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Figure III.1.

‘Alaska Regional Definitions for Impact Analysis
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The concentration of population growth is also pronounced but not
as much as is employment. Over 70 percent of the population increase in
1990 has occurred in the Anchorage region, followed by the Southcentral
area and the Southeast. Smaller population increases occur elsewhere
with the general growth of the economy and state expenditures. Even

during the peak construction years, the population impact is largest

Personal income grows in all regions as a result of the refinery
construction and operation. Increments over the base level are most
pronounced during construction phase in the early 1980s when no region
feels less than a $10 million impact. These fall off in later years to
less than $5 million in the cases of ‘the Southsest and Interior regions
of the state. The cycle of increases and decline is most pronounced
in the Southcentral region where personal income at the peak has increasecd
by $188 million. Two years later, that has declined to $33 million.
Further drops follow. Better insulated from this cyclical phenomenon
is Anchorage, which experiences a $290 million increase in the peak year
which falls only to $130 million two years later. Not only is the per-
centage decline less, but the upward part of the cycle comes upon a

much larger base of activity.

Regional economic indicators for the fish hatcheries case are pre-
sented in Tables I11.10, IIT.11, and III.l2. The regional employment

impact is much more evenly divided among the regions of the state.




Table III.10

Regional Employment Impacts of Fish Hatcheries

(Measured as Differences From the Base Case)

(Thousands)
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EM99R2 Southwest
EM99R3 Southeast
EM99R4 Southce tral
EM99R5 - Anchorage
EM99R6 Interior
EM99R7 Fairbanks




Table III.1ll

Regional Population Impacts of Fish Hatcheries

(Measured as Differences From the Base Casc)

(Thousards)
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Table III.12

Regional Personal Income Impacts of Fish Hatcheries

(Measured as Differences From the Base Case)

(Million §)
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Rather than 80 percent of the employment increase as in the refinery
case, the Anchorage area now accounts for 48 percent of the increase in
1990. 1In 1985, its percentage is much less--26 percent. This reflects
the assumption that there are no primary employmant additions allocated
to Anchorage in the fish hatchery assumptions. Employment growth in

Anchorage results from increased demands for goods and services and

T

ficreasi government on a statewlde basis,

s

Outside Anchorage, the majority of the growth occurs in the South-
west, Southeast, and Southcentral regions of the state. Their relative
positions are just reversed from the refinery case as now the Southwest

growth is second only to Anchorage.

|
|

As before, population growth patterns follow those of employment.
Anchorage again leads the growth in spite of the absence of direct em-
ployment assumed ‘to occur there. The Southwest is second, followed by
the Southeast and Southcentral.. Smaller increases occur in the Fair-

banks, Northwest, and Interior regions.

Personal income increases occur in each region, although here some
amount of cyclical activity is observed to occur, particularly in the
Interior and Fairbanks regions. The recason for this is that fish hatchery
construction and operation takes place in these reglons, but the fish
are caupht and processed in the coastal areas of the state, After con-

struction of these interior hatcheries, construction income declines




and is not immediately replaced by fishery and manufacturing income
increases. In this sense, the hatcheries in those regions result . in
patterns of income changs similar to the refinery. Fairbanks eventually
recovers its income level because of its position as a service and com-
mercial center for the Interior. The Interior region, however, does not
within the period examined. return to a position where the impact on in-

come exceeds the base case by as much as it did in 1982.




State Fiscal Impacts

Under both projects state expenditures must increase to accommodate
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the increases in population. Since changes in the level of state expen-
‘ditures are related to changes in the level of population rather than

the level itself, the pattern of Table III.13 is the result. Expendi-
ture increases occur rapidly in the refinery case since population growth
occurs rapidly in the 1980s. Later it slows considerably and expendi-
ture growth slows in a reflection of this. In th2 case of the fish
hatcheries, the growth follows a steady pattern, since the growth in
population is occurring steadily over the period. As a result, even
though population is higher at the end of the period in the refinery
case, the expenditure impact is larger in the fish hatchery case. In

later years, they would tend to converge.

The impact on state revenues is shown in Table III.14. Total im-
pact is more pronounced in the case of the refinery project, particu-
larly during the construction phase. The peak impact occurs in 1984 at
46 million. This is the combined effect of the primary generation of
personal and corporate incomme taxes and the business tax, as well as
the secondary generation of revenues resulting. from aggregate economic

growth.

