i t h ,  " P e t r o l e u m  T a x  P o l i c y  t o  A c h i e v e  S m o o t h  

E c o n o m i c  G r o w t h  in Alaska,"' T h e  J o u r n a l  o f  E n e r g y  and D e v e l o p­
m e n t  (Fall 1979).

g

G o l d s m i t h ,  "The T h r e e  B a s i c  P o l i c y  Q u e s t i o n s  C o n c e r n i n g  
the P e r m a n e n t  F u n d , "  R e m a r k s  M a d e  b e f o r e  the B o a r d  of 
T r u s t e e s  of t h e  A l a s k a  P e r m a n e n t  F u n d  ( O c t o b e r  22, 1978).

"^Ibid.

8 Ibid.

^Ibid.

^ I n c l u d e s  s u c h  i t e m s  as t h e  " r a i n y  da y "  a c c o u n t  <. 
'•illiquid" a s s e t s .

^ W i l l i a m  G r e i d e r ,  "The E d u c a t i o n  o f  D a v i d  S t o c k m a n , "
The A t l a n t i c  ( D e c e m b e r  1981).

12
R e p r e s e n t a t i v e  T e r r y  G a r d i n e r  a n d  F o r d  Groh, " A l a s k a ' s  

R a i n b o w  of  O p p o r t u n i t y . "

13
M i l t  B a r k e r ,  " G e n e r a l  F u n d s  A v a i l a b l e  for FY 8 3 —  

C u r r e n t  a n d  P r e v i o u s  S t a t u t e s , "  M e m o r a n d u m  to S e n a t o r  Vic 
F i s c n e r  ( S e p t e m b e r  9, 1 9 8 1 ) ,  T a b l e  II.

I4T o m  F i n k  m a d e  this p o i n t  to the a u t h o r  r e c e n t l y .

1 5
“ G a r d i n e r  a n d  G r o h  f a v o r  s u c h  a p r o q r a m  in " A l a s k a ' s  

R a i n b o w . "



O n e  e x a m p l e  of a " f u z z y” i t e m  is g e n e r a l  r e v e n u e  
s h a r i n g  to m u n i c i p a l i t i e s .  W i l l  t h i s  b e  c l a s s i f i e d  as an 
o p e r a t i n g  b u d g e t  i.tem, o r  w i l l  it f i n d  i t s  w a y  i n t o  the 
c a p i t a l  b u d g e t ?  In A u g u s t  the a d m i n i s t r a t i o n  w a s  u n d e c i d e d .

17
F r o m  1960 to 1980 t h e  c o m p o u n d  r a t e  o f  p o p u l a t i o n  

g r o w t h  w a s  2.9%. F r o m  1970 to 1980 the g r o w t h  r a t e  w a s  
2.85%.

18
O n e  a r g u m e n t  is t h a t  the r a t e  s h o u l d  e q u a l  the p r e t a x  

r e t u r n  e a r n e d  b y  c a p i t a l  in the' p r i v a t e  s e c t o r .  See J a c k  
H i r s h l e i f e r ,  J a m e s  0. D e H a v e n ,  a n d  J e r o m e  W. M i l l i a m ,
W a t e r  S u p p l y :  E c o n o m i c s ,  T e c h n o l o g y ,  a n d  P o l i c y  ( U n i v e r s i t y  
of C h i c a g o  P r e s s ,  1960).

A n o t h e r  g r o u p  p r o p o s e s  t h a t  the n e t  a f t e r  t a x  rate on 
s a v i n g s  b e  u s ed. See R i c h a r d  A. M u s g r a v e  and F e g g y  B. 
M u s g r a v e ,  P u b l i c  F i n a n c e  in T h e o r y  a n d  p r a c t i c e , 3rd E d i t i o n ,  
pp. 1 8 6 - 1 8 8 .

A  f u r t h e r  m o d i f i c a t i o n  of t h i s  is to m a k e  an a d j u s t m e n t  
to " r e f l e c t  che fa c t  t h a t  f o r e g o n e  p r i v a t e  i n v e s t m e n t  has 
a h i g h e r  s o c i a l  r e t u r n  t h a n  s o c i a l  c o n s u m p t i o n . "  See 
P a r t h a  D a s g u p t a ,  A m a r t y a  S a n  a n d  S t e p h e n  M a r g l i n ,  G u i d e l i n e s  
for P r o j e c t  E v a l u a t i o n  (United N a t i o n s  I n d u s t r i a l  D e v e l o p m e n t  
O r g a n i z a t i o n s ,  1972); "Stephen M a r g l i n ,  "The S o c i a l  R a t e  of 
D i s c o u n t  a n d  the O p t i m a l  R a t e  o f  I n v e s t m e n t , "  Q u a r t e r l y  
J o u r n a l  o f  E c o n o m i c s  ( F e b r u a r y  1963), pp. 9 5 - 1 1 1 ?  and M a r t i n  
F e l d s t e i n ,  "The S o c i a l  P r e f e r e n c e  D i s c o u n t  R a t e  in C o s t -  
B e n e f i t  A n a l y s i s , "  E c o n o m i c  J o u r n a l  (June 1964), c i t e d  in 
G l e n n  P. J e n k i n s ,  " E c o n o m i c  a n d  S o c i a l  A n a l y s i s  o f  P u b l i c  
I n v e s t m e n t  P r o j e c t s "  ( A u gust 1979).

A r n o l d  H a r b e r g e r  a r g u e s  t h a t  the d i s c o u n t  ra t e  s h o u l d  
be a w e i g h t e d  a v e r a g e  o f  t h e  p ’-e-tax r e t u r n  af p r i v a t e  
c a p i t a l  a n d  the a f t e r  tax r e t u r n  on s a v i n g s .  See A r n o l d  C. 
H a r b e r g e r ,  "On M e a s u r i n g  the S o c i a l  O p p o r t u n i t y  C o s t  of 
P u b l i c  F u n d s , "  P r o j e c t  E v a l u a t i o n  ( U n i v e r s i t y  of C h i c a g o  
Press, 19 7 2 ) ,  pp. 94-122.

O t h e r s  s u g g e s t  t h a t  i n t e r g e n e r a t i o n a l  e a u i t y  is s e r v e d  
by a low d i s c o u n t  rate, t h e r e b y  p l a c i n g  a h i g h e r  v a l u e  on 
b e n e f i t s  for f u t u r e  g e n e r a t e  'r.s. S e e  T a l b o t  Page, C o n s e r v a­
tion a n d  E c o n o m i c  E f f i c i e n c y ,  A n  A p p r o a c h  to M a t e r i a l s  
P o l i c y  (The J o h n s  H o p k i n s  U n i v e r s i t y  Pre s s ,  1977), p a r t  3.

M o s t  of t h e s e  p r o p o s a l s  a d d r e s s  the ra t e  to be u s e d  
w h e n  e v a l u a t i n g  p u b l i c  e x p e n d i t u r e  p r o q r a m s ,  w h e n  the r e s o u r c e  
for the p r o j e c t s  c o m e  f r o m  a c l o s e d  e c o n o m y .  For a local 
o r  s t a t e  g o v e r n m e n t  w h i c h  b o t h  i n v e s t s  and b o r r o w s  funds in 
n a t i o n a l  a n d  i n t e r n a t i o n a l  m a r k e t s ,  it: is r e c o m m e n d e d  that 
the d i s c o u n t  r a t e  be tied to e i t h e r  b o r r o w i n g  costs, or  the 
e x p e c t e d  r e t u r n  o n  g o v e r n m e n t  i n v e s t m e n t s  in s e c u r i t i e s .
See M u s g r a v e  a n d  M u s g r a v e ,  P u b l i c  F i n a n c e in T h e r  v and 
P r a c t i c e , p. 193.
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The State of Alaska's budget decisions are made in a unique 

environment. Citizens do not pay taxes. Oil production, mostly from 

just one oil field— Prudhoe B a y — provides the government with a fabulous 

source of money. Revenues are not set to match expenditures, but 

rather are taken as given (the major variable in longer range revenue 

forecasting is the investment return from savings of current revenues).^

Money is spent on programs that would never be seriously considered 

in the pre-Prudhoe Bay era. Capital plums, like new sports and cultural 

facilities, road and street improvements, docks, boat harbors, and other 

infrastructure projects are showered on communities like pennies from 

heaven. Virtually every non-profit civic group is hustling the legislature 

for grants. T he business community is demanding, and receiving, low- 

interest loan programs, subsidizing hotel builders, miners, farmers, 

fishermen, fish processors, timber companies, and just about everyone 

else who can find a place at the trough. Homebuyers are receiving 

interest subsidies which total four times the state expenditures for 

Aid to Families with Dependent Children.

Concern over the explosion of state spending is widespread. 

Appropriations are seen as Wasteful and extravagant. Looking at the 

capital budget, former Commissioner of Revenue Eric Wolforth said, "I'm 

terribly afraid this state is building infrastructure or going to build 

infrastructure, that number one, really isn't what people had in mind,

and secondly, wil] be terribly costly to operate and really inappropriate

2
to the population level . . . [when these things) will be on stream."

A N A L Y S I S  A N D  B U D G E T  R E F O R M

Introduction



People complain about spending money on "frivolous" projects, while "basic

needs" are ignored.^ There is a major debate over how much w ealth should

4
b e  saved for future generations. Serious questions about distributional

equity are emerging. Some observers say the oil money is fundamentally

chang i n g  the social fabric of the state. According to Groh and Gardiner:

Government is creating sharp divisions in our society between 

those lucky enough to get state loans, state jobs, or state 

contracts, and those who are n ot so fortunate. The lobbyist 

is replacing the prospector, the trapper and the fisherman as 

the symbol of the Last F r o n t i e r . 5

At least three approaches to "budget reform" have gained a follow­

ing. First, there is b r o a d -based (although not unanimous) support for 

some type of a constitutional limit on state spending. Secondly, there 

has been periodic interest ir. various schemes to "privatize" Alaska's oil 

w ealth (taking it away from the government and putting it directly in 

the hands of citizens). Third, there are muted, but growing, calls for 

better planning, wider use of cost benefit evaluation, and other 

administrative reforms.

The 1981 proposa. r a constitutional limit on state spending 

puts a 52.5 billion cap on state spending, subject to: the requirement

that one third of the limit be devoted to capital projects; adjustments 

for inflation and population changes; and several "exemptions," or as 

critics say, "l o o p h o l e s ." The "limit" was adopted by the legislature 

after a long and acrimonious debate and represents a compromise between 

those who want to spend the state's wealth now on large capital projects 

and loan subsidies, and those who want to save a large share of today's 

oil revenues for future generations of Alaskans. The "cap" is large,

more than 56,000 per capita, and the exemptions are so extensive, that

6
one wonders how important the "limit" will be m  practice.



The "privatization" schemes are numerous. In 1980 the legislature 

adopted Governor H a m m o n d’s plan to distribute to citizens half of the annual

e arnings from the A l aska P e rmanent Fund. The money was a l located on

the basis of residence (one "share" for every year of residency since 

s t a t e h o o d ) , a p r ovision which predictably led to a legal challenge.

Before and after the Perm a n e n t  Fund Dividend p r o g r a m  have b e e n  p r oposals 

to establish the A l aska General Stcck O w n e r s h i p  Plan (AGSOC), the Portfolio 

of Alaska Citizen Enterprise (PACE), royalty trusts, and distribution of 

the proceeds from the sale of royalty oil. So far none of the direct 

distribution plans have gotten of"' the ground, m e  in no small p a r t  to 

the difficulty of defining the beneficiaries, coping with tax problems, 

and avoiding a reduction in social welfare benefits for poor people.

Direct distribution of some sort or another remains an intriguing and 

important option, however, a n d  will continue to receive serious attention.'7

This paper will not d i s cuss in detail either of the first two

"reforms," but rather will explore the third— namely, h o w  can the state of

Alaska improve its priority setting process through administrative reforms. 

That is, what contributions can be made through better planning, cost 

b e n efit evaluation, and other methods of analysis, and under what c i r c u m­

stances are these contributions likely to flourish?

The Pole of Analysis in Policy Ma k i n g

Planning, cost benefit analysis, post hoc evaluation, forecasting, 

and any number of other analytical methods are part of an effort to use 

the tools of "science" to improve the policy-making process. The degree 

that such efforts are successful is determined by a multitude of factors, 

including the competence of the practitioners, the resource d e v o t e d  to 

the analysis, the availability and reliability of data imputs, the 

validity, relevance and limitations of theoretical models, the credibility

3



wh i c h  the analysis is u n d ertaken and presented.

Given the nature of the ingredients which determine the u s e f ulness

of analysis, it is not surprising that m a n y  government d e cisions are made

w i t h  little or none of the formal types of "systematic" analysis which the

social sciences have deve l o p e d  over the years. Indeed, as L i n d b l o o m

and others have argued, there should be no a p riori assumption that

analytical efforts will necess a r i l y  improve a given decision-making

process. Coin flipping, drawing straws, bargaining, voting, or ot h e r  non-

8
analytical methods of m aking c h o ices may be preferred. L indbloom and

Cohen use, as an example, the dilemma faced by a group of people, who,

having decided to dine together, have trouble choosing a restaurant.

They can shortcut or b y p a s s  an analysis of the available 

restaurants and of their o wn prerer e n c e s  simply; by the act of 

delegation to one among them. . . . Th a t  simple m ethod of inter­

action will achieve a decision. . . . The d e legated p erson can 

make a choice, if he wishes, impulsively, according to his own 

preferences, as arbitrarily as he pleases. He may, of course, 

turn to analysis, just as lie may turn to a toss of a coin. In 

any case, the group solved its p r o b l e m  with the act of 

d e l e g a t i o n .9

G overnment officials use many such alternatives to make policy 

choices. Detailed "systematic" analysis of a particular p r o blem can be 

costly and time consuming, and Lhe benefits may not justify the effort.

It is also widely recognized that there are many policy problems which 

cannot be resolved by analysis alone. The debate over the proper b e n efit 

level for Aid to Families wit h  Dependent Children, the optional services 

to be prov i d e d  under the state medicaid program, a nd tna special health 

and housing benefits provi d e d  to veterans are decisions which involve 

value judgments about income d s i t r i b u t i o n . Although economists and other 

social scientists have recommended techniques for deriving "social 

w elfare functions," it is fair to say that these proposals remain little

4

given to outputs b y  decision makers, and the political e n v i r onment in



more than academic e x e r c i s e s — without a demonstrated record or usefulness

10
in the real world.

This is not to say that analysis has nothing to offer when income

distribution or other such issues are considered. Indeed, some of the

m a s t  impressive examples of the contribution of "policy analysis" can

be found in the ambitious experiments in Seattle, N e w  Jersey, a nd elsewhere

11
on the proposed negative income tax. .<ecent research by the Rand 

Corporation on the impact of copayments and other changes in the Medicaid 

program will undoubtedly be weighed in debates about the future of that 

program. It's simply that analysis is just one of many imputs to a 

policy decision.

For example, with regard co the AFDC issue, policy makers will 

be interested in the analyst's prediction of the impact of a change in 

the benefit scheme on migration, work incentives, or even on family 

structures. But these considerations will be weighted against a number 

of other factors, such as the political ; >wer of the recipients, competing 

demands on the public purse, and cultural or even religious values abort 

c h a r i t y .

The decision of when and h o w  much to invest in analysis is an

important one, and one that is rot answered by simply avoiding problems

that seem too "political," or fraught with value judgments. Indeed,

it is often precisely such instances where analytical tools can sharpen

the debate. Moreover, it is not necessary for the analysis to be represented

by "neutral" technicians. Partisan use of analysis, as a weapon in

13
a debate, is neither an unimportant or improper use. The question is not 

whether or not the tools of analysis can be manipulated. Obviously they 

can. But should controversial issues be decided .ithout making attempts

5



to challenge the assertions and assumptions advanced by any party in the 

debate?

Ultimately, the decision to invest in analysis is one that is 

d e c ided by many factors, including those alluded to above, such as the 

cost and the likelihood of o btaining a "useful" output. There are also 

a number of reasons to suppress analysis. The immediate beneficiaries 

of an inefficient development p r o ject might oppose a cost b e n efit study 

out of fear that the conclusion will undermine political support for 

future funding. Legislators w ho want few b u d g e t  constraints over the 

short term may find '.t inconvenient to have the state institutionalize 

long-range fiscal planning. Certain real estate interests may not be 

happy wi*- , studo.es which examine the distributional equity of state housing 

programs.

Analysis a nd Budget Reform  in Alaska

Given that analysis is neither a '-'lbstituto for or even necessarily 

an essential element of the political decision-making process, what can 

be said about its contribution to improving the budget process in Alaska?

That is, what can budget reformers realistically expect from analysis?

On a general level, this question nas bern partly answered already. 

Under favorable circumstances, research c" ■ sort out fact from fiction, 

and narrow the debate by focusing less on "what i " and more on "what 

should be." The techniques of analysis can also be used to help policy 

m akers identify p r o g r a m  ends and distinguish the ends from the means.

By paying more attention to the importance of outputs, analysis provides 

a framework for comparing alternative strategies (imputs) to meet the same 

goals. Planning can help policy makers keep track of the .ger run 

consequences of decisions made today. Cost benefit evaluation can help to 

identify inefficient programs and perhaps just as important, provide

6



a powerful rationale to end them. Analysis can also help to illuminate 

the distributional consequences of state spending.

To apply these principles to specific b u dget issues, two important 

p o l i c y  questions are exam ned below.

1. How much should we spend, and how much should we save?

Alaska's revenue stream is "lumpy." For the next seven to ten 

years revenues will be very large, declining rapidly thereafter. Policy 

m akers can spend the revenue as rapidly as it comes in or save some for 

the future. The ques t i o n  is, just how much should be saved?