The increase in the fish hatchery exem.ic is much less cyclical as

pevenues grow slowly but steadily throughout the period. By 1990 the




Table III.13

Impact on State Expenditures of Hypothetical Projects

(Measured as Differences From the Base Case)

(Million §)

FRT.RG2.  PRT.RG4..
ER ER
1927 0, 0.
1978 0. 0.
1979 0. 06
1980 1e317 54521

N e
L8 JOQL7 13441

1282

198;
s

19285
1984

P0.24

121 .975

142,913

137 .458

764673

20,187
35,439
8,635
43602

G7.609

1287 9332 73462
1988 40, 444 To
19289 A8, 622 LOL 469
L2290 iy GGG L176186

PTR.RG2 - Petrochemicals
PRT.RG4 - Fisheries Enhancement




Table TII.1l4

Impact on State Revenues

PRT.RG2 PRT.RG4
ER ER
0. 0.
0. 0.

0. 0.844
4,141 3535
18.892 5.953
37.547 9,229
45,509 12,335
45.82 12,297
30.556 14.676
27.838 18.884
25.49 21.47
27.63 23.598
30.739 25,518

33.856 27.341

PRT.RG2 - Petrochemicals
PRT.RG4 - F'isheries Enhancement




impact levels are nearly equivalent, although the total impact over the

whole period has been much larger for the refinery case.

Table III.15 confirms that the composition of the state revenue
impact has differed considerably in the two examples.: Personal income
tax increases represent more than two-thirds of the total revenue in-
crease for the fish hatchery case while less than 25 percent in the
petrochemical example. Two factors account for this diffe.ence. First,
a large component of the increase in the refinery case takes the form
of corporate income taxes. Second, there has been a substantial increase
in incomes to fishermen in the hatchery case, and these increases are
taxed at higher marginal tax rates. This explains the large difference
in personal income tax returns in the two cases in spite of a small
difference in employment impact between them. Referring back to Table II1I.2,
one gets an impression of the relative size of the impact on state reve-
nues of the additions. Since in 1990 in the base case, revenues are
projected at $3.586 billion; the impact in that year of either would be
less than one percent of total revenues. On the other hand, revenues
are falling in the base case and this addition would help to slow the

rate of decline. It would not reverse the direction, however.

The net fiscal impact on state government is represented by the
difference between the change in revenues and the change in expenditures

in either case presented in Table II1.16.
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Table III.15
§ Impact on State Personal Income Taxes of Hypothetical Projects

FRT . RE2.. FRTRGA..
E R ER !
|
1
0 0, g
0. 0, i
Do 114 0,48 i
2,951 1,678
L1.154 2.814 |
184135 4,457
20,354 54 774
20,478 5,972
13,152 7841
5641 10,477
| 5437 12,474
i RLT: 5. 638 144667
| 1909 bo51 17,162
' 1990 74658 19,933 |
.
]

PRT.RG2 = Petrochemical
PRT.RG4 - Fisheries Enhancement
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Table III.l6

Net Fiscal Impact on State Finance

of Hypothetical Projects

(Million $)

Fisheries
Petrochemicals Enhancement
0. 0.
0. 0.
0. .844
2.783 -2.171
-11.125 -7.488
-52.693 -10,958
=76.466 =-23.104
-97,093 -26.338
~-106.902 -28.926
-48,835 -40.725
-29.842 -52.15
-20.814 -63.657
-17.883 -75,951
-18.703 -89.815
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In either case, the net fiscal impact is negative'in all but the
initial year. Given the structure of state revenues, this is the ex-
pected result. The petrochemical facility does poorly ‘in the early
years as expenditures must rapidly rise to accommodate the population
increase. Later, however, its net impact improves as the income from
the facility begins providing larger amounts of tax revenues. In the
case of the fish hatchery, the impact on the current account of the
state is negative and cumulative. Here, there is no capital intensive
facility in place in later years to mitigate the sizec of the deficit in

earlier years.




Local Fiscal Impac

Expenditures at the local level respond primarily to chaages in
population and personal income, as well as to changes in the amount of
revenues transferred from the state. Table II1I1.17 reflects this‘pat—
tern. Local expenditures rise rapidly and then fall in the refinery

example and grow slowly but steadily in the fish hatchery case.

Local revecnues in both examples increase stroﬁgly, primarily through
the local property tax (Table III.18). There is a cycle in local reve-
nues generated by the refinery and a smooth increase in the case of

the fish hatcheries.

Direct taxes on the refinery property contribute to the level of
the local revenue impact in that case, exceeding revenues in the fish
hatchery example. It is interesting that the direct property tax ac-
counts for about half of the increment to local revenues in the refinery
case. Also interesting is the rapid increase in local revenues in

later years in the fish hatchery case, as personal incomes rise.




Table III,.17

Impact on Local Expenditures of Hypothetical Projects

PRTWRG2_  FRT.RG4.
ER SR

Y

*
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PRT.RG2 - Petrochemicals
PRT.RG4 - Fisheries FEnhancement




Impact on Local Revenues of Hypothetical Projects
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Table III.18

PRT.RG2 PRT.RG'
ER

1977 0. 0.
1978 0. 0.
1979 0.167 0.
1980 4.133 6.133
1981 18,025 21,525
1982 36.204 42.204
1983 47,197 57.197
1984 53.275 70.275
1985 47.39 17.39
1986 48,761 78.761
1987 28.78 58.78
1988 26.683 56.683
1989 27.592 57.592
1990 30.272 60.272
PRT.RG2 = Petrochemicals (without property tax)
PRT.RG' = Petrochemicals (with local property tax)
PRT.RG4 =~ Fisheries enhancement

PRT.RG4

ER

0.

0.

0.702

2.877

5,607

9.185
13.223
15.178
19.095
26.784
33.744
40.896
48,672
57.566




G. Per Capita Impacts

Real per capita variable changes occur in the directions expected

by the analysis of the foregoing changes. Per capita disposable per-
sonal income rises rapidly in the refinery example with the increase In
high paying construction jobs (Table III.19). Later tha trend is re-
veirced, primarily by a slowdown in the rate of increase in government
employment. Dispnsable personal income gains in the fish hatchery case

are not as pronounced but are not eliminated by 1990.

The patterns of state expenditures per capita in constant terms
reveals an interesting fact about attempting to use a tar_et expenditure
growth formula based upon historical growth rates (in this case, the
previous two years). From time to time, there will be fluctuations in
those growth rates which will cause the target to miss on cither the
high or low side. In theory, all values in Table IIL.20 should be zero
but, particularly in the case of cyclical variation in growth experienced
in the refinery case, the target is only approached rather than hit

squarely.

In both cases, revenues per capita in real terms declined. This
was more pronounced in early years for the refinery, but in later yecars

for the fish hatchery.




Table III. 19

Impact on Disposable Personal Income

Per Capita of Hypothetical Projects

(Measured as Differences Fram the Base Case)

(Constant $§)

PRT.RG2 - Petrochemical
PRT.RG4 = Fisheries Enhancement
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Table III.20

Impact on State Expenditures

Per Capita of Hypothetical Projects

FRT+RG2. FRTsRG4..
ER ER

O 0,
Q. Qs

=0, 6805 ~2.8487

~12.9764 -2+192
A 1 =)y B 7

| e B =212

Q. :"‘F ] 40‘:‘;21"

194 X091

JLe364 -+ 272

3.281 L+ 459

o e B 1836

7 Q32 1,066

P.712 09254

1790 el O, 112

PRT.RG2 -~ Petrochemical
PRT.RG4 - Fisheries Enhancement




H.  Conclusion

The petrochemical and fisheries enhancement projects.cannot be
directly compared to one another because of the large differences
in size of the proposals and also because no explicit assumptions
were made regarding the method or size cf permanent fund financial
participation in either project. It is more valid therefore to con-
centrate on the comparison of each to a base case simulation. The
petrochemical facility represents a very capital intensive project

while the fisheries enhancement program is labor intensive.

Construction of the petrochemical plant leads to a "mini-boom"
which results in an apparent long run increase in the level of aggre-
gate economic activity. The capital intensive nature of the refining
process notwithstanding, the employment impact is substantial because
the construction phase is relatively labor intensive. Both the "boom"
and the long run economic growth are regionally concentrated in the

Anchorige and Southecentral areas,

'isheries enhancement results in growth of the economy which is
not accentuated but it is steady and leads to substantial long run
increases, Because of the regional dispersion of the hatcheries
the impact is not concentrated in any region. Interestingly, however,
nearly 50 percent of the growth occurs in Anchorage where there

.

primary employment increase,
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The refinery provides state tax revenues through the taxation of

both business and personal income while the impact of the fisheries

enhancement program is primarily in the form of personal tax increases.