I have argued elsewhere that the state of Alaska needs to develop

14
better long-term revenue and expenditure planning. The state currently 

makes long-term revenue projections. It has also analyzed trends in 

spending, although not in any systematic fashion. The primary shortcoming 

of tiie revenue forecasting models is the failure to incorporate the 

importance of spending on future revenues. Tha t  is, to make explicit the 

•t o ,act that a particular spending strategy has on future revenues. There 

art -wo important aspects of this problem.

First, it is argued that certain state-funded projects will create 

economic development, provide a broader tax base, and when needed, a 

further source of tax revenue for the government. While there is no doubt 

that there is some merit to this argument, in the qualitative sense, the 

interesting question is a quantitative one. Planners should make some 

effort to pla> parameters around the relationship. It is not necessarily 

important that planners make accurate estimates. Some range of s e n s i t i v ;ty 

analysis alone is likely to make an enormous contribution to the debate. 

Policy makers will then have some idea of the rate of return from state 

investments which would be necessary to replace a given amount of oil

7



revenues. This information in turn is useful in project evaluation.

The second issue is the size of the state's "savings" p o r t f o l i o  

and the rate of return earned on its investments. Today c u r rent oil 

revenues represent about 95% or all state revenues. But over time, an 

important source of new revenue could be the earnings from "savings."

A particular spending strategy today will determine the amount of "savings" 

available to earning interest on in the future. Therefore, it is

impossible to forecast future state revenues without making assumptions

about spending trends. The spending trends, however, are a policy 

variable. The state can m odify its spending levels as it suito.

Long-term revenue forecasts should include scenarios which are based on 

different state spending strategies, so that policy m akers have a more 

concrete idea of the trade-off between current and future spending.

Remarkable as it seems, the Sta^e of Alaska has made no systematic 

attempt to incorporate either of these two features into its long-term 

revenue forecasting models. There can be no doubt that to do so would 

add a powerful dimension to the debate over current spending levels.

But while the improved revenue forecasting efforts are an important 

p l a m i n g  tool, there is still no obvious answer to the original questi n —

how nuch to save and how much to spend? Economists might suggest that

analys s identify the return on the marginal dollar of state e xpenditure 

and compare it to a "social disc o u n t  rate," which represents the society's 

prefc cnee for current over future benefits.

Logical and rational as this prescription is, it is unlikely to 

be a useful decision rule, for a number of reasons. First, such an 

approach assumes that analysts can accurately measure the rate of return 

on state expenditures. As we shall see later, this is easier said tl an 

done. Second, there is little consensus as to how to derive the "social

8
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discount rate." Moreover, a single "social" discount rate obscures

the heterogeneous nature of individual discount rates. Wealthy people,

for example, are likely to have lower discount rates than p o o r  people.

There is even an argument that tody'as citizens do not have an ethical

right to make consumption choices that will affect future generations

of citizens, and a counter argument that the welfare of future generations

is less important since they can expect to be better off due to tech-

i nological progress. Finally, even if the measurement of benefits and

discount rates could be e s t i m a t e d  within reasonable ranges, there is the

complication of current citizens who want to migrate. As stated by

® Matthew Berman:

The discussions of a "social rate of discount" leaves out 

one basic point that lies at the root of [the] ]ong-range 

planning problem. A substantial fraction of the population 

! see the state's revenues as a mechanism [indirect, of course]

for the creation of private wealth. The problem with locking 

it away in an untouchable fund [savings] is that they may v.ant 

to leave the state at some time in the future and will not be 

able to t£.ke their share with them. Or, alternatively, if the 

wealth is not privatized, citizens will not have the ability to 

bequeath the benefits to heirs not living in Alaska. Such a 

desire for mobility may have a strong influence over the politics 

of the Permanent F .nd, even if It never becomes explicit. The 

challenge with long-range planning is to coine to grips with 

this problem rather than continuing to pretend that it doesn't 

e x i s t . 16

Berman's comment reveals a great drtl about the nature of the 

j controversy. The dispute is largely distributional, and how one feels

about the size of the budqet is in part determined by how much one 

expects to gain from a rapid rate of state spending. Moreover, expected 

tenure in Alaska is only one consideration. In a sense, the "marginal"

■ dollar of state expenditure is found in the capital budget (see

Appendix, The Budget Process), and in particular, in public works 

and loan subsidies. Cutting the budget means cutting back on these

programs and, therefore, taking more away from some citizens than



others. Some amount of p o l arization is expected, regardless of the amount 

or q u a lity of analysis.

The ultimate deci s i o n  on spending will thus b e  influenced, but 

not decided, on the basis of analysis. The most useful role of analysis 

is p r o v i d i n g  long-term revenue forecasts which illustrate the impact of 

different spending strategies. Attempts to compare the return on the 

marginal state expenditure to the "social discount rate" are more problematic 

but. still helpful, if for n o  other reason than to make a po i n t  of the 

efficiency considerations. The distributional issue o b v i o u s l y  m a t ters to 

decision makers. Analysts can contribute to the debate by focusing on 

the distributional issue in more detail. Partisans w ho want to save 

w e a l t h  for future generations would be wise to use all three elements of 

the analysis as ammunition in the debate. Partisans w h o  wan t  to spend 

the state's oil revenues as rapidly as possible have an interest in 

suppressing such analysis.

2. What to spend the money o n ?

Sorting out spending priorities is undeniably a political 

process. Just as undeniable, planning, cost benefit evaluation, and other 

m e t hods of analysis have a contribution to make. To b etter understand 

the role of analysis, we examine the changes in the process b r o ught about 

by analysis.

One of the mo s t  avoidable spending problems is "back of the 

postcard" budgeting. The gove r n o r  sends down a budget. A legislator 

decides that the budget isn't big enough, or at least, the a ppropriations 

for her district aren't large enough. The governor loses the battle 

over spending constraints, and dozens or hundreds of n e w  projects get 

dumped into the budget at the last minute. Many are "back of the postcard" 

projects. That is, they are projects which constituents lobbied the

10



legislator for, chosen on an ad hoc basis, often with little or no b a c k-up

on need, feasibility, or effectiveness.

This s ystem h a s  e v o lved for a number of reasons. Whe n  the dam

breaks and the money is suddenly available, legislators m a y  have few

alternatives. T he legislator m a y  also prefer a s ystem w h i c h  gives her

great discretionary (patronage) power.

The o b v ious s h ortcomings of "back of the posccard" budg e t i n g  can

be overcome through planning. T he administration should ha v e  a v ailable

a much greater list for projects than those for which funding is requested.

If the budget is to grow, p r o j e c t s  of a lower priority can be included.

Dave Rose argues that the state should carry out a needs assessment,

and through "good" b udgerary review, p u t  together a laundry list of

projects that deserve funding at some point over the ne x t  five years.

As a politician, this is gonna be good for me . . . 

we're gonna build the project, we're gonna bu i l d  the bridge 

from South Naknak. Now the political question is when do we 

build it. Is the o u t  year 87, or do we move it up to 82?

But at least it's a focused type of project wh e r e  everyone 

agrees that yes, it's necessary. The only d i s a g r e e m e n t  is on 
timing.17

Economists don't like the concept of needs assessment, because

they find "need" a slippery item which defies objective analysis. Without

some appreciation of the scarcity of resources, it is impossible to

18
make distinctions between "needs" and "wants." But if one thinks about 

needs assessment as a process, it may very well help to identify 

"opportunity costs." A systematic attempt to indentify the state's 

"needs" over the next five or ten years would put many o f  today's 

spending requests into p erspective by drawing attention to the m u ltitude 

of spending requests the state will face over time. It will be harder 

to disregard the argument that funding an additional p r o ject today will 

mean one less project c an be funded tomorrow.

11



In a d d i t i o n  to driving hom e  the notion of "opportunity cost," 

a well-designed needs assessment can open up the p r i o r i t y  setting proce£ 

to wider p a r t icipation by local government officials and citizens. 

Legislators, from single member districts will find that constituents 

take a greeter role in the priority setting process, and the worst 

patronage abuses may be reined in.

Being more systematic about how funding requests 're assembled

can help to get a handle on the d e mand for public funds, but decision

makers must still make choices b e t ween the many competing demands.

One of the mos t  powerful tools for reforming the prio r i t y  setting

process is cost b e n efit analysis. However, like other analytical

tools, it has limitations. It uses resources itself, and as Budget

Director Ron Lehr observes, "it's necessary to mak e  a cost benefit

19
analysis of cost b e n e f i t  analysis." T he resource constraint is more 

than money. T r a ined personnel are also in short supply.

Moreover, cost benefit analysis is only useful if you can measur 

the costs and benefits. The task is easy enough whe n  the costs can 

be measured in dollars, and the benefits are housing units built, or 

kilowatts of electricity. But how about when the costs of a road includ 

the penetration of a pristine environment, or the destruction of a 

subsistence way of life? Or how does one measure the benefits of 

emergency health services, education, or police protection?

In fact, economists have designed a number of ingenious ways 

to quantify such items. It's hard to ignore, however, the biases 

and implicit values which are built into such efforts. First, if it's 

hard to quantify, the odds of being left out of the analysis is that 

much greater. Second, a great deal of emphasis is put on an i n d i v i d u a l’ 

ability to pay, or earning capacity. For example, the value of a human



life is typically m e a s u r e d  by the future earnings foregone. Using this

standard, saving a man's life yields more benefits than saving a woman's

life. Whites are mo r e  valuable than blacks, a nd young people more

valuable than the elderly. A retired person might be worth nothing, or

even have a negative value. While earnings foregone provide a convenient

20
yardstick, it's hardly a value-free standard.

The benefits of education are also frequently measured by future 

earnings. Education is assumed to influence labor productivity. Wages 

are assumed to equal the marginal product of labor. If more education 

leads to higher i n c o m e , the difference in earnings is the economic 

b e n e f i t  from education. But a theory that seemed relatively straight- 

forw, _d twenty years ago has seen a number of serious challenges, 

and researchers today can't agree what difference, if any, education makes 

in productivity or wages. Do people get ahead because they are more 

productive, or is social class or luck more important? Does education 

provide training, or is it simply a screening device for employers? Do 

wages reflect the marginal product of labor, or is the job market 

segmented into a competitive and a "protected" sector, where job ration­

ing determines earnings?* ^

Moreover, what does this theory tell us about the benefits of 

educating the handicapped? Should we restructure >ur curriculum to 

reduce emphasis on those subjects, like philosophy, music, or ethics, 

which are unlikely to lead to high-paying jobs? And what about the

external benefits to society from a better educated citizenry; should

22
they be ignored because they can't be mea .i.red?

One way to overcome some of the measurement prcblems is to 

present the benefits as the program outputs, rather than attempt to 

convert everything to dollars. Lives saved are the benefit measure,
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to be compared a g a inst the costs of a program. For example, a study of

a health p r o gram might show that it costs $30,000 to save =» life through

an extension of emergency health services, but only $1,500 for p r o g r a m

of screening and preventative health. People might still p refer to

spend the $2J,000 on the emergency health program rather than tl.i

$1,500 on the preventative h ealth program, b ut the cost b e n e f i t  study

will have deepened cur u n d e rstanding about the p r o blem of providing

2 3
efficient health care services.

Other examples of output measures might include achievement

scores for education benefits, families raised from poverty, or changes

24
in some form of "social indicators" index. W i l liam G o r h a m  argues that

efforts to compress all benefits from social programs into monetary

terms causes "a great deal of violence . . .  to their inherent

25
heterogeneity, and useful information is suppressed." Tire use of 

output measures provides "trading terms" for devoting resources to d i f­

ferent purposes. "The decision maker will be better off because lie 

will be comparing not imputs but rather alternative outcomes of resource 

added to education, to health, or to other social programs."*

Another thorny problem Lor cost benefit anal y s i s  is income 

distribution. Typically, projects provide both public and private 

benefits, and in some cases, entirely private benefits. Cost benefit: 

analysis, in its most common application, meas u r e s  net qains for the 

•society as a whole. In Aaron '.Jildavsky's words, "this means that the

costs to whomever may incur them should bo less than the benefits to

27
whomever may receive them." But it income distribution matters to 

policy makers, and who would argue that it doesn't, this simple wealth- 

creating criterion is not sufficient. Th a t  in, analysts should pay



attention to whether society as a whole gains or loses, and also how

the gains and losses are distributed.

By introducing another objective, the task of the analyst is

made much mor e  difficult. Should a project which yields positive net

b enefits be disqualified because of the distributional consequences?

Or conversely, should a project which has an overall negative net benefit

yield be allowed to qualify o n  the basis of distributional considerations?

Should benefits or costs to different groups be weighted to reflect

distributional values? Should income distributional considerations be

treated as constraints, and, if so, what "shadow price" are we willing to

pay for a given change in income distribution?

While it is relatively simple to argue in the abstract that

d istribuitonal considerations are important, the task of providing

practical criteria or standards for use in cost benefit analysis is very

h I'd. Most of the models for doing so are still experimental and con- 

2B
Lroversial. is the absence of satisfactory analytical tools for 

plugging distributional objectives into the cost benefit equation 

reu on enough to ignore them.' Maybe the answer would be • es, if this 

wore t ho only option available. But there are ample o p p o rtunities for 

distribution to be "counted" in the budget m aking p r o c e s s — so long as 

the distributional consequences of programs ire known. That is, it may 

be loss important for the analyst, to estimate or predict h ow the d i s­

tributional weights would be applied by policy makers than to spell out 

just who the winners and losers are.

The distributional issue is by its very nature political.

Analysts can attempt to derive social welfare functions which say who 

should win, but tins effort is unlikely to be as valuable js better 

ut mates of w ho d o e 3 win. N o t  only does the analysis give policy makers

15



better information upon which to make choices given their own values, 

but it also serves as an important weapon in the b udget debate by 

challenging the legitimacy of claimants.

Summary

In general, planning and cost benefit techniques have a role 

to play in allocating state resources between competing projects, but 

that role is c o n s t rained bot h  by the practical dictates of political 

forces and the real limitations of the analytical models. The political 

constraints are important, and planners and analysts who lack a sensitivity 

to both the pitfalls and the opportunities p r esented .n the political 

process will be ineffective in exploiting the best contributions that 

analysis can make. This much is well known already.

Less understood are the limitations of the analytical techniques 

and the degree t ' which "what is" and "what should be" are melted 

together in the "scientific" process. Value judgments are made in the 

explicit ways discussed above, such as the attempt to measure the loss of 

a human life through earnings foregone, and also in more subtle ways.

The most important normative role for the policy ma k e r  or the analyst 

is to frame the question itself. As stated by Q u a d o , "the difficulties 

lie in deciding what ought to be d o n e — not simply h o w  to do it--and 

honors go to people w ho . • find out what the problem is."*''* Does the

stat e want to create joL t Does it want to create jobs for residents?

Dues it want to create luqh-pnying jobs with good career prospects?

Are jobs a means of raising incomes, an essential training opportunity, 

an ordeal necessary to qualify for sharing in oil wealth, or an end in 

themselves? Depending upon the chosen objective, a given state employment 

program W i l l  look good or bad. The answers ire d e t e rmined as much by

16



the questions as the data. Moreover, the p r o cess of d e f i n i n g  obj e c t i v e s

is a dynamic one which is m o d i f i e d  by the results of the analysis. 1'n

Wildavsky's words, "most people do not know wha t  they want, when what

30
they want is compared to wha t  they can get."

Because it is so hard to eliminate the role of values it is 

e ssential for policy makers to become both b e tter consumers and better 

managers of analytical imputs to the decision-making process. Those w ho 

make the effort to gain a deeper understanding of planning, cost benefit, 

and other techniques will be rewarded by access to powerful tools.

Despite many caveats presented above, rigorous analytical evaluation of 

budget priorities is a useful b ut woefully underused weapon for budget 

reformers. Cost benefit evaluation is well suited for those infrastructure 

projects like dams and roads which are designed to provide purely economic 

benefits. Quantification of the costs for a c hieving less q u a ntifiable 

benefits is still a major leap forward. For all its rough edges, cost 

benefit analysis is relatively helpful in identifying the wo r s t  "dogs" 

among projects, and when the right questions are asked, identifying 

how state spending priorities change the distribution of income. "Needs 

assessment," long-term revenue forecasting, and o t h e rplanning techniques 

are useful both in helping policy m akers understand the inevitable 

trade-offs between intertemporal spending decisions, and opening the 

priority setting process up for borader public participation.

Where analysis can provide limited assistance, policy makers are 

b etter off relying upon subjective judgements, culuural norms, rules of 

thumb, comparisons to other government entities, guesses, luck, arbitrary 

choices, or common sense. The trick is to know when an investment in 

analysis is worthwhile, and when it's just a waste 0 1 time. As a final 

note, it is important to remember there arc at least two dangers. First,

17



that investments in analysis w i l l  be chosen indiscriminately, with little 

sophistication as to how questions are framed, the implicit value judgements 

hidden in the assumptions, and h o w  useful outputs will u l t imately be.

Second, that the role of analysis will be ignored and underutilized.

Given the recent explosion of state spending, and the ad hoc m ethod of 

choosing spending priorities, A laska should be mos t  con c e r n e d  wit h  the 

second point.
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A p p e n d i x  

T h e  B u d g e t i n g  P r o c e s s  - 19 8 1

T h e  f o l l o w i n g  is a b r i e f  d e s c r i p t i o n  o f  the b u d g e t  

p r o c e s s  as it h a s  e v o l v e d  in t h e  p a s t  s e v e r a l  y e a r s .  T h e  

d i s c u s s i o n  is b r o k e n  i n t o  t h r e e  p a r t s ,  e a c h  d i s t i n g u i s h e d  b y  

t he n a t u r e  a n d  c h a r a c t e r  o f  d e c i s i o n  m a k i n g .  T h e y  i n c l u d e  

th e  o p e r a t i n g  b u d g e t ,  t h e  c o s t  o f  n e w  l e g i s l a t i o n ,  a n d  the 

c a p i t a l  b u d g e t .

The O p e r a  Ling B u d g e t

T h e  b a s i c  s y s t e m  for o r g a n i z i n g  a n d  p r e s e n t i n g  the o p e r a t­

ing b u d g e t  w a s  d e v e l o p e d  in 1 9 7 1  b y  the M A C  C o r p o r a t i o n ,  

h e a d e d  b y  G r a e m e  T a y l o r — a w e l l - k n o w n  n a t i o n a l  f i g u r e  in the 

p r o m o t i o n  o f  s y s t e m s  a n a l y s i s  a n d  P l a n n i n g ,  P r o g r a m m i n g ,  a n d  

B u d g e t i n g  S y s t e m s  ( P P B S ) . In r e c e n t  y e a r s  the a d m i n i s t r a t i o n  

h a s  i n t r o d u c e d  m o d i f i c a t i o n s  to the s y s t e m ,  i n c l u d i n g  an 

A l a s k a n  v e r s i o n  o f  z e r o - b a s e d  b u d g e t i n g .

It is a p r o g r a m  b u d g e t ,  p r e s e n t e d  in n i n e  b a s i c  c a t e g o r i e s  

E a c h  b u d g e t  c a t e g o r y  c o v e r s  a b r o a d  a r e a  of g o v e r n m e n t  s e r v i c e s  

a n d  m a y  i n c l u d e  b u d g e t  r e q u e s t s  for s e v e r a l  s t a t e  a g e n c i e s ,  

i n c l u d i n g  t h o s e  in d i f f e r e n t  d e p a r t m e n t s  o f  s t a t e  g o v e r n m e n t .  

C a t e g o r i e s  a r e  b r o k e n  d o w n  i n t o  45 " p r o g r a m s , "  w h i c h  a t e  in 

turn d i s a g g r e g a t e d  i n t o  275 " s u b p r o g r a m s , "  a l s o  k n o w n  as 

" b u d g e t  r e v i e w  u n i t s , "  o r  " B R U s " . "  F i n a l l y ,  B R U s  a r e  b r o k e n  

d o w n  f u r t h e r  to 600 " c o m p o n e n t s . "  T h e  i d e a  is to b r i n g  

t o g e t h e r  v a r i o u s  a g e n c i e s  a n d  p r o g r a m s  w h i c h  d e a l  w i t h  a 

c o m m o n  p r o b l e m ,  so t h a t  the p r i o r i t y  s e t t i n g  p r o c e s s  d e a l s



w i t h  t h e  p a r t s  in a c o m p r e h e n s i v e ,  r a t h e r  t h a n  p i e c e m e a l  way. 

T h e  p r o c e s s  is s u p p o s e d  to p u t  e m p h a s i s  o n  t h e  p r o g r a m  o b j e c­

ti v e s ,  o r  " o u t p u t s "  a n d  a s k s  t h e  q u e s t i o n s — "is t h i s  t h e  

b e s t  s t r a t e g y  to m e e t  o u r  o b j e c t i v e s ? "  A n a l y t i c a l  t e c h­

ni q u e s ,  s u c h  as c o s t  b e n e f i t ,  o r  c o s t  e f f e c t i v e n e s s  a n a l y s i s  

are, in t h e o r y ,  i n t r o d u c e d .  S u p p o r t e r s  o f  the p r o g r a m  b u d g e t  

i n g  c o n c e p t  a r g u e  t h a t  i t  p r o v i d e s  a r a t i o n a l  f r a m e w o r k  to 

r e v i e w  s t a t e  s p e n d i n g ,  b e c a u s e  it c o n s i d e r s  s i m u l t a n e o u s l y  

a l l  g o v e r n m e n t  a c t i v i t i e s  w h i c h  a f f e c t  a p a r t i c u l a r  s t a t e  

p o l i c y  o b j e c t i v e .

In r e c e n t  y e a r s  t h e r e  h a v e  b e e n  c h a n g e s  in the t i m i n g  

a n d  o r g a n i z a t i o n  o f  t h e  b u d g e t i n g  p r o c e s s .  In 1979 the 

g o v e r n o r  i n t r o d u c e d  the " P o l i c y  B u d g e t , "  as a p r e l i m i n a r y  

p r i o r i t y  s e t t i n g  s t e p  b e f o r e  t h e  " D e t a i l  B u d g e t "  w a s  p r e p a r e d  

In 19 8 1  D e p a r t m e n t  h e a d s  w e r e  a s k e d  to p r o v i d e  an i n i t i a l  

" M a j o r  I t e m s "  m e m o r a n d u m  p r i o r  to the s u b m i s s i o n  o f  e i t h e r  

the " P o l i c y "  o r  the " D e t a i l "  b u d g e t .

T h e  " m a j o r  i t e m s "  m e m o s  a r e  d u e  by  J u l y  1 a n d  a r e  

d e s i g n e d  to p r o v i d e  the g o v e r n o r  w i t h  " f e e d b a c k "  o n  b i g  

t i c k e t  i t e m s  "at a n  e a r l y  s t a g e  in the p r o c e s s . "  In his 

i n s t r u c t i o n s  to the c a b i n e t ,  the g o v e r n o r  s a i d : ^

If y o u  i n t e n d  to r e q u e s t  e i t h e r  s i g n i f i c a n t  n e w  p r o g r a m s  
o r  m a j o r  p r o g r a m  e x p a n s i o n s ,  p l e a s e  s e n d  a m e m o  to me 
s u m m a r i z i n g  w h a t  y o u r  r e q u e s t  is, a n d  w h y  y o u  b e l i e v e  
it is i m p o r t a n t .  A f t e r  r e v i e w i n g  t h e s e  m e m o s ,  I w i l l  
m e e t  w i t h  e a c h  C a b i n e t  m e m b e r  to d i s c u s s  the p r o p o s a l  
a n d  m a k e  a d e c i s i o n  w h e t h e r  the item(s) s h o u l d  be 
i n c l u d e d  as  d e p a r t m e n t a l  r e q u e s t s  in the . . . P o l i c y  
B u d g e t .  . . . [This] d o e s  n o t  g u a r a n t e e  i n c l u s i o n  
in m y  . . . b u d g e t ,  b u t  i n s t e a d  w i l l  i n d i c a t e  th a t  I 
w o u l d  like to r e v i e w  the p r o p o s a l  in m o r e  c o m p l e t e  f o r m  
in the . . . P o l i c y  B u d g e t .



T h e  P o l i c y  B u d g e t  is t h e  n e x t  step. A g e n c i e s  m u s t  s u b m i t  

p a p e r w o r k  b y  A u g u s t  10 t o  t h e  D i v i s i o n  o f  B u d g e t  a n d  M a n a g e­

ment. B r o a d  s p e n d i n g  p r i o r i t i e s  a r e  s h a k e n  d o w n  in t h i s  stage. 

A g e n c i e s  a r e  e x p e c t e d  to  d e t a i l  t h e  p r o g r a m  o u t p u t s ,  in 

m e a s u r a b l e  t e r m s ,  a n d  r e l a t e  t h e s e  to a s e r i e s  o f  " P o l i c y  

T h e m e s . "  In 1 9 8 3  t h e s e  " P o l i c y  T h e m e s "  i n c l u d e d  s u c h  b r o a d

4- • 2t o p i c s  as:

• T o  e n h a n c e  a n d  p r o t e c t  the q u a l i t y  o f  l i f e  o f  A l a s k a n s  
a n d  to e n a b l e  A i a s k a n s  to a c h i e v e  t h e i r  f u l l  p o t e n t i a l .

• T o  e n h a n c e  t h e  s a f e t y  a n d  s e c u r i t y  of  A l a s k a ' s  
p o p u l a t i o n .

c To  e n c o u r a g e  e c o n o m i c  d e v e l o p m e n t  w h i c h  o f f e r s  
l o n g - t e r m  n e t  b e n e f i t s  +-o A l a s k a n s .

T h e  p o l i c y  b u d g e t  is e v a l u a t e d  by the g o v e r n o r ' s  b u d g e t  a d v i s o r s

a n d  p r i o r i t i e s  a r e  s e t  a m o n g  p r o g r a m s  so t h a t  the t o t a l

b u d g e t  d o e s  n o t  e x c e e d  the a m o u n t  a u t h o r i z e d  b y  the G o v e r n o r .

D e c i s i o n s  a r e  f i n a l i z e d  b y  S e p t e m b e r  18.

T h i s  is f o l l o w e d  b y  the " D e t a i l e d  B u d g e t " — a d o c u m e n t

w h i c h  f l e s h e s  o u t  the p r o q r a m  a n d  d o l l a r  a m o u n t s  in the

P o l i c y  B u d g e t .  W h e r e a s  t h e  P o l i c y  B u d g e t  o n l y  b r e a k s  d o w n

b u d g e t  r e q u e s t s  to the B 3 U  level, the D e t a i l  B u d g e t  g o e s

the o n e  s t e p  f u r t h e r  to the " c o m p o n e n t "  l evel a n d  p r o v i d e s

m o r e  s p e c i f i c  i n f o r m a t i o n  a b o u t  a g e n c y  a c t i v i t i e s  a n d  b u d g e t

o u t l a y s .  T h e  D e t a i l  B u d g e t  is a g a i n  r e v i e w e d  b y  the g o v e r n o r ' s

b u d g e t  a d v i s o r s ,  a n d  f i n a l  a d j u s t m e n t s  a r e  mac.: in s p e n d i n q

p r i o r i t i e s .

In J a n u a r y  the g o v e r n o r ' s  b u d q e t  is f i n a l i z e d  a n d  f o r m a l l y  

s u b m i t t e d  to the l e g i s l a t u r e .  By t h i s  t i m e  a m a s s i v e  a m o u n t

3



o f  i n f o r m a t i o n  h a s  b e e n  a s s e m b l e d .  T h e  c o m p l e t e  1 9 8 3  o p e r a t­

in g  a n d  c a p i t a l  b u d g e t  i n c l u d e d  s o m e  3 0 , 0 0 0  p a g e s  o f  n u m b e r s ,  

f o r m s ,  e x h i b i t s ,  a n d  n a r r a t i v e ,  a n d  w a s  b o u n d  in 63 b i n d e r s .

A t  l e a s t  o n e  a d m i n i s t r a t i o n  o f f i c i a l  b e l i e v e s  t h a t  it c o n t a i n s  

" t o o  b l o o d y  m u c h  i n f o r m a t i o n . "  M o s t  l e g i s l a t o r s  o n l y  r e v i e w  

s u m m a r i e s  c f  t h e  b u d g e t .

T h e  l e g i s l a t u r e  g o e s  o v e r  t h e  g o v e r n o r ' s  b u d g e t  

m e t h o d i c a l l y ,  r e l y i n g  to a l a r g e  d e g r e e  o n  a s y s t e m  of s u b­

c o m m i t t e e s  for the n i n e  d i f f e r e n t  b u d g e t  c a t e g o r i e s .  Ii 

g e n e r a l ,  h o w e v e r ,  o n l y  s m a l l  c h a n g e s  a r e  m a d e  in t h e  g o v e r n o r ’s 

v e r s i o n ,  w i t h  t h e  m a j o r i t y  o f  d i s p u t e s  i n v o l v i n g  t h o s e  p r o­

g r a m s  w h e r e  a p a r t i c u l a r  l e g i s l a t o r  h a s  a n  i n t e r e s t ,  o r  w h e r e  

s o m e  p o l i t i c a l  a d v a n t a g e  is p e r c e i v e d  by t e m p o r a r i l y  c u t t i n g  

o n e  o f  the g o v e r n o r ' s  p e t  p r o g r a m s ,  t h e r e b y  i n c r e a s i n g  n e g o t i a t­

ing p o w e r  w i t h  the g o v e r n o r  o v e r  b u d g e t  v e t o e s .

C r i t i c s  o': the p r o g r a m  b u d g e t  a p p r o a c h  a l l e g e  t h a t  it 

p r o v i d e s  the a d m i n i s t r a t i o n  w i t h  too m a n y  o p p o r t u n i t i e s  to 

m a n i p u l a t e  the b u d g e t  p r o c e s s  a n d  " h i d e "  a p p r o p r i a t i o n s .

~n 1981 the l e g i s l a t u r e  p a s s e d ,  b u t  the g o v e r n o r  v e t o e d ,  

a b i l l  w h i c h  w o u l d  r e q u i r e  the s t a t e  to r e t u r n  to line i t e m  

a g e n c y  b u d g e t i n g ,  w h i c h  w a s  l a s t  u s e d  d u r i n g  the M i l l e r  

a d m i n i s t r a t i o n . *  M o s t  a r g u m e n t  o v e r  the p r o g r a m  v e r s u s  

a g e n c y  a p p r o a c h  to b u d g e t i n g  s t e m s  f r o m  s o m e  l e g i s l a t o r s '  

d e s i r e  to g a i n  g r e a t e r  c o n t r o l  o v e r  t h e  b u d g e t s  of s p e c i f i c  

a g e n c i e s  (as o p p o s e d  to p r o g r a m s ) .  It has n o t  h a d  m u r h  to 

d o  w i t h  the m e r i t s  of the a n a l y t i c a l  w o r k  w h i c h  is the b a s i s
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f o r  t h e  p r o g r a m  b u d g e t  a p p r o a c h .  I n d e e d ,  t h e  l e g i s l a t u r e  h a s  

g i v e n  s c a n t  a t t e n t i o n  to  t h e  q u a l i t y  o f  the a n a l y s i s  of 

b u d g e t  o b j e c t i v e s  a n d  a l t e r n a t i v e s .  In t h e  e y e s  of 

a d m i n i s t r a t i o n  b u d g e t  o f f i c i a l s ,  c e r t a i n  l e g i s l a t o r s  w a n t  

to " j e r k  p e o p l e  a r o u n d , "  a n d  see t h e  l i n e  i t e m  b u d g e t  as 

a b e t t e r  w a y  to f i n d  "t h e  s h o r t  h a i r s . "  D e s p i t e  t h e  g o v e r n o r '  

v e t o ,  t h e  i s s u e  is s t i l l  v e r y  m u c h  a l i v e .  O n  J u l y  31, 1981 

the C h a i r m a n  o f  c h e  H o u s e  a n d  S e n a t e  F i n a n c e  C o m m i t t e e s  

j o i n t l y  s i g n e d  a l e t t e r  a s k i n g  the D i r e c t o r  of  t h e  L e g i s l a­

tiv e  F i n a n c e  D i v i s i o n  to o b t a i n  w h a t e v e r  i n f o r m a t i o n  t h e y  

c o u l d  to r e a r r a n g e  t h e  g o v e r n o r ' s  p r o g r a m  b u d g e t  i n t o  a 

b u d g e t  w h i c h  is " a r r a n g e d  by a g e n c y  for r e v i e w  b y  the

s t a n d i n g  f i n a n c e  c o m m i t t e e s  d u r i n g  the 1982 l e g i s l a t i v e  

„ 5
s e s s i o n ."

T h e  a m o u n t  of the o p e r a t i n g  b u d g e t  has b a l l o o n e d  in 

r e c e n t  y e a r s .  In fy 1980 the l e g i s l a t u r e  a p p r o p r i a t e d  

$ 9 5 2 . 5  m i l l i o n  in o p e r a t i n g  funds. T h e  fy 1982 g o v e r n o r ' s  

b u d g e t  r e q u e s t  w a s  $ 1 , 7 7 6 .  5 m i l l i o n — an i n c r e a s e  o f  $82*1 m i l­

lion ii two ye irs. T h e  1981 p r o p o s a l  for a c o n s t i t u t i o n a l  

l i m i t  on  s t a t e  s p e n d i n g  w o u l d  l i m i t  the o p e r a t i n g  b u d g e t  

to t w o - t h i r d s  o f  $2 . 5  b i l l i o n ,  w i t h  f u t u r e  i n c r e a s e s  l i m i t e d  

to i n f l a t i o n  a n d  p o p u l a t i o n  i n c r e a s e s .  For 1981 the limit, 

h a d  it b e e n  in e f f e c t ,  w o u l d  h a v e  a m o u n t e d  to $ 1 . 6 7  b i l l i o n .  

A l t h o u g h  the l i m i t  w o u l d  h a v e  r e q u i r e d  a b o u t  $ 1 0 0  m i l l i o n  

in s p e n d i n g  c u t s ,  it still H o w s  a s t a g g e r i n g  a m o u n t  of 

s p e n d i n g ,  e q u a l  tc a b o u t  $ 4 , 1 2 8  p e r  c a p i t a .



F r o m  y e a r  to y e a r  t h e  l e g i s l a t u r e  c r e a t e s  n e w  p r o g r a m s  

w i t h  s i g n i f i c a n t  f i s c a l  i m p a c t .  In t h e  p a s t  t h e s e  w o u l d  

i n c l u d e  " e n t i t l e m e n t s "  s u c h  as t h e  l o n g e v i t y  b o n u s ,  M e d i c a i d ,  

o r  A F D C ,  p l u s  m a j o r  n e w  p r o g r a m s ,  s u c h  as  the s y s t e m  of  

g r a n t s  for e n e r g y .  F u t u r e  p r o g r a m s  m i g h t  i n c l u d e  the 

p r o p o s e d  s t a t e  h e a l t h  c a r e  s u b s i d i e s  f o r  m o d e r a t e - i n c o m e  

f a m i l i e s .  G e n e r a l l y  s u c h  p r o g r a m s  r e c e i v e  c o n s i d e r a b l e  

a t t e n t i o n  by l e g i s l a t o r s  a n d  t h e  p u b l i c .  In m o s t  c a s e s  

l e g i s l a t i o n  r e c e i v e s  at  l e a s t  o n e  c o m m i t t e e  r e f e r r a l  in 

a d d i t i o n  to the F i n a n c e  C o m m i t t e e ,  a n d  s e v e r a l  p u b l i c  

h e a r i n g s  a r e  held. M a j o r  p r o g r a m s  a r e  o f t e n  d i s c u s s e d  in 

p a r t y  c a u c u s e s  b e f o r e  f l o o r  v o t e s  a n d  r e p o r t e d  e x t e n s i v e l y  

in the n e w s  me d i a .  T h e  a d m i n i s t r a t i o n ,  if not the i n i t i a t o r  

o f  the p r o g r a m ,  is no' e l e s s  a k e y  p l a y e r  w i t h  the p o w e r  

o f  the veto, a n d  u s u a l l y  w e l l  r e p r e s e n t e d  in the p r o c e s s .

In 1981 the f i s c a l  n o t e  for n e w  l e g i s l a t i o n  w a s  $43 m i l l i o n —  

e q u a l  to a b o u t  2.5 p e r c e n t  of the o p e r a t i n g  b u d g e : .

T he C a p i t a l  P u d g e t

T h e  c a p i t a l  b u d g e t  c a n  .include a l m o s t  a n y  item, i n c l u d i n g  

t h o s e  w h i c h  a r e  n o t  c a p i t a l  e x p e n d i t u r e s  b y  a n y  s t r i c t  m e a n­

ing of the word. G r a n t s  to a ] o c a l  4 — H c l ub, a t r i p  to 

E u r o p e  for a h a n d f u l  wl v i l l a g e  c h i l d r e n  for c u l t u r a l  

e n r i c h m e n t ,  a s t a t e w i d e  tour of  the s y m p h o n y  o r  r e p e r t o r y  

t h e a t e r  o r  a p r o m o t i o n a l  e f f o r t  to h o s t  a w o r l d ' s  fa i r  in 

A l u ^ K a  all m i g h t  o n e  up in the c a p i t a l  b u d g e t .  T o  the m o r e

New L e g i s l a t i o n



e s o t e r i c  b u d g e t  i t e m s  d i s c u s s e d  a b o v e  a r e  a d d e d  h u n d r e d s  of  

p a r k  a c q u i s i t i o n s ,  s t r e e t  a n d  r o a d  i m p r o v e m e n t s ,  n e w  s c h o o l s ,  

s w i m m i n g  p o o l s ,  a n d  g y m n a s i u m s ,  w e a t h e r  s t a t i o n s ,  b o o k s  f o r  

l i b r a r i e s ,  a n d  a l m o s t  a n y t h i n g  w h i c h  c a n  c a t c h  the a t t e n t i o n  

o f  a f r i e n d l y  l e g i s l a t o r .

T h e  c a p i t a l  b u d g e t  h a s  a l w a y s  b e e n  a c a t c h - a l l  for 

l e g i s l a t i v e  g o o d i e s — a l t h o u g h  in r e c e n t  y e a r s  the s i z e  of 

the c a p i t a l  b u d g e t  h a s  g r o w n  at  a n  a s t r o n o m i c a l  r a t e — a n d  

th e  r e q u i r e d  " b a c k  up" o r  r a t i o n a l i z a t i o n  for p r o j e c t s  has 

r a p i d l y  d e t e r i o r a t e d .

In the p r e - b o n a n z a  b u d g e t  d a y s ,  the g o v e r n o r  w o u l d  

s u b m i t  a m o d e s t  b u d g e t  i n c l u d i n g  y o u r  g a r d e n  v a r i e t y  c a p i t a l  

p r o j e c t i o n s ,  m o s t  o f  w h i c h  w e r e  r o a d  or  o t h e r  i n f r a s t r u c t u r e  

p r o j e c t s .  T h e  g o v e r n o r  w o u l d  g e n e r a l l y  p i c k  i t e m s  o f f  a 

s i x - y e a r  c a p i t a l  i m p r o v e m e n t  p l a n ,  w i t h  s o m e  a t t e n t i o n  to 

the q e o g r a p h i c  a l L o c a t i o n  o f  p r o j e c t s .  I n d i v i d u a l  l a w m a k e r s  

w o u l d  t h e n  m a k e  s o m e  c h a n g e s .  T h e  m o r e  i n f l u e n t i a l  l e g i s­

la t o r s ,  i n c l u d i n g  the m e m b e r s  o f  tne F i n a n c e  C o m m i t t e e s ,  

w o u l d  u s u a l l y  g e t  m o r e  t h a n  o t h e r s ,  a l t h o u g h  it w a s  r a r e  to 

b e  o v e r l o o k e d  e n t i r e l y .  T h e  c a p i t a l  b u d g e t  a l s o  p l a y e d  a 

p o l i t i c a l  role, as it w a s  the p r i m a r y  tool for e n f o r c i n g  p a r t y  

d i s c i p l i n e  a n d  b u y i n g  v o t e s .  D e s p i t e  its a c k n o w l e d g e d  ro l e  

in p r o v i d i n g  the g r e a s e  to k e e p  the m a c h i n e  r u n n i n g  s m o o t h l y ,  

h o w e v e r ,  m o s t  l e g i s l a t o r s  w e r e  e x p e c t e d  to m a k e  a c a s e  for 

t h e i r  s p e c i f i c  p r o j e c t s .

In 1979 the s y s t e m  w a s  m o d i f i e d  in a n  i m p o r t a n t  way, 

w h e n  R e p r e s e n t a t i v e  R u s s  M e e k i n s ,  a t  the u r g i n g  o f  L e g i s l a t i v e



F i n a n c e  D i r e c t o r  J a y  H o g a n ,  i n i t i a t e d  a q u o t a  f o r  m e m b e r s  o f  

t h e  H o u s e  M a j o r i t y .  In t h a t  y e a r ,  t h e  f i r s t  f o l l o w i n g  t h e  

I r a n  c r i s i s  p r i c e  i n c r e a s e s ,  e a c h  m e m b e r  w a s  g i v e n  a b o u t  

$ 7 5 0 , 0 0 0  to a d d  to t h e  c a p i t a l  b u d g e t .  M e m b e r s  s u b m i t t e d  

li s t s ,  f r e q u e n t l y  as o n e  p a g e  m e m o s  o n l y  l i s t i n g  t h e  n a m e s  

of  p r o j e c t s  a n d  t h e  d o l l a r  a m o u n t .  The. r a t i o n a l i z a t i o n  for 

m a k i n g  t. a p o l i t i c a l  n a t u r e  o f  t h e  c a p i t a l  b u d g e t  m o r e  e x p l o i t  

w a s  t h a t  it w o u l d  b e  " f a i r e r "  t h a n  the p a s t  p r a c t i c e — as 

e a c h  m e m b e r  of the c a u c u s ,  a n d  h e n c e  t h e i r  c o n s t i t u e n t s ,  

w e r e  t r e a t e d  e q u a l l y .  M i n o r i t y  m e m b e r s  e i t h e r  h a d  to w o r k  

w i t h  t h e i r  S e n a t e  c o u n t e r p a r t s  o r  " s e l l  v o t e s "  to g e t  i t e m s  

i n .

In 1980 the n e w  s y s t e m  w a s  u s e d  a g a i n ,  o n l y  b y  n o w  the 

l i m i t  h a d  b e e n  r a i s e d  to a b o u t  $ 2 . 5  m i l l i o n  p e r  m e m b e r .

A g a i n ,  l i t t l e  b a c k - u p  w a s  r e q u i r e d  f r o m  m e m b e r s .

As the l e g i s l a t u r e  i n c r e a s e d  the d o l l a r  a m o u n t s  in 

the c a p i t a l  b u d g e t ,  it b e c a m e  t r a n s f o r m e d  f r o m  a modesx. b u t  

e s s e n t i a l  m e t h o d  of m a i n t a i n i n g  p a r t y  d i s c i p l i n e  to a m a j o r  

e x p r e s s i o n  o f  s t a t e  p o l i c y .  By 1982 the c a p i t a l  b u d g e t  

t o t a l e d  $ 2 . 2 7  b i l l i o n — a h a l f  b i l l i o n  m o r e  t h a n  the t o t a l  

o p e r a t i n g  b u d g e t  a n d  e q u a l  to a b o u t  $ 5 , 4 0 0  p e r  c a p i t a .

T h e  g o v e r n o r  p o r t r a y e d  h i m s e l f  as a f i s c a l  c o n s e r v a t i v e  

b u t  d i d  l i t t l e  to d i s c o u r a g e  the g r o w t h  of  the c a p i t a l  

b u d g e t ,  c h o o s i n g  i n s t e a d  to u s e  h i s  l i n e  i t e m  v e t o  p o w e r  as 

l e v e r a g e  to a c h i e v e  his m a j o r  l e g i s l a t i v e  p r i o r i t i e s .  T h e  

l a r g e r  the s i z e  o f  the c a p i t a l  b u d g e t ,  the m o r e  i n d i v i d u a l



l e g i s l a t o r s  h a d  a t  s t a k e ,  a n d  t h e  g r e a t e r  t h e  g o v e r n o r ' s  

a b i l i t y  t o  g a t h e r  v o t e s  f o r  m a j o r  p o l i c y  i n i t i a t i v e s .  H a m m o n d  

p r e f e r r e d  to t r a d e  h u g e  c a p i t a l  b u d g e t s  for l o n g e r  r u n  

o b j e c t i v e s ,  s u c h  as t h e  p e r m a n e n t  ^unc d i v i d e n d  p r o g r a m  

o r  the p r o p o s e d  c o n s t i t u t i o n a l  l i m i t  o n  s t a t e  s p e n d i n g .
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N o t e s

“''Governor J a y  S. H a m m o n d ,  " M e m o r a n d u m  to the C a b i n e t , "
J u n e  15, 1981.

2
T h e  G o v e r n o r ' s  " P o l i c y  T h e m e s "  a r e  s t a t e d  in t h e  P o l i c y  

B u d g e t  I n s t r u c t i o n s  as f o l l o w s :

1. T o  a c h i e v e  a s u s t a i n a b l e  l e v e l  of  n e c e s s a r y  p u b l i c  
f a c i l i t i e s  a n d  s e r v i c e s  w h i c h  in t h e  l o n g  t e r m  c a n  
be  f i n a n c i a l l y  m a i n t a i n e d  b y  A l a s k a ' s  c i t i z e n s .

2. T o  e n h a n c e  a n d  p r o t e c t  t h e  q u a l i t y  of l i f e  o f  A l a s k a n s
a n d  to e n a b l e  A l a s k a n s  to a c h i e v e  t h e i r  f u l l  
p o t e n t i a l .

3. T o  e s t a b l i s h  a n d  m a i n t a i n  a t a x  s y s t e m  w h i c h  e q u i t a b l y  
d i s t r i b u t e s  t h e  r e s p o n s i b i l i t y  for f u n d i n g  g o v e r n­
m e n t  s e r v i c e s .

4. To  s e l e c t  t h o s e  p u b l i c  s e r v i c e s  w h i c h  a r e  g e n u i n e l y
n e e d e d  b y  A l a s k a n s  a n d  w h i c h  c a n n o t  b e  p r o v i d e d
by  the p r i v a t e  s e c t o r ,  a n d  to p r o v i d e  t h e m  in 
an e f f e c t i v e  a n d  e f f i c i e n t  m a n n e r .

5. T o  e n h a n c e  t h e  s a f e t y  a n d  s e c u r i t y  of A l a s k a ' s
p o p u l a t i o n .

6. To  e n c o u r a g e  e c o n o m i c  d e v e l o p m e n t  w h i c h  o f f e r s  l o n g­
te r m  n e t  b e n e f i t s  to A l a s k a n s .

7. To  f o s t e r  the g r o w t h  of  a s e l f - s  .staining p r i v a t e
e c o n o m i c  b a s e  in r u r a l  c o m m u n i t i e s  , w h e r e v e r  
p r a c t i c a b l e .

8. T o  i m p r o v e  the a b i l i t y  o f  the p r i v a t e  m a r k e t  s y s t e m
to p r o v i d e  n e e d e d  g o o d s  a n d  s e r v i c e s .

9. T o  p e r p e t u a t e  a n d  to d i s t r i b u t e  e q u i t a b l y  to al]
A l a s k a n s  the b e n e f i t s  f r o m  A l a s k a ' s  p u b l i c l y  
o w n e d  r e s o u r c e  w e a l t h .

10. T o  p r o m o t e  t h e  r a t i o n a l  d e v e l o p m e n t  a n d  m a i n t e n a n c e
of f i s h  a n d  w i l d l i f e  for the l o n g - t e r m  e c o n o m i c  a i d  
s o c i a l  b e n e f i t s  o f  a l l  c i t i z e n s  of  A l a s x a .

11. T o  a c h i e v e  l o n g - t e r m  e n e r g y  s e l f - s u f f i c i e n c y .

12. T o  d e v e l o p  a n d  s u p p o r t  v i a b l e  l o c a l  g o v e r n m e n t  u n i t s .

J i m  S t a y ,  p e r s o n a l  c o m m u n r c a t x o n .
-5



: ■ ■ ■: ■ • — 
11

4 SB 17.

^ S a n a t u r  D a n k w o r t h ,  S e n a t o r  B e n n e t t ,  a n d  R e p r e s e n t a t i v e  
A d a m s ,  " L e t t e r  to Mr. J a y  H o g a n , "  J u l y  31, 1981.



T h e  A l a s k a  S p e c i a l  M o r t g a g e  L o a n  P u r c h a s e  P r o g r a m  

- Is the go a l  r e d i s t r i b u t i n g  i n c o m e  to the w e a l t h y ?

For the S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  

S e n a t o r  V i c t o r  F i s c h e r ,  C h a i r

J a m e s  P a c k a r d  L o v e *  
H a r v a r d  U n i v e r s i t y  
D e c e m b e r  1, 1981

*T.ne a u t h o r  w o u l d  1 ike to a c k n o w l e d g e  the c o i . L l  i b u t i o n  
o f  Dr. M a t t  B e r m a n  o f  the I n s t i t u t e  for S o c i a l  E c o n o m i c  
R e s e a r c h ,  w h o  o r i g i n a l l y  r a i s e d  the i s s u e s  d i s c u s s e d  in the 
p a p e r .



In the past four years the State of Alaska has experienced a dramatic 

influx of revenue from production of oil in the prolific Prudhoe Bay oil 

field. As a direct result of this change in financial fortunes many govern­

ment programs and services have been expanded, including programs which 

provide subsidies for housing. The lion's share of all state housing invest­

ments now go to a program which provides low interest loans for homebuyers.^ 

This memorandum explores the distributional consequences of the allocation 

of housing subsidies, plus the impact of the program on housing and land 

prices and on the quality and quantity of housing stock.

Income Distribution

The Alaska Special Mortgage Loan Purchase Program is Alaska's largest

individual grant or subsidy program. By next year iome $200 million in state

funding is anticipated— approximately four times the amount currently budgeted

2
for AFDC payments. The exact amount of the subsidy per household is deter­

mined exogenously by financial markets— as the State sells housing bonds and

then subsidies the difference between the bond price and a base rate which

3
is set by the legislature. In recent months the state rate has approached 

11%, while the "cost of funds" has exceeded 19%. * The cost cf ' ie subsidy, 

of course, is also determined by the amount of the loan. (There is no limit 

on the size of the loan, but the homeowner must pay the market Interest rate 

on the proportion of the loan which exceeds $90,000.) An estimate of the 

subsidy p e r  household can be determined by comparing the state's rate of 

approxiinently 1 1  percent to a hypothetical market rate of 1 7  percent.

Introduction



2
SUBSIDY PER HOUSEHOLD*

Price of Home $50,GJ0 $60,000 $70,000 $80,000 $90,000

Subsidy: 1. m o n thly 2.37 284 331 379 426

2. annual 2,840 3,408 3,976 4,544 5,112

3. over 30 

yea r  life

of mortgage 85,203 102,244 119,285 136,325 153,336

*Assumes market rate of 17% and state rate of 11%.

A  rough rule of thumb suggests that combined mortgage, insurance and 

property taxes w i l l  amount t o  12 % of the purchase price of a home, if financed 

at the 11% state loan rate. Assuming that the homebuyer must earn at least 

3 and one half times the annual mortgage p\yment - the minimum income which qualifies 

for a  lcar. is about 42% of the price of tin. home. For a given housing unit 

this would amount, to the following.

M i n i m u m  income required to qualify for home purchase.

Price of Home $50,000 $60,000 $70,000 $80,000 $90,000

Required Annual Income 21,000 25,200 29,400 33,600 37,800

Do u s i n g  prices vary across the state. In Anchorage where

half of the populatior lives, it is difficult to find any condominium or

house for less than $70,000. T h i s  suggests that tnc minimum household

income required to participate in the program is just under $30,000 per year.

The most recent available data on state income distribution arc the

1973 income tax filings. In that year more than 73 percent of all tax

5
returns reported earnings of less than $25,000. This includes returns from



pare time and seasonal employees, and may therefore understate 

earnings. Another useful comparison is the average wage and salary earnings 

per worker^ e s timated to b e  $26,500 in 1981.^ The latter figure suggests that 

a household with one br e a d w i n n e r  earning an average wage would be a marginal 

p roposition to purchase a home under the state subsidy program-

The basic thrust of the home mortgage program is to provide subsidies 

to those ’"i h igher income brackets. This is not necessarily intended— but. 

it is an u navoidable consequence so long as the subsidy is tied irrevocable 

to the act of homebuying. L o w  and moderate income households are simply 

unable to participate in the p r o gram because they lack the means to purchase 

a hoime even at the state interest rate of 11%. Thus, the program not only 

rewards those who buy larger houses with larger subsidies, but there is an 

effective income threshold wh i c h  excludes many wage earners from participat­

ing in the p r o g r a m  at all.^

Impact on th Price, Quantity 

and Quality of h o u sing Stock

One important feature of the mortgage subsidy program is the impact 

on housing prices. The state program has now replaced the conven­

tional mortgage market for most homcbuyers. Housing prices, which have seen 

a sharp dip in the rest of the co -ntry, has remained l'irm during the past 

year, and the real estate and construction industries, if not booming, are 

experiencing healthy growth. In essence, the program helps both sellors and 

buyers of homes. The increased demand for home purchases which is caused by 

the subsidized interest rate causes a corresponding increase in the piice 

of the available housing stock.

The price of h o u sing is a function of the cost of construction and the



price of land. The construction indus.try will experience some price 

inflation over the short run if demand is sharply increased, but it tends to 

respond rapidly to changing market conditions, and over time it can adjust 

output without changes in cost. This "constant cost" nature of the construc­

tion sector suggests that the greatest proportion of the increase in housing 

prices is really an increase in the price of land for housing use. The 

benefits of the subsidy p r o g r a m  are thus partly captured by landowners.

The significance of this characteristic of the program is that land is 

generally distributed more unequally than income— and the tendency of the 

program to help the rich more than the poor is reinforced.

The degree to which the subsidy increases prices of housing in general 

and land in particular is a complex empirical question and requires estimates 

of demand and supply elasticities for housing, new construction and land. 

Interviews with local economists, homeowners and sellers, real estate agents 

and hank officers suggests that the shift of the benefits to sellers and 

landowners are substantial— although it: remains a largely unexamined area of 

public policy.**

The program also provides incentives for horaebuyers to improve the 

quality of housing stock, but only marginally so. In general, the 

subsidized mortgage rate gives rise to both an income effect (more money 

in the household budget which can be spent on housing or other Items) and a 

substitution effect. The substitution effect is the result of the subsidy 

changing the relative price of h o u sing wh e n  compared to other goods and 

services. The substitution effect, however, is only important if the 

homebuyer would purchase a home be l o w  $90,000 without the p r o g r a m — because 

there is no subsidy on the marginal increase in housing stock over that price.



Moreover, both the income and the substitution effect are reduced by the 

amcunt of the subsidy which i.° shifted forward to home sellers and land 

owners in the form of higher prices,,

The net impact of the p r o gram is that there w i l l  be some increase in 

the quality of housing stock— although this cannot be considered the primary 

objective of the program. Indeed, a much b etter w a y  to improve the quantity 

or quality of the housing stock wo u l d  be to target the subsidy to new c o n­

struction, home improvements, or both. This wo u l d  have a much different 

impact on both the availability and quality of housing, and the price of 

housing. The net increases to the h o u s i n g  stock would tend to drive housing 

prices dow n — rather than up. Moreover, this deflationary impact would not 

depend upon the continuation of the subsidies over time, as the subsidized 

mortgage rate does, because there would be a permanent improvement in the

housing stock itself, and this would provide benefits to the consumer over

9
a much longer period of time.

The p r o gram of targeted subsidies to new construction or home improve­

ments would also provide a much different distribution of benefits. All new 

homebuyers would benefit because the increase in the supply of housing would 

tend to bring housing prices down. The building sector would continue to 

receive benefits through wages from construction. Existing owners of residen­

tial properties could receive benefits by rehabilitating older housing 

stock. Sellers of existing homes would, however, be worse-off, 

because the competition from new construction would mean lower prices.

5
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I n  i t s  p r e s e n t  form, the State of Alaska's program f o r  subsidizing 

mortgage r a t e s  tends to redistribute w e a l t h  t o  the wealthy and does not 

significantly improve the quantity o r  quality of housing stock. I f  this 

is the p r i m a r y  goal of the legislature then the p r o gram is a  success.

On the o t h e r  hand, if the goal is to raise incomes equally; to make 

income d i s t r i b u t i o n  more equal; o r’to improve the quality of housing 

stock p e o p l e  li v e  in, the p r o gram should be restructured. Moreover, 

the p o l i c y  recommendations will d epend up o n  wh i c h  of the alternative goals 

are chosen.

C o n s i d e r  first the question of raising Incomes. If, as many 

l awmakers suggest, the goal of the program is to give citizens 

some tangible stake or benefit from the oil revenues, then a program of 

housing subsidies has great appeal. There are political, tax and legal 

a dvantages to disguising cash transfers as inkind benefits - particularily 

if this c a n  be accomplished at a level which dee s  not require the issuance 

of checks o r  vouch e r s  to individuals. ^ A  low interest loan - available 

regardless of me a n s  - does not carry the same symbolic value as a  chock fx’om 

the government, although the effect is essentially the same. Moreover, 

housing is something that almost everyone uses - and thus there is the potential 

f or broad distri b u t i o n  of the subsidies.

T h e  opportunity f or broad distritution is not realized, however, when 

the subsidy is tied to mortgage rates. A s  noted above, people who buy bigger 

homes get more, and poople who don't buy at all get nothing. A  more equal 

d istri b u t i o n  of the benefits would require that the nature of the payment be 

more explicit. It would require that the subsidy, r ather than the interest 

rate, be specified. Moreover, the elgibillty would not be tied to the ability

Policy R e c o m m e ndations



Th e r e  are a  n u m b e r  of ways this could be done. The simplest approach 

is t o  just mail out checks t o  each household o r  citizen - perhaps with some 

nominal p a p e r w o r k  o r  other nuance which maintains the necessary references 

to housing (necessary f o r  political, cultural, legal, or public relations 

p u r p o s e s ) •

If the g o v e rnment check is impractical for metaphysical reasons, the 

government could disguise the benefits in other ways. F o r  example, it could 

offer home m o r t g a g e s  where the Inte r e s t  rate was adjusted to reflect 

a subbidy of a certain d o l l a r  amount p e r  homebuyer. In other words, lower 

each monthly p a y m e n t  by u fixed d o l l a r  amount - changing the yield on the 

mortgage, while treating all homebuyers equally. This in fact is precisely 

the approach recommended by the H a m m o n d  Adminstration in 1 9 8 0 . ^  For 

individuals who can't afford to buy a  home - the State could put the equivalent 

of t h e i r  subsidy in an escrow account vhlch could be used l a t e r  as a down 

payment on a home. T h e  future h o mobuyer could even be given the opportunity 

to borrow a g a inst this escrow.

Of course, if the purpose of the program is to help people with 

l ow or modest Incomes, the subsidy could be limited to, or l a r g e r  for, people 

with less money, T h a t  programs of this t j p j  receive only a small fraction 

of t h e  funding currently budgeted f o r  the Alaska Special Mortgage Loan 

Program (ASMLP) is i n s t r u c t i v e , but perhaps not conclusive. In any event, 

just making the subsidies equal among households or Individuals would tend 

to ma'.e income d i stribution more equal than is the case under the present 

system, and for that matter, than would bo the case if there were no subsidies 

at all. 1 2

7

to buy a  home.



Finally, there is the goal of increasing the quantity and improving 

the duality of housing stock. As discussed earlier, a program of targeting 

subsidies to new c o nstruction o r  home improvements would be a more efficient 

m e t h o d  of accomplishing this goal. There is no reason why this program 

need be limited t o  condominium or single family residences. I f  rental 

p roperties were elgible, some of the benefits would be realized by tenants. 

Moreover, the p r o g r a m  of subsidies could be l i m i t e d  to a  fixed amount 

p e r  dwelling unit - thereby Insuring that more expensive homes did not 

capture a l a r g e r  share of the subsidies. Indeed, the subsidies could 

be targeted f u r t h e r  - limited to, f o r  example, housing units in a given 

price range.



NOTES

1. O t h e r  state housing progr a m s  include public housing projects, "non 

conforming" housing loans f o r  rural areas, and a program to provide assistance 

to l o w  income households.

2. The estimate f o r  the fy 1 9 8 2  budget provi d e d  ty Mi l t  Barker, Division 

of Finance, A l a s k a  State Legislature, personal communication.

3. Un d e r  the currant act the state rate is adjusted as the market rate changes. 

k . Interview wi t h  officals of the A l a s k a  Housing Finance Corporation (AHFC), 

which administers the program. O c t o b e r  I98I.

5. A laska State Department of Revenue,

6. A laska E cono m i c  Information and R e porting System, Quarterly Report. October 198.1

7. As noted i n  the first memorandum, there is a  small program to provide 

loans at interest rates as low as && to l o w  and moderate Income families - but 

it has not been funded to any significant degree and is not widely available.

8 . One economist who has explored this topic is Matt Berman of the University 

of Alaska, but to date there is no published analysis of the incidence of 

benefits b e t ween consumers and sellers.

9. One way of thinking about the two approaches is that the subsidized Interest 

rate approach encourages current consumption, while the subsidized construction 

option provides incentives to i nvest in capital stock.

10. One important legal question is w h e ther the subsidy would be conr Ldered 

taxable income by the IRS, Many inkind transfers excape federal taxation, which 

explains their* popularity is some quarters. On the other hand, subsidized 

mortgage rates directly reduce the homebuyer's deduction for interest payments, 

and thus are largely taxed indirectly.



11. An illustration of this approach is shown below. Three homes, priced

at $60, $75 and $90 thousand are compared. First, the mortgage payment is figured

at a hypothetical market rate of 17^. Then, a fixed subsidy of $300 per

month is deducted from the payments, and a new yield is computed. The

higher the price of the home, the higher the yield. The subsidy per household,

however, is equal.

HAMMOND ADMINSTRATION PROPOSAL FOR MORTGAGE SUBSIDIES

price of home $60,000 $75*000 $90,000

monthly payment @ 17% 855 • 1,069 1,283

less subsidy 300 300 300

adjusted payment 555 769 983

adjusted yield 10.6^5 11.9 12,82$?

12. A subsiiy of an equal amount will not change the absolute differences in 

income or wealth, but the same amount of money will increase the low income 

person's income by a larger percentage, and reduce the ratio of earnings 

between high and low income individuals.



Official Business

Alaska State Legislature
Senate Committee on State Affairs
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M E M O R A N D U M

TO:

FROM: Sen. V i c  F i s c h e ^

D A TE: D e c e m b e r  20, 1981

RE: L o n g  r a n g e  p l a n n i n g  p a p e r s

E n c l o s e d  a r e  t h r e e  p a p e r s  p r e p a r e d  in s u p p o r t  o f  the S e n a t e  
S t a t e  A f f a i r s  C o m m i t t e e ' s  i n t e r i m  w o r k  o n  e c o n o m i c  p o l i c y  
a n d  l o n g  r a n g e  p o l i c y  planning. T h e  twc °sic p a p e r s  d e a l  
w i t h  l o n g  r a n g e  r e v e n  le a n d  e x p e n d i t u r e  lysis. T h e  t h i r d  
e x a m i n e s  s p e c i a l  a s p e c t s  o f  the s t a t e ' s  m o r t g a g e  l o a n  p r o­
gram.

I w o u l d  v e r y  m u c h  a p p r e c i a t e  y o u r  c o m m e n t s  o n  t h e s e  p a p e r s  
b y  J a n u a r y  11, 1982. P l e a s e  s e n d  a n y  c o m m e n t s  y o u  h a v e  to 
P o u c h  V, J u n e a u ,  A l a s k a  99811.



^ o c e ^ / e r s  it h a s  e v o l v e d  in the p a s t  s e v e r a l  y e a r s .  T h e  

d i s c u s s i o n  is b r o k e n  into t h r e e  parts, e a c h  d i s t i n g u i s h e d  by 

the n a t u r e  a n d  ch iracter of d e c i s i o n  m a k i n g .  T h e y  i n c l u d e  

the o p e r a t i n g  b u d g e t ,  the c o s t  of n e w  l e g i s l a t i o n ,  a n d  the 

c a p i t a l  b u d g e t .

The O p e r a t i n g  B u d g e t

T h e  b a s i c  s y s t e m  for o r g a n i z i n g  and p r e s e n t i n g  the o p e r a t­

ing b u d g e t  w a s  d e v e l o p e d  in 1971 b y  the M A C  C o r p o r a t i o n ,  

h e a d e d  by G r a h m  T a y l o r — a w e l l - k n o w n  n a t i o n a l  f i g u r e  in the 

p r o m o t i o n  of s y s t e m s  a n a l y s i s  a n d  P l a n n i n g ,  P r o g r a m m i n g ,  and 

B u d g e t i n g  S y s t e m s  ( P P B S ) . In r e c e n t  y e a r s  the a d m i n i s t r a t i o n  

h as i n t r o d u c e d  m o d i f i c a t i o n s  to the system, i n c l u d i n g  an 

A l a s k a n  v e r s i o n  of z e r o - b a s e d  b u d g e t i n g .

It is a p r o g r a m  b u d g e t ,  p r e s e n t e d  in n i n e  b a s i c  c a t e g o r i e s .  

E a c h  b u d g e t  c a t e g o r y  c o v e r s  a b r o a d  a r e a  of g o v e r n m e n t  s e r v i c e s  

a n d  m a y  i n c l u d e  b u d g e t  r e q u e s t s  for s e v e r a l  s t a t e  a g e n c i e s ,  

i n c l u d i n g  t h o s e  in d i f f e r e n t  d e p a r t m e n t s  of s t a t e  g o v e r n m e n t .  

C a t e g o r i e s  are b r o k e n  d o w n  into 45 " p r o g r a m s , "  w h i c h  a r e  in 

turn d i s a g g r e g a t e d  into 275 " s u b p r o g r a m s , "  a l s o  k n o w n  as 

" b u d g e t  r e v i e w  u n i t s , "  or "BRUs"." F i n a l l y ,  B R U s  are b r o k e n  

d o w n  f u r t h e r  to 600 " c o m p o n e n t s . "  T h e  idea is to b r i n g  

t o g e t h e r  v a r i o u s  a g e n c i e s  and p r o g r a m s  w h i c h  d e a l  w i t h  a 

c o m m o n  p r o b l e m ,  so t h a t  the p r i o r i t y  s e t t i n g  p r o c e s s  d e a l s



w i t h  the p a r t s  in a c o m p r e h e n s i v e ,  r a t h e r  t h a n  p i e c e m e a l  way. 

T h e  p r o c e s s  is s u p p o s e d  to p u t  e m p h a s i s  o n  the p r o g r a m  o b j e c­

tives, o r  " o u t p u t s "  a n d  a s k s  the q u e s t i o n s — "is t h i s  the 

b e s t  s t r a t e g y  to m e e t  o u r  o b j e c t i v e s ? "  A n a l y t i c a l  t e c h­

niques, s u c h  as c o s t  b e n e f i t ,  or c o s t  e f f e c t i v e n e s s  a n a l y s i s  

are, in theo r y ,  i n t r o d u c e d .  S u p p o r t e r s  of the p r o g r a m  b u d g e t  

ing c o n c e p t  a r g u e  t h a t  it p r o v i d e s  a r a t i o n a l  f r a m e w o r k  to 

r e v i e w  s t a t e  s p e n d i n g ,  b e c a u s e  it c o n s i d e r s  s i m u l t a n e o u s l y  

all g o v e r n m e n t  a c t i v i t i e s  w h i c h  a f f e c t  a p a r t i c u l a r  s t ate 

p o l i c y  o b j e c t i v e .

In r e c e n t  y e a r s  t h e r e  h a v e  b e e n  c h a n g e s  in the t i m i n g  

an d  o r g a n i z a t i o n  of  t h e  b u d g e t i n g  p r o c e s s .  In 1979 the 

g o v e r n o r  i n t r o d u c e d  the " P o l i c y  B u d g e t , "  as a p r e l i m i n a r y  

p r i o r i t y  s e t t i n g  s t e p  b e f o r e  the "Detail B u d g e t "  w a s  p r e p a r e d  

In 1981 D e p a r t m e n t  h e a d s  w e r e  a s k e d  to p r o v i d e  an i n i tial 

" M a j o r  Items" m e m o r a n d u m  p r i o r  to the s u b m i s s i o n  o f  e i t h e r  

the "P o l i c y "  o r  the " D e t a i l "  budget.

Th e  "m a j o r  it e m s "  m e m o s  are due by J u l y  1 a n d  are 

d e s i g n e d  to p r o v i d e  the g o v e r n o r  w i t h  " f e e d b a c k "  o n  big 

t i c k e t  i t e m s  "at an e a r l y  s t a g e  in the p r o c e s s . "  In his 

i n s t r u c t i o n s  to the c a b i n e t ,  the g o v e r n o r  said:^

If you i n t e n d  to r e q u e s t  e i t h e r  s i g n i f i c a n t  n e w  p r o g r a m s  
or m a j o r  p r o g r a m  e x p a n s i o n s ,  p l e a s e  s e n d  a m e m o  to me 
s u m m a r i z i n g  w h a t  y o u r  r e q u e s t  is, a n d  w h y  y o u  b e l i e v e  
it is i m p o r t a n t .  A f t e r  r e v i e w i n g  t h e s e  me m o s ,  I will 
me e t  w i t h  e a c h  C a b i n e t  m e m b e r  to d i s c u s s  the p r o p o s a l  
and m a k e  a d e c i s i o n  w h e t h e r  the item(s) s h o u l d  be 
i n c l u d e d  as d e p a r t m e n t a l  r e q u e s t s  in the . . . P o l i c y  
Budget. . . . [This] d o e s  not g u a r a n t e e  i n c l u s i o n  
in m y  . . . b u d g e t ,  b u t  i n s t e a d  will, i n d i c a t e  that I
w o u l d  li k e  to r e v i e w  the p r o p o s a l  in m o r e  c o m p l e t e  form 
in the . . . P o l i c y  B u d get.



T he P o l i c y  B u d g e t  is the n e x t  step. A g e n c i e s  m u s t  s u b m i t  

p a p e r w o r k  by A u g u s t  10 to the D i v i s i o n  o f  B u d g e t  a n d  M a n a g e­

ment. B r o a d  s p e n d i n g  p r i o r i t i e s  are s h a k e n  d o w n  in t h i s  stage. 

A g e n c i e s  are e x p e c t e d  to d e t a i l  the p r o g r a m  o u t p u t s ,  in 

m e a s u r a b l e  terms, and r e l a t e  t h e s e  to a s e r i e s  of " P o l i c y  

T h e m e s . "  In 1983 t h e s e  " P o l i c y  T h e m e s "  i n c l u d e d  su c h  b r o a d

4- • 2t o p i c s  as:

a T o  e n h a n c e  a n d  p r o t e c t  the q u a l i t y  of life of A l a s k a n s  
and to e n a b l e  A l a s k a n s  to a c h i e v e  t h e i r  full p o t e n t i a l .

• T o  e n h a n c e  the s a f e t y  a n d  s e c u r i t y  of A l a s k a ' s  
p o p u l a t i o n .

e T o  e n c o u r a g e  e c o n o m i c  d e v e l o p m e n t  w h i c h  o f f e r s  
l o n g - t e r m  net b e n e f i t s  to A l a s k a n s .

The p o l i c y  b u d g e t  is e v a l u a t e d  by the g o v e r n o r ' s  b u d g e t  a d v i s o r s ,

and p r i o r i t i e s  are set a m o n g  p r o g r a m s  so that the total

b u d g e t  d o e s  not e x c e e d  the a m o u n t  a u t h o r i z e d  by the G o v e r n o r .

D e c i s i o n s  are f i n a l i z e d  by S e p t e m b e r  18.

T h i s  is f o l l o w e d  by  the " D e t a i l e d  B u d g e t " — a d o c u m e n t

w h i c h  f l e s h e s  out the p r o g r a m  a n d  d o l l a r  a m o u n t s  in the

P o l i c y  B u d get. W h e r e a s  the P o l i c y  B u d g e t  o n l y  b r e a k s  d o w n

b u d g e t  r e q u e s t s  to the BRU level, the D e t a i l  B u d g e t  g o e s

the one s t e p  f u r t h e r  to the " c o m p o n e n t "  level and p r o v i d e s

m o r e  s p e c i f i c  i n f o r m a t i o n  a b o u t  a g e n c y  a c t i v i t i e s  a n d  b u d g e t

o u t l a y s .  T h e  Detail B u d g e t  is a g a i n  r e v i e w e d  by t h e  g o v e r n o r ' s

b u d g e t  a d v i s o r s ,  a n d  final a d j u s t m e n t s  a r e  m a d e  in s p e n d i n g

p r i o r i t i e s .

In J a n u a r y  the g o v e r n o r ' s  b u d g e t  is f i n a l i z e d  and f o r m a l l y  

s u b m i t t e d  to the l e g i s l a t u r e .  By th i s  time a m a s s i v e  a m o u n t
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of i n f o r m a t i o n  has b e e n  a s s e m b l e d .  T h e  c o m p l e t e  1983 o p e r a t­

ing a n d  c a p i t a l  b u d g e t  i n c l u d e d  some 3 0 , 0 0 0  p a g e s  o f  n u m b e r s ,

3

forms, e x h i b i t s ,  a n d  n a r r a t i v e ,  a n d  w a s  b o u n d  in 63 b i n d e r s .

At  l e a s t  o n e  a d m i n i s t r a t i o n  o f f i c i a l  b e l i e v e s  t h a t  it c o n t a i n s  

"too b l o o d y  m u c h  i n f o r m a t i o n . "  M o s t  l e g i s l a t o r s  o n l y  r e v i e w  

s u m m a r i e s  of t h e  b u d g e t .

T h e  l e g i s l a t u r e  g o e s  o v e r  the gove~ ;r ' s b u d g e t  

m e t h o d i c a l l y ,  r e l y i n g  to a l a r g e  d e g r e e  n a s y s t e m  of s u b­

c o m m i t t e e s  for the n i n e  d i f f e r e n t  b u d g e t  c a t e g o r i e s .  In 

g e n e r a l ,  h o w e v e r ,  o n l y  s m a l l  c h a n g e s  are m a d e  in the g o v e r n o r ' s  

v e r s i o n ,  w i t h  the m a j o r i t y  of d i s p u t e s  i n v o l v i n g  t h o s e  p r o­

g r a m s  w h e r e  a p a r t i c u l a r  l e g i s l a t o r  h a s  an i n t e r e s t ,  or  w h e r e  

some p o l i t i c a l  a d v a n t a g e  is p e r c e i v e d  by t e m p o r a r i l y  c u t t i n g  

one of  the g o v e r n o r ' s  p e t  p r o g r a m s ,  t h e r e b y  .increasing n e g o t i a t  

ing p o w e r  w i t h  the g o v e r n o r  o v e r  b u d g e t  v e t o e s .

C r i t i c s  o f  the p r o g r a m  b u d g e t  a p p r o a c h  a l l e  that it

p r o v i d e s  the a d m i n i s t r a t i o n  w i t h  too m a n y  o p p o r t  uies to

m a n i p u l a t e  the b u d g e t  p r o c e s s  and "hide" a p p r o p r i a t i o n s .

In 1901 the l e g i s l a t u r e  p a s s e d ,  but the g o v e r n o r  v e t o e d ,  

a bill w h i c h  w o u l d  r e q u i r e  the s t a t e  to r e t u r n  to line it e m  

a g e n c y  b u d g e t i n g ,  w i n c h  w a s  last u s e d  d u r i n g  the M i l l e r  

a d m i n i s t r a t i o n .  M o s t  a r g u m e n t  o v e r  tne p r o g r a m  v e r s u s  

a g e n c y  a p p r o a c h  to b u d g e t i n g  s t e m s  f r o m  s o m e  l e g i s l a t o r s '  

d e s i r e  to g a i n  g r e a t e r  c o n t r o l  o v e r  the b u d g e t s  of s p e c i f i c  

a g e n c i e s  (as o p p o s e d  to p r o g r a m s )  . It h a s  not h a d  m u c h  to 

d o  w i t h  the m e r i t s  of the a n a l y t i c a l  w o r k  w h i c h  is the b. ls



for the p r o g r a m  b u d g e t  a p p r o a c h .  Indeed, t h e  l e g i s l a t u r e  has 

g i v e n  s c a n t  a t t e n t i o n  to the q u a l i t y  of the a n a l y s i s  of 

b u d g e t  o b j e c t i v e s  a n d  a l t e r n a t i v e s .  In the e y e s  of 

a d m i n i s t r a t i o n  b u d g e t  o f f i c i a l s ,  c e r t a i n  l e g i s l a t o r s  w a n t  

to "jerk p e o p l e  a r o u n d , "  and see the line i t e m  b u d g e t  as 

a b e t t e r  w a y  to find "the s h o r t  J i a i r s ." D e s p i t e  the g o v e r n o r '  

veto, the i s s u e  is s t ill v e r y  m u c h  alive. O n  J u l y  31, 1981 

the C h a i r m a n  of the H o u s e  a n d  S e n a t e  F i n a n c e  C o m m i t t e e s  

jo i n t l y  s i g n e d  a l e t t e r  a s k i n g  the D i r e c t o r  of t h e  L e g i s l a­

tive F i n a n c e  D i v i s i o n  to o b t a i n  w h a t e v e r  i n f o r m a t i o n  t h e y  

c o u l d  to r e a r r a n g e  the g o v e r n o r ' s  p r o g r a m  b u d g e t  into a 

b u d g e t  whio>’ is " a r r a n g e d  by a g e n c y  for r e v i e w  b y  the

s t a n d i n g  f i n a n c e  c o m m i t t e e s  d u r i n g  the 1982 l e g i s l a t i v e  

„ 5
s e s s i o n ."

T h e  a m o u n t  of t h e  o p e r a t i n g  b u d g e t  has b a l l j o n e d  in 

r e c e n t  years. In fy 1980 the l e g i s l a t u r e  a p p r o p r i a t e d  

$95.1 5 m i l l i o n  in o p e r a t i n g  funds. T h e  fy 1982 g o v e r n o r ' s  

b u d g e t  r e q u e s t  w a s  $ 1 , 7 7 6 . 5  m i l l i o n — an i n c r e a s e  of $824 m i l­

lion in two ye a r s .  T h e  1981 p r o p o s a l  for a c o n s t i t u t i o n a l  

limit o n  s t a t e  s p e n d i n g  w o u l d  l i m i t  the o p e r a t i n g  b u d g e t  

to L w o - t h i r d s  ol. $2.5 b i l l i o n ,  w i t h  f u t u r e  i n c r e a s e s  l i m i t e d  

to i n f l a t i o n  a n d  p o p u l a t i o n  i n c r e a s e s .  For 198.1 the lim_t, 

had it b e e n  in e f f e c t ,  w o u l d  h a v e  a m o u n t e d  to $ 1 . 6 7  b i l l i o n .  

A l t h o u g h  the l i m i t  w o u l d  h a v e  r e q u i r e d  a b o u t  $.100 m i l l i o n  

in s p e n d i n g  cuts, it s t i l l  a l l o w s  a s t a g g e r i n g  a m o u n t  of 

s p e n d i n g ,  e q u a l  to a b o u t  $ 4 , 1 2 8  p e r  capita.



F r o m  y e a r  to y e a r  t h e  l e g i s l a t u r e  c r e a t e s  n e w  p r o g r a m s  

w i t h  s i g n i f i c a n t  f i s c a l  impact. In the p a s t  t h e s e  w o u l d  

in c l u d e  " e n t i t l e m e n t s "  s u c h  as the l o n g e v i t y  b o n u s ,  M e d i c a i d ,  

or A F D C , p l u s  m a j o r  n e w  p r o g r a m s ,  such as t h e  s y s t e m  of 

g r a n t s  for e n e r g y .  F u t u r e  p r o g r a m s  m i g h t  i n c l u d e  the 

p r o p o s e d  s t a t e  h e a l t h  c a r e  s u b s i d i e s  for m o d e r a t e - i n c o m e  

families. G e n e r a l l y  s u c h  p r o g r a m s  r e c e i v e  c o n s i d e r a b l e  

a t t e n t i o n  by l e g i s l a t o r s  a n d  t h e  p u b l i c .  In m o s t  c a s e s  

l e g i s x a t i o n  r e c e i v e s  at l e a s t  o n e  c o m m i t t e e  r e f e r r a l  in 

a d d i t i o n  to the F i n a n c e  C o m m i t t e e ,  a n a  s e v e r a l  p u b l i c  

h e a r i n g s  are held. M a j o r  p r o g r a m s  are o f t e n  d i s c u s s e d  in 

p a r t y  c a u c u s e s  b e f o r e  f l o o r  v o t e s  a n d  r e p o r t e d  e x t e n s i v e l y  

in the n e w s  m e d i a .  T h e  a d m i n i s t r a t i o n ,  if n o t  the i n i t i a t o r  

of the p r o g r a m ,  is n o n e t h e l e s s  a k e y  p l a y e r  w i t h  the p o w e r  

of the veto, and u s u a l l y  w e l l  r e p r e s e n t e d  in the p r o c e s s .

In 1.901 the f i s c a l  n o t e  for n e w  l e g i s l a t i o n  w a s  $43 m i l l i o n  —  

e q u a l  to a b o u t  2.5 p e r c e n t  of the o p e r a t i n g  b u d g e t .

The C a p i t a l  B u d g e t

T h e  c a p i t a l  b u d g e t  c a n  i n c l u d e  a l m o s t  a n y  item, i n c l u d i n g  

those w h i c h  a r e  n o t  c a p i t a l  e x p e n d i t u r e s  by a n y  s t r i c t  m e a n­

ing of the word. G r a n t s  to a local 4-1! club, a tr i p  to 

E u r o p e  for a h a n d f u l  of v i l l a g e  c h i l d r e n  for c u l t u r a l  

e n r i c h m e n t ,  a s t a t e w i d e  tour o f  the s y m p h o n y  o r  r e p e r t o r y  

t h e a t e r  or a p r o m o t i o n a l  e f f o r t  to h o s t  a w o r l d ' s  fa i r  in 

A l a s k a  all m i g h t  end up in the c a p i t a l  b u d g e t .  T o  the m o r e
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e s o t e r i c  b u d g e t  i t ems d i s c u s s e d  a b o v e  a r e  a d d e d  h u n d r e d s  of 

p a r k  a c q u i s i t i o n s ,  s t r e e t  a n d  r o a d  i m p r o v e m e n t s ,  n e w  s c h o o l s ,  

s w i m m i n g  po o l s ,  a n d  g y m n a s i u m s ,  w e a t h e r  s t a t i o n s ,  b o o k s  for 

l i b r a r i e s ,  a n d  a l m o s t  a n y t h i n g  w h i c h  c a n  c a t c h  the a t t e n t i o n  

of a f r i e n d l y  l e g i s l a t o r .

The c a p i t a l  b u d g e t  has a l w a y s  b e e n  a c a t c h - a l l  for 

l e g i s l a t i v e  g o o d i e s — a l t h o u g h  in r e c e n t  y e a r s  the si z e  of 

the c a p i t a l  b u d g e t  has g r o w n  at an a s t r o n o m i c a l  r a t e — a n d  

the r e q u i r e d  " b ack up" or  r a t i o n a l i z a t i o n  for p r o j e c t s  has 

■apidly d e t e r i o r a t e d .

In the p r e - b o n a n z a  ’-udget days, the g o v e r n o r  w o u l d  

s u b m i t  a m o d e s t  b u d g e t  i n c l u d i n g  y o u r  g a r d e n  v a r i e t y  c a p i t a l  

p r o j e c t i o n s ,  m o s t  of w h i c h  w e r e  r o a d  or o t h e r  i n f r a s t r u c t u r e  

p r o j e c t s .  T h e  g o v e r n o r  w o u l d  g e n e r a l l y  p i c k  i t e m s  o f f  a 

s i x - y e a r  c a p i t a l  i m p r o v e m e n t  plan, w i t h  so m e  a t t e n t i o n  to 

the g e o g r a p h i c  a l l o c a t i o n  of  p r o j e c t s .  I n d i v i d u a l  l a w m a k e r s  

w o u l d  th e n  m a k e  some c h a n g e s .  T h e  m o r e  i n f l u e n t i a l  l e g i s­

lators, i n c l u d i n g  the m e m b e r s  of the F i n a n c e  C o m m i t t e e s ,  

w o u l d  u s u a l l y  get m o r e  than o t h ers, a l t h o u g h  it w a s  ra r e  to 

be o v e r l o o k e d  e n t i r e l y .  T h e  c a p i t a l  b u d g e t  a l s o  p l a y e d  a 

p o l i t i c a l  role, as it w a s  the p r i m a r y  tool for e n f o r c i n g  p a r t y  

d i s c i p l i n e  a n d  b u y i n g  v o t e s .  D e s p i t e  its a c k n o w l e d g e d  r o l e  

in p r o v i d i n g  the g r e a s e  t a k e e p  the m a c h i n e  r u n n i n g  s m o o t h l y ,  

h o w e v e r ,  m o s t  legislate s w e r e  e x p e c t e d  to m a k e  a c a s e  for 

th eir s p e c i f i c  p r o j e c t s .

In 1979 the s y s t e m  was m o d i f i e d  in an  i m p o r t a n t  way, 

w h e n  R e p r e s e n t a t i v e  Ru s s  M e e k i n s ,  at  the u r g i n g  of L e g i s l a t i v e



F i n a n c e  D i r e c t o r  J a y  H o g a n ,  i n i t i a t e d  a q u o t a  for m e m b e r s  of 

t he H o u s e  M a j o r i t y .  In t h a t  year, the f i r s t  f o l l o w i n g  the 

Iran c r i s i s  p r i c e  i n c r e a s e s ,  e a c h  m e m b e r  w a s  g i ^ e n  a b o u t  

$ 7 5 0 , 0 0 0  to a d d  to the c a p i t a l  b u d g e t .  M e m b e r s  s u b m i t t e d  

l ists, f r e q u e n t l y  a s  o n e  p a g e  m e m o s  o n l y  l i s t i n g  t h e  n a m e s  

of p r o j e c t s  a n d  the d o l l a r  a m o u n t .  T h e  r a t i o n a l i z a t i o n  for 

m a k i n g  the p o l i t i c a l  n a t u r e  of the c a p i t a l  b u d g e t  m o r e  e x p l o i t  

w a s  t h a t  it w o u l d  be  " f a i r e r "  t h a n  the p a s t  p r a c t i c e — as 

e a c h  m e m b e r  o f  the c a u c u s ,  a n d  h e n c e  t h e i r  c o n s t i t u e n t s ,  

w e r e  t r e a t e d  e q u a l l y .  M i n o r i t y  m e m b e r s  e i t h e r  had to w o r k  

w i t h  t h e i r  S e n a t e  c o u n t e r p a r t s  or  "sell v o t e s "  to g e t  i t ems 

in.

In 1980 t h e  n e w  s y s t e m  v-'s u s e d  again, o n l y  by n o w  the 

l i m i t  had b e e n  r a i s e d  to a b o u t  $2.5 m i l l i o n  p e r  memb e r .

Aqain, l i t t l e  b a c k - u p  w a s  r e q u i r e d  f r o m  m e m b e r s .

Ac the l e g i s l a t u r e  i n c r e a s e d  the d o l l a r  a m o u n t s  in 

the c a p i t a l  b u d g e t ,  it b e c a m e  t r a n s f o r m e d  f r o m  a m o d e s t  but 

e s s e n t i a l  m e t h o d  of  m a i n t a i n i n g  p a r t y  d i s c i p l i n e  to a m a j o r  

e x p r e s s i o n  of s t a t e  p o l icy. By 1982 the c a p i t a l  b u d g e t  

totaleo $ 2 .27 b i l l i o n - - a  h a l f  b i l l i o n  m o r e  than the total 

o p e r a t i n g  b u d g e t  a n d  e q u a l  to a b o u t  $5 , 4 0 0  p e r  capita.

The g o v e r n o r  p o r t r a y e d  h i m s e l f  s a fis c a l  c o n s e r v a t i v e  

b u t  d i d  ] ' u‘\e to d i s c o u r a g e  the g r o w t h  of the c a p i t a l  

b u d g e t ,  c h o o s i n g  i n s t e a d  to use his line it e m  v e t o  p o w e r  as 

l e v e r a g e  to a c h i e v e  his m a j o r  l e g i s l a t i v e  p r i o r i t i e s .  The 

l a r g e r  the So.ze of the c a p i t a l  b u d get, the m o r e  i n d i v i d u a l
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l e g i s l a t o r s  h a d  at stake, a n d  the g r e a t e r  t h e  g o v e r n o r ' s  

a b i l i t y  to g a t h e r  v o t e s  for m a j o r  p o l i c y  i n i t i a t i v e s .  H a m m c n d  

p r e f e r r e d  to t r a d e  h u g e  c a p i t a l  b u d g e t s  for l o n g e r  r u n  

o b j e c t i v e s ,  s u c h  as t h e  p e r m a n e n t  fund d i v i d e n d  p r o g r a m  

or the p r o p o s e d  c o n s t i t u t i o n a l  l i m i t  on s t a t e  s p e n d i n g .



AMENDMENT NO. 1

CONTRACT BETWEEN 
STATE OF ALASKA 

LEGISLATIVE AFFAIRS AGENCY

FOR YOUR j
INFORMATION 

ONLY

AND

JAMES PACKARD LOVE

IT IS MUTUALLY AGREED THAT THE CONTRACT BETWEEN THE ABOVE PARTIES DATEu 
AUGUST 19, 1981, IS HEREBY AMENDED AS FOLLOWS:

CLAUSE II, Paragraph (A), page 2 is amended to read:

(A) The work under this contract shall be performed beginning 
July 15, 1981, and will be concluded by November 30, 1981.

IN WITNESS WHEREOF, the parties have executed this amendment to this 
agreement on the dates indicated below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY

c JAMES PACKARD LOVE 
SSN# 538-pJ-i030

I d 'S '-i r i
Date I . R .

EXECUTIVE DIRECTOR

Accepted: Approved as to form:

PROJECT DIRECTOR

, O c / Z ! 9 S>/
f i m P C T M T E R ------  iJate

AGENCY LEGAL COUNSEL

v

- v. , .  'I v  - .• Al-\ . 1 '• < •. . • i ■
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MEMORANDUM

FROM: J A M I E  L O V E

R E G A R D I N G :  T R A V E L  T O  J U N E A U

DATE: A U G U S T  7, 1981

TO: SENATOR VICTOR FISCHER

O n  m o n d a y  A u g u s t  10, 1981 I w i l l  be in J u n e a u  
for a p e r i o d  o f  t h r e e  to five days in to i n t e r v i e w  s t ate 
b u d g e t  a n d  p l a n n i n g  o f cicals a n d  to r e v i e w  b u d g e t  a n d  
p l a n n i n g  d o c u m e n t s  a n d  re p o r t s .
NikixhRxgixRnxkaxiH&KliiHgxwifckxfchaxKXHicfx&akKxcixKKK&iyxx 
i n y K i Y n d x w a x h a f c k x a d m x H a k K a i k r K K X H i t d x i K g x x i a f c x x K x e i a K x x i a H x x  
MstkxttgxXRgaxdiRgxkhRxagRHtliHgxHfxakxkKxfuHdxx I e x p e c t  
to m e e t  w i t h  o f f i c a l s  of the D i v i s i o n  of B u d g e t  and 
M a n a g e m e n t  a n d  the D i v i s i o n  of P o l i c y  D e v e l o p m e n t  a n d  P l a n n i n g  
, b o t h  in the O f f i c e  of the G o v e r n o r .  In a d d i t i o n ,
I w i l l  m e e t  w i t h  o f f i c a l s  f r o m  s e v e r a l  o t h e r  a g e n c i e s ,  
i n c l u d i n g  those of the D e p a r t m e n t  of R e v e n u e  a n d  C o m m u n i t y  
a n d  R e g i o n a l  A f f a i r s .  W i t h  r e s p . o t  to the L e g i s l a t u r e ,
I p l a n  to m e e t  w i t h  o f f i c a l s  of the B u d g e t  and A u d i t  C o m m i t t e e ,  
a n d  the D i v i s i o n  of L e g i s l a t i v e  F i n a n c e , a n d  the D i v s i o n  of 
L e g i s l a t i v e  Audit, a n d  the H o u s e  R e s e a r a c h  Agency.



M E M O R A N D U M

TO: SEN. VIC FISCHER

FROM: JAMES US\K J / '
RE: P R O J M n > I E g r e s s

DATE: 8-15-81

Over the p«,st three and one half weeks I have reviewed a pood deal of 

literature on development planning, cost benefit analysis, budgeting, 

and welfare economics as applied to national and international setting;., 

as well as in Alask.". In addition, I have conducted a number of inter­

views with Alaskar. 'gislators, legislative staff, budget and planning 

staff in the administration, municipal officials, e m p l o y e s  of non-profit 

corporations, lobbyists, reporters and other knowledgeable individuals 

about state budget and planning policies.



B I L L I N G

TO: S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E

DAT* 8/1 y/ 81

f pjm: j a m e s  yerfT
R e s e a r c h

120 H o u r s $25 $ 3 , 0 0 0 . 0 0

P e r  D i e m  

4 d a y s  @ $65 2 6 0 . 0 0

T O T A L 3 , 2 6 0 . 0 6

T M



M E M O R A N D U M

TO: SEN. V I C  FISCHER

FROM* JAME 

RE: PROJ

DATE: 8-15-81

Over the past three and one half weeks I have reviewed a good deal of 

literature on develo p m e n t  planning, cost benefit analysis, budgeting, 

and welfare econ o m i c s  as applied to national and international settings, 

as well as in Alaska. In addition, I have conducted a number of inter­

views wit h  A l a skan legislators, legislative staff, budget and planning 

staff in the administration, muni c i p a l  officials, employees of non-profit 

corporations, lobbyists, reporters and other knowledgeable individuals 

a b e t  state budget and planning policies.

»



I N V O I C E

TO: S e n a t o r  V i c t o r  F i s c h e r ,  Chair, S e n a t e  C o m m i t t e e  On  S t a t e  A f f a i

F rom: J a m e s  P a c k a r d  L o v e

D ate: D e c e m b e r  19SI

L a b o r
A

9 / 1 / 8 1  t h r o u g h  1 1 / 3 0 / 8 1  1 2 0  h r s  X $ 2 5  = $ 3 , 0 0 0

T y p i n g

I n v o i c e  d a t e d  D e c e m b e r  4, 198I f r o m  J o a n n e  K l y s  $ 1 9 5 . 0 0

Total $3 ,195.00



—
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I N V O I C E

TO: S e n a t o r  V i c t o r  F i s c h e r ,  Cha i r ,  S e n a t e  C o m m i t t e e  On S x a t e  A f f a i r s

From: J a m e s  P a c k a r d  L o v e
»

Daxe: D e c e m b e r  rr, 1 9 3 1

i!1i

[ L a b o r

9 / 1 / 8 1  t h r o u g h  I I / 30/ 8I 1 2 0  h r s  X $ 2 5  * $ 3 , 0 0 0

T y p i n g

I n v o i c e  d a t e d  D e c e m b e r  k, 198I f r o m  J o a n n e  K l y s  $ 1 9 5 . 0 0



D e ce m be r  4 , 1981

TO: J a m e s  P a c k a r d  Lo v e
287 .Harvard S t r e e t  
Apt. 54 
C a m b r i d g e ,  M A

F ROM: J e a n n e  K l y s
10 C o n c o r d  A v e n u e  
C a m b r i d g e ,  M A  0 2 1 3 8

For t y p i n g  of t h r e e  m e m o r a n d u m s  for S e n a t o r  F i s c h e r :

$ 1 9 5 . 0 0



HARVARD UNIVERSITY
J o h n  F. K e n n e d y  S c h o o l  o f  G o v e r n m e n t  

7 9  B o y l s t o n  S t r e e t  
C a m b r id g e .  M a s s a c h u s e t t s  0 2 1 3 8

W ill ia m  E. T r u e h e a r t
Assistant Dean and Director Telephone: (617) 495-1353
of the I.ncitts N . Littauer Mattel in 
Public Administration Program

January 12, 1982

Mr. Victor Fischer 

Pouch V

Juneau, Alaska 99811 

Dear Vic:

Jamie Love dropped by and asked that we 

send you a copy of the letter of 

recommendation that you wrote when he 

applied to the Kennedy School which I am 

pleased to enclose.

Bil l  is away on recruitment travel, but 

I am sure he would want me to send his 

regards :o you and Jane.

Best wishes.

Sincerely,

Marilyn Shea 

Assistant Director

M S :oae 

Enclosure



U  N I  V  U l l  S  I 'I' Y O  p  A  L  A  S K  A 
In stitu te  of*Social a n d  Econom ic Research 

707 "A  St., Su-te 206 
A ncho rage , A la s k a  99501 

Phone 1907) 278-4621

July 2, 1980

Professor Thomas Schelling 

Dean of the Faculty 
Kennedy School of Government 

Harvard University 

79 Boylston Street 

Cambridge, M A  02138

Dear Professor Schelling:

I am writing in behalf of James P. Love, who lias applied for admission 

o the M P A  program of the Kennedy School. I have known Jamie Love for 

six years and am familiar with the M P A  program from participating in it 

as a Littauer Fellow in 1961-62 and knowing many of its graduates.

Although not employed in public service, Jamie Love has had tremendous 
effect on policies and decisions in the public sector. As director of 

the Alaska Public Interest Research ^roup, he has fought many battles 

and has won most. I have personally watched Jamie tackle all sorts of 

tasks; establishing a community development corporation, fighting 

utility rate increases, obtaining renegotiation of a sweetheart lr.od 

lease deal between the state and the Teamsters, promoting fair treatment 

of the poor by government and financial institutions, reducing oil 

pipeline tariffs, getting liberals to run for public office and assisting 

Iheir election, etc. In these and other efforts, he has proved himself 

not only an effective advocate but also an increasingly respected 

representative of the public Interest, lie lias thus earned direct access 

to the governor, legislators, and Lop echelons ol business.

Aside from general familiarity with Janrle Love and his work, I have, 

over the past year, worked closely with hLm and been able to observe 

tie qualities Important to your consideration of Jamie as a candidate 

for the MPA program. During this recent period, Jamie performed three 

research projects for the Alaska Center of Policy Studies, an independent, 

nonprofit research group, of which I am vLee-chalrman. The fLrst in­

volved a study of Alaska's state oil. and gas leasing policies, with 

Jamie serving as the project's principal investigator. The project 

resulted in several memoranda on technical and policy aspects of alternative 

leasing practices, all of them, in m y  opinion, of the highest research 
caliber. Analyses were presented in quantitative terms, using a soph­

isticated computer model utilized by the oil Industry to determine bids 

under different royalty, profit share, and taxation scenarios.



U n i  v e r s ' t y  o f  A l a s k a

Jamie evaluated alternatives by comparison of the present value of oil 

resources to the state under different leasing methods. By using a 

range of scenarios, he illustrated the sensitivity of leasing systems to 

subtle changes in risk or timing of development decisions. He prepared 

an enormously persuasive case for "contingency bid" methods of leasing, 

as opposed to the conventional methods which collected rents up front as 

a cash bonus. He critiqued the sliding scale royalty systeir developed 

by the U.S. Department of the Interior b y  showing that the logarithmic 

curve chosen by the DOI was inappropriate for use in Alaska, where 

fields are larger, and at a time whe n  prices had changed due to world 

events.

As part of his overall analysis, Jamie presented a logical measurement 

of an Alaska "social discount rate" and compared this to che discount 

rate used by the industry and the federal government. In all, the 

leasing study featured exactly the type of analytical quantitative 

analysis that is used by professional economists with far greater 

educational background than Jamie's. Although study results were 

subjected to rigorous review by industry groups, critics were unable to 

refute the major conclusions of the report. The resultant findings and 

recommendations of the Center's study were largely adopted as state 

policy.

I also worked with Jamie Love on a study of energy alternatives for the 

Alaska railbelt a.ea, where three-fourths of Alaska's populations lives. 

I served as the principal investigator for this study. Jamie Love 

addressed the econw...xcs of energy conservation and solar energy, and 

supervised the preparation of recommendations for changes in state 

policy. He presented two different methods of measuring the price or 

cost of energy conservation and solar energy, including the net present 

value method. Two separate computer models were utilized to simulate 

costs and benefits of active and passive solar systems.

At present, Jamie is preparing w o r k  plans and recruiting economists and 

other experts for ten additional Center research projects. He was 

chosen for this role because of his analytical abilities.

In addition to his work w ith the Center, it is worth mentioning some of 

the skills Jamie has developed elsewhere. As a participant Ln several 

utility tariff proceedings, he has become a very competent rate of 

return expert, able to evaluate a utility's overall capital structure 

and required rate of return. He has analyzed the conso idated tax 

returns of several large corporations, including RCA and ARCO, to 

determine the proper effective rate of federal income taxes to be used 

for the purpose of setting tariffs for regulated telephone and pipeline 

utilities.

In the area of housing policy, Jainfe lias proposed systems of financing 

housing that meet the needs of the largest numbers of low and moderate 

income persons in the most cost-effective manner. He has presented this 

information through analysis of the life-cycle cost of various low- 

income housing subsidy programs. In arguing for changes in housing



U n i v e r s i t y  o f  A l a s k a

policy, he has demonstrated the unfairness of present housing subsidies 

contained in the tax law, which give the largest subsidies to home 

buyers wi t h  the highest incomes. He proposed a package of n ew programs 

that incorporate "alternative mortgage instruments" with front-end 

government subsidies.

More recently, Jamie has analyzed oil taxation policies, again using 

computer simulations to show industry profits under different taxation 

scenarios. Here, as elsewhere, he demonstrated an ability to use the 

discounted cash flow rate of return methods of economic analysis often 

used by the petroleum industry.

I have recited at length Jamie's work and performance in order to 

demonstrate his qualifications for the M P A  program. Though lacking an 

undergraduate degree, he has all the requisites for graduate work. 

Referring to the rating matrix of your regular recommendation form (of 

which I don't have a bianlc copy), I rate Jamie Lo\e "superior" on every 

item except promise as manager in government, ao his orientation is to 

pursue government programs from outside government itself.

I see Jamie as a serious and responsible student at the Kennedy School. 
He is a tireless worker and devotes total energy to whatever task he 

tackles, bringing to all efforts an alive, inquisitive, and constructive 

m i n d .

At this point, Jamie is essentially self-taught, though his growth has 

rime about with the help of some top national economists with who m  he's 

h. \ an opportunity to work. The MPA program can be of extreme value to 

hii. by providing further exposure to disciplined economic theory and 

expanding his present analytic capability. As I've discussed wi t h  him 

at length, I believe that Harvard can now give him an opportunity to pul 

in context everything he has learned and provide the foundation for a 

yet more effective effort in behalf of the public interest.

Conversely, admission of Jamie Love to your program will prove of 

benefit to Kennedy School. He will challenge and stimulate fellow 

students, making a better experience for all. And the faculty, too, 

will find him the kind of student who makes it all worth while.

In conclusion, I strongly urge Jamie's admission to the Kennedy School. 

Don't let his lack of an undergraduate degree stand in the way. Based 

on ten years as director of this institute, I would rank Jamie's intel­

lectual, research, and communications skills ahead of all individuals 

we've ever had with Master's degrees, and ahead of many with Ph.D.s (and 

during my tenure as director, we employed around 300 people, muny of the 

highest c a l i b e r ) .



i am m o

U n i v e r s i t y  o f  A l a s k a

I'll be glad to provide any additional information on Jamie Love, if 

that's needed to facilitate his admission.

Best wishes to old friends.

Prof. Victor Fischer

P.S. Enclosed are a couple of pertin nt clippings I happened to have 

lying around.



Alaska State Legislature
Sen ator Vic Fischer • Pouch V  • Juneau, Alaska 99811 • (907) 465-4954 

M E M O R A N D U M

TO: Sen. Ed Dankwort

Attached for your concurrence is a copy of a proposed contract w i t h  

ISER in the amount of $20,000 to provide a long-range perspective on 

the s t a t e’s revenue and expenditures patterns. The wo r k  will include: 

a detailed calculation of the asset value to the state of future 

P rudhoe Bay revenues; an analysis of potential revenues from other 

natural resources, including other petroleum revenues that m a y  be 

available when Prudhoe Bay income is reduced; calculation of the level 

of state expenditures that could be made and still maintain certain 

asset levels; analysis of likely timing and impacts on private and 

public sectors of forced reductions of expenditures and/or increases 

in taxes to compensate for reductions in future revenues; and similar 

issues.

A  report on this project will be published by ISER for the legislature 

and the general public. Dr. Scott Goldsmith will be project director 

under this proposed grant.

I believe this is a most worthwhile project and worth the expenditure. 

Since no state agency is in a position to fund it and ISER does not 
have the money to do so directly, I think expenditure of available 

senate contracting funds would be Justified.

Thanks for your consideration.

FROM: Sen. Vic Fischer

DATE: January 15, 1982

RE: Revenue and expenditures study, ISER

Committees: State AfCirs, Chairman; Rcsoin.c'’ Vice-Chairman; Health, Education &c Social Services



CONTRACT BETWEEN 

STATE OF ALASKA 

LE G I S LATIVE AFFAIRS AGENCY 

AND

THE I NSTITUTE O F  SOCIAL A ND ECONOMIC RESEA R C H

The parties to this a g r e e m e n t  are the LEGISLATIVE AFFAIRS AGENCY, on 

behalf of the L e g i s l a t i v e  Council's Senate State Affairs Committee, 

hereinafter referred to as the "AGENCY," and the Institute of Social 

and Economic Research, herein a f t e r  referred to as the "Consultant."

THE PURPOSE O F  THIS A G R E E M E N T  is to provide the Senate State Affairs 

Committee with pr o j e c t i o n s  of the State of Alaska's long ti_rm fiscal 

condition under v a r y i n g  p o l i c y  choices pertaining to the disposition

of projected state revenues.

IT IS T H E R E F O R E  MUTU A L L Y  AGREED THAT:

CLAUSE I . - S T A T E M E N T  OF W O R K

(A) The Consultant shall produce a concise report containing the

projections, analyses, and findings of the State of Alaska's 

long term fiscal condition.

(13) In conducting its analysis, the consultant shall construct

discrete sets of policy choices pertaining to the use and

disposition of proj e c t e d  state revenues and discrete sets of 

state revenue projections.

CLAUSE II. - PE R I OD A ND DA T E S  OF PERFORMANCE

(A) The work under this contract shall he performed by March 30, 

1981.



(B) This con tract  may be terminated by e i th e r  party  upon w ritten  

n o t ic e  to  the o th er .

(C) Unless extended by w rit ten  agreement, th is  con tra ct  exp ires  
on March 30, 1981.

CLAUSE I I I .  -  PROJECT DIRECTOR

The P r o je c t  D ire c to r  s h a l l  be Senator V ic to r  F isch er ,  a ct in g  on beh a lf  
o f  Senate State  A f fa ir s  Committee.

CLAUSE- IV. -  COMPENSATION AND METHOD OF PAYMENT

(A) For the work s p e c i f i e d  in th is  c o n tr a c t ,  the Consultant 

s h a ll  be compensated at the f ix e d  p r ic e  o f  $20,000.

(B) The Consultant sh a ll  be reimbursed fo r  tra v e l  and other 

expenses authorized  in advance by the P r o je c t  D ire c to r ,  

except that per diem s h a l l  be paid at p r e v a i l in g  State

r a te s ,  and a l l  a ir  t r a v e l  sh a ll  be reimbursed on the basis
o f  coach c la s s  fa r e s .

(C) B i l l in g s  may be submitted by the Contractor monthly, and 

should note thereon progress  made to date.

(D) Total payments under th is  c o n t r a c t ,  in c lud ing  expenses, 

sh a l l  not exceed $20,000.

CLAUSE V. -  OFFICE SPACE, EQUIPMENT, CLERICAL SUPPORT, TRAVEL

O f f i c e  space, equipment and c l e r i c a l  support, and the expenses o f
authorized  tra ve l  o f  the Consultant that w i l l  be necessary to  carry 

out his o b l ig a t io n s  under th is  c o n tr a c t  sh a ll  be supplied by the

I n s t i t u t e  o f  S oc ia l  and Economic Research at no co s t  to the Senate 

State  A f fa ir s  Committee.

2



C L A U S E  VI. - R E C O R D S ,  D O C U M E N T S ,  A U D I T

The Consultant s h a l l  maintain accurate re cord s ,  in c lud ing  d e ta i le d  

time re co rd s ,  as may be required  by the P r o je c t  D ire c to r .  The records  

are s u b je c t  to  in s p e c t io n  by the Agency or  the P r o je c t  D ire c to r  a t  a l l  

reasonable  tim es. A l l  documents, reports  and w rit ings  generated as a 

consequence o f  work done under th is  con tra ct  s h a l l  become the p roperty  

o f  the State  o f  Alaska and, on com pletion o f  the work or at the term i­

n ation  o f  th is  c o n t r a c t ,  s h a ll  be d e livered  to  the P ro je c t  D ire c to r .

CLAUSE V II.  -  REPORTS

The Consultant s h a l l  keep the P r o je c t  D ire c to r  informed as to  the 

progress  o f  the work performed under th is  agreement and sh a ll  provide 

progress  rep orts  as s p e c i f i e d  by the P r o je c t  D ire c to r .

CLAUSE V III .  -  ALL WRITINGS CONTAINED HEREIN

This agreement con ta ins  a l l  the terms and con d it ion s  agreed upon by 

the p a r t ie s .  No oth er  understandings, o ra l  or otherw ise , regarding 

the su b je c t  matter o f  th is  agreement s h a ll  be deemed to e x i s t  or to  

bind e i th e r  o f  the p a r t ie s  o f  th is  agreement.

IN WITNESS WHEREOF, .he p a r t ie s  have executed th is  agreement on 
the dates in d ica te d .



/

I N S T I T U T E  L E G I S L A T I V E  A F F A I R S  A G E N C Y

M. R. CHARNEY 
Executive D irectorEconomic Research 

U n ivers ity  o f  Alaska

Chairman, Co-Chairman, e t c . )
C H A I R ,  S E N A T E  S T A T E  A F F A I H S  C O M M I T T E E

Approved as to  form:

B i l l y  G. B errier  
AGENCY LEGAL COUNSEL

Date

Date



PATRICK RODEY
A N C H O R A G E

M E M O R A N D U M

DATE: December 1981

TO: Senator  F i scher

FROM: Senator

RE: Contract approval request

I have received your  request  f o r  ap 'rival of  the cont racts  wi th ISER and
wi l l  be happy to s ign of f  on them.

I have not been contacted by Jay concerning t h i s  however, so unl es s  you
already have author i zat i on,  I would fol low up with h i s  of f i ce on t h i s  
matter.

PMR/ds

j?/r
6 0 1  W .  5 T H  A V E .  S U I T E ^ i O  

A N C H O R A G E .  A L A S K A  9 9 5 0 1

Alaska ^tatr &rnatr
J U N E A U .  A L A S K A  9 9 8 1  1

O U R I N G  S E S S I O N

P O U C H  V 
J U N E A U .  A L A S K A  9 9 B 1 1
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In te r im  o f f ic e :  511 West 4th Avenue, S u it e  5, Anchorage, 
A laska 99501 phone: 278-3654 v -y:' y-\ • r

M E M O R A N D U M

TO :. Senators Jalmar K e r t tu la  
. Don Bennett

' V Ed Dankworth
T im  K e l ly  ,•

' Pat Rodey

KRQM:. Senator V ic  F is ch e r  ' '-.iv'' b

DATE:... No renter 16, 1981 -'8 •?:£

'fc'.v • • RE: Contract approvals y ' T

s' ‘ ' ■ ■ V'!•; ' ' • !
I  would apprec ia te  your concurrence, when p o lle d , i n  th e  fo llo w in g  two 

; contracts w it h  th e  In s t it u t e  o f  S o c ia l and EconomLc R e s e a r c h .\  ...

T h e r f ir s t  i s  $15,000 fo r  p u b lic a t io n  o f  th e  C it iz e ns Guide to  A laska's 
'•■ •• C o n s t itu t io n . The Guide has a lready been w r it t e n  vnder a previous con tra ct 

funded by the  L e g is la t iv e  J o in t  Carm ittee on th e  C o n s t itu t io n a l Convention .
a llo c a te d  to  v. /'11'-%; S in ce  the  c/bint eomnittee was n o t expended, no funds were a ll<  

.p u b lis h  and d is t r ib u te  th e  gu id e . . : '■:'••. •

. • -_ I n  1982, A laska vo ters w i l l  be faced w ith  t h e c c r it ic a l question  o f  whether 
1^7 ^• '' ..v. o r  n o t to  h o ld  another c o n s t it u t io n a l conven tion . Severa l o ther s ta tes  
;!tf; J’ ' have found tha t p u b l ic  understand ing o f  th e  c o n s t it u t io n  i s  a b a s ic  element 

I ° f  t h e ir  a c t io n .o n  re il& iD ggthe document. That i s  why t n e r jo in t  coranittee 
■ . ;.V, commissioned p repara tion  o f  the C it iz e n ’s Gu ide . S ince  n o th in g  e ls e  i s  

b e in g  done to  prepare fo r  the 1982 referendum, I  b e l ie v e  i t  c r i t i c a l  to  
- :•.’ g e t ou t th e  Cit iz e n s  Guide to  A laska's C o n s t itu t io n , and suggest th a t 

\ ' . $15,000 be a llo c a te d  througjh the  S tate A f fa ir s  "Commit te e . P ub lic a t io n '
■ , •’ f  wou ld be through th' In s t it u t e  o f  S o c ia l and Economic Research, w h ich  -an

... r e a d ily  in te g ra te  t lr  s in t o  o ther p ro je c ts  and p u b lic a t io n s  th a t they 
' manage. The $15,000 t. mount would in c lu d e  e d it in g ,  g raph ics , photos, and 

:’ : •• p u b lic a t io n  and d is t r i i  i t io n  o f 5,000 jo p ie s .

The second p roposed con tract w ith  ISER is  i n  the  amount o f  $00,000, and 
" " a long-range j. rsp e c t iv e  or:, the  s ta te 's  revenue and expend itures 

iem s . The work w i l l  in c lu d e : a d e ta ile d  c a lc u la t io n  o f  the asset v a lu e
to  the  s ta te  o f  fu tu re  Prudhoe Bay revenues; an a n a ly s is  o f  p o te n t ia l revenues 
from o the r n a tu ra l r . rurces, in c lu d in g  o ther petro leum  revenues th a t nay be 
a v a ila b le  when Prudhoe Bay income is  reduced; c a lc u la t io n  o f  the le v e l of.

,  i ' t .  •• ,

j.: V

,*)!r  ;*» • •: ' *

■ ’ '■ ■■ v :'
•• ••: ;• .... “•. '• '.'j.T.. . V;'"' ' ' , •?••'♦'
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. s ta te  expend itures th a t cou ld  be  made and s t i l l  m a in ta in  c e r ta in  asset le v e ls ; 
a n a ly s is  o f  l ik e ly  t im in g  and impacts on prmvate and p u b l ic  sectors o f  

•V:T . fo rced  reductio ns  o f  expend itures and/or increases i n  taxes to  compensate „ 
*-;rT*fcr reductions  i n  fu tu re  revenues; and s iM la r  is su e s .

: A repo rt cn  t h is  p ro je c t w i l l  be p ub lis h ed  by  ISER fo r  the le g is la t u r e
vftSl* i "and the  genera l p id j l i r . ^ ,  .' .-. ,. ' b y . ' :-;:bV •_.< J- :

^ D r .  Scoct Goldsm ith w i l l  be p ro je c t d ir e c to r  under t h is  proposed grant. 

: v l  hope a l l  o f  you w i l l  cone xr i n  approva l o f  these two contracts .when
. -’:v  you are p o lle d  by Senator K e r t tu la 's  o f f ic e .  (Jay has J iready ckhyed

). , ■ .  . , • .  fi ?.•?£. r >
• • V  ,'-i. ' « .  ■■■' . ; r\. h...■ *<■'.'

Thanks, and best persona l regards, : v ' .

, / i f  . t  ;• .7  .
• >
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CONTEACT BETWEEN

STATE OF ALASKA 
LEGISLATIVE AFFAIRS AGENCY 

Pouch Y 
Juneau, Alaska 99811

AND

JAMES PACKARD LOVE

The p a rt ies  to th ir  agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf o f  the Senate State A f fa ir s  Committee, here in a fter  re ferred  to  as 
the "Agency", and JAMES PACKARD LOVE, here inafter  re fe rre d  to as the 
"Consultant".

THE PURPOSE OF THIS VGREEMENT i s  to  provide the Senate State A f fa ir s  
Committee with p ro fess ion a l research s e rv ice s  in  support o f  i t s  interim  
work on economic p o l i c y  and long-range p o l i c y  planning.

ii
1 IT IS THEREFORE MUTUALLY AGREED THAT:
i

CLAUSE I -  STATEMENT OF WORK

(A) The Consultant s h a l l  examine a lte rn a t ives  fo r  long-range 
economic and p o l ic y  planning dealing with the use o f  A laska's 
wealth,, economic development, natciraj. and human resou rces , e t c .  
Experience o f  other s ta te s  and fore ig n  countries  w i l l  be examined 
in terms o f  a p p l i c a b i l i t y  to  Alaska. Pertinent l i t e r a t u r e  w il l  be 
evaluated.

(B) The Consultant s h a l l  provide a d ra ft  report to  the P ro ject  
D irector  covering  work to  be carr ied  out under (A ) . The Consultant 
sh a ll  include appropriate conclusions  and may Include recommendations 
fo r  a c t io n  by the State o f  Alaska, p a r t icu la r ly  dealing with 
in s t i tu t io n a l iz in g  appropriate processes within the executive 
branch and es ta b lish in g  means whereby the le g is la tu r e  can deal with 
brood economic p o l ic y  issu es  on a continuing b a s is .

(C) The Consultant s h a l l  provide the P ro je c t  D irector  with a f in a l  
report a f t e r  Approval o f  the d r a ft  report under (B) by the P ro je c t  
D irector .

Pa g e  1 of 3
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(A) The work under th is  con tra ct  s h a l l  be performed beginning July 
15, 1981, and w i l l  be concluded by SeptemberJ3Q, 1981.

*&&&■£'t- "!•/
(B) This con tract  may be terminated by e it iter  party upon w ritten  
n o t ice  to  the other .

(C) Unless extended by w ritten  agreement, th is  con tract  expires  on 
December 31, 1981.

CLAUSE I I I  -  PROJECT DIRECTOR

The P ro je c t  D irector  s h a l l  be Senator V ic to r  F ischer , act ing  on behalf 
o f  the Senate State A f fa ir s  Committee.

CLAUSE IV -  COMPENSATION AND METHOD OF PAYMENT

(A) For the work s p e c i f ie d  in  th is  c o n tra c t ,  the Consultant sh a ll  
be compensated at the ra te  o f  $25.00 (Twenty-five D ollars)  per 
hour, w ith t o t a l  compensation f o r  th is  work not to  exceed $6,000.00 
(S ix  Thousand D o l la r s ) .

(B) The Consultant s h a l l  be reimbursed f o r  trave l  and other expenses 
authorized in advance by the P ro je c t  D ire c to r ,  except that p' ~ diem 
s h a ll  be paid at p reva il in g  State r a te s ,  and a l l  a ir  trave l  sh a ll
be reimbursed on the bas is  o f  coach c la s s  fa re s .

(C) The Consultant mâ  submit monthly b i l l i n g s  to  the P ro jec t  
D irector .  A l l  b i l l i n g s  should be accompanied by a statement and 
d e scr ip t io n  o f  the work accomplished to -he date o f  the b i l l i n g .

(D) Payment o f  $1,000.00 (One Thousand D ollars)  w i l l  be made to 
the Consultant upon execution  o f  th is  con tract .

(E) Tota l piyments under th is  c o n tra c t ,  including expenses sha ll  
not exceed $6,000 (S ix  Thousund D o l la rs ) .

CLAUSE V -  OFFICE SPACE, EQUIPMENT AND CLERICAL SUPPORT

O ff ic e  space, equipment and c l e r i c a l  support o f  the Consultant that w i l l  
be necessary to  carry out h is  o b l ig a t io n s  under th is  con tract  sh a ll  be 
supplied by the Agency.

CLAUSE VI -  RECORDS, DOCUMENTS, AUDIT

The Consultant s h a ll  maintain accurate record s , including d e ta iled  time 
records , as may be required by the P ro je c t  D irector .  The records are 
su b ject  to in sp ection  by the Agency or  the P ro jec t  D irector  at a l l  
reasonable times. A l l  documents, reports  and w ritings generated as a 
consequence o f  work done under th is  con tract  s h a l l  become the property 
o f  the State o f  Alaska and, on completion o f  the work or at the termination 
o f  th is  c o n tra c t ,  s h a l l  be de livered  to the P ro je c t  D irector  and the 
Agency.

C L A U S E  I I  -  P E R I O D  A N D  D A T E S  O F  P E R F O R M A N C E
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CLAUSE VII -  REPORTS \
* \

The Consultant s h a l l  keep the P r o je c t  D irector  informed as to  the progress 
o f  the work performed under th is  agreement and s h a l l  provide progress 
rep orts  as s p e c i f ie d  by the P r o je c t  D ire c to r .

CLAUSE V III  -  ALL WRITINGS CONTAINED HEREIN

This agreement contains a l l  the terms and con d it ions  agreed upon by the 
p a r t ie s .  No other understandings, o r a l  or  otherw ise , regarding the 
su b ject  matter o f  th is  agreement s h a l l  be deemed to  e x is t  o r  to  bind 
e ith e r  o f  the p a r t ie s  o f  th is  agreement.

IN WITNESS WHEREOF, the p a r t ie s  have executed th is  agreement on 
the dates ind icated  below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY

JAMES PACKARD LOVE 
SSN0 538-50-1030

Accepted:

Date

SENATOR VICTOR FISCHER 
PROJECT DIRECTOR

Date
AGENCY LEGAL COUNSEL

S
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M E M 0 R A N D U M

TOt R ic h a r d  B e r g ,  D i r e c t o r  
A d m i n i s t r a t i v e  S e r v i c e s  
L e g i s l a t i v e  A f f a i r s  A g en cy

FROM: S e n .  V i c  F i s c h e r

DATE: J u l y  2 2 ,  1981

RE: I n t e r i m  C o n t r a c t s

H ere  i s  t h e  c o n t r a c t  or fi lvh ivh a  s p o k e n  o f  when I  met w i t h  you 
and S e n a t o r  K e r t t u l a  d u r i n g  th e  s p e c i a l  s e s s i o n .  I  l o o k  
f o r w a r d  t o  i t  b e i n g  e x e c u t i t f e a s  s o o n  as p o s s i b l e  and know t h a t  
you w i l l  c o n t a c t  me i f  any o b s t a c l e s  a r i s e  as  I  a t t e m p t  to  g e t  
i n i t i a l  paym ent t o  J o e  M cK in n on , Jam ie  L o v e ,  jind W i l l i a m  S a l a -  
m e n ta ,  a l l  o f  whom h o i  on c o t i t a a c t  t h i s  summer. I f  t h e r e  i s  
a n y t h in g  my o f f i c e  ca n  do t o  e x p e d i t e  t h e s e  t h i n g s ,  p l e a s e  g i v e  
my s e c r e t a r y ,  Laura  F le m in g ,  a c a l l  a t  2 7 8 -3 6 5 A .

THank you  and b e s t  r e g a r d s ,



C a r q p M
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