Revenues generated are significant but less than 1 percent of total
state revenues by 1990 in either case. State expenditure growth

exceeds revenue growth in each case by a considerable margin because

of Lhe target level set for state expenditures on a per capita basis.

In both cases local revenues increase substértially. The re-
finery pays a substantial property tax but o significant portion of
the local revenue increase comes from secondary increases in property

values. The increases in the fish hatcheries case come primarily

from secondary increases in property values.




PART IV

ALASKA CAPITAL MARKETS AND STATE FUNDS

A. Introduction

The institutional arrangements for investing the permanent fund
are as important as the amount and timing of the investment. The effect
of the many possible institution;l arrangements are not as easy to assess
as the timing or amount, since they do not easily lend themselves to
modeling. One way to project the impact of the institutional arrange-
ments is to examine similar historical events and derive applicable
generalities. During the period following the Prudhoe Bay Lease Sale,
the state of Alaska had excess funds which it invested in three ways--
investment in Federal and Corporate Securities by the Bank of America,
investment directly in loan programs by the state, and placement of
funds in time certificates of deposit in banks in Alaska. Although the
goals of these programs were different than those of the permanent fund,
examining these programs may provide insights into the effects of these
institutional arrangements. This chapter will review one of those pro-
grams, the placement of approximately $100 million of the North Slope
Lease Bonus in Alaska banks between 1969 and 1971; it is hoped that
the insights gained from this exercise will be helpful in determining

the best arrangements for investing the permanent fund.

The review of this strategy will identify the intentions and goals

of the policy makers, the strategies pursued, and the impact of those




strategies. This program can only be examined in relation to the events
of that period, including the other investment programs operated from
surpluses of the state general fund. The strategies followed and the
resulting impact will be examined for the period 1969 through 1973,
the period from the first placement until just prior to the construc-
tion of the trans-Alaska pipeline. There are three important problems
which limit the analysis of the effects of these strategies. First,
this period was one of change for Alaska associated with the discovery
of oil at Prudhoe Bay, the anticipation of its development, and the
construction of a pipeline to carry it south. This makes it difficult
to isolate the portion of the growth in the state's econcmy which re-

sulted from the placement of $100 million in the state's banking system.

Secondly, the carly 1970's was a period of extreme fluctuation in the

national money markets; this affects our ability to consider past rela-
tionships normal and analyze impacts as changes from them. Thirdly,
only tentative conclusions can be drawn, because data concerning the

banking system during this period is limited.

To the extent they can be defined, the¢ analysis of the impacts of
this policy will be done in terms of its equity, efficiency, and growth
effects, The program can be considered efficient if, given the goals
established by the policy makers, the placement of these funds was the
best way to achieve them. The income redistribution resulting from

this policy describes the equity effect. Windfall profits for banks
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and changes in the cost of borrowing money are possible income redis-
tribution effects which will be analyzed. Questions about the effect
of this policy on growth revolve around the question of whether this

money got from the banks into the state economy.




B. The Setting: The Alaskan Financial Sector

The discovery of oil at Prudhoe Bay and the expectation of its
production and the construction of a pipeline to carry the oil south
were responsible for the healthy growth of the Alaska economy during
the period after 1970. Table IV.1 shows the growth of population and
employment during the period 1968-1873. In most developing economies,
particularly those experiencing rapid growth, the demand for capital
quickly outpaces the supply prnduced by the local economy. Alaska,
during this period, was no exception; the growth during the late sixties
accentuated a capital shortage which had always been a factor in the
Alaskan financial sector. In theory, regional capital shortages should
not exist, since capital is a mobile resource which should flow to the
arca where it earns its greatest return. Interest rates in a region
where capital is in short supply would rise and attract capital until
the shortage was eliminated. Real world imperfections prevent this from
happening. Institutional restrictions, such as usury laws, prevent
interest rates from rising to their proper levels. Alaska, prior to
1969, had a usury law which set a ceiling for interest rates of 8 per-
cent. Risk also restricts the free flow of capital. Risk incrcuses.
with distance from the source of capital, since less is known of places
farther away. T'or both of ‘these reasons, Alaska was not attracting the

needed capital during this period. Editorials in the busincss press

point to the difficulty of borrowing which reflected a capital shovtagc.l

lﬁditoriul Opinion, Alaska Construction and Oil, September 1969,
p. 6, and August 1969, p. G.




Table 1IV.1

Growth of Population and Employment 1968-1973

Percent ' 9 Percent
Emglogmentl Growth i ‘Population Growth

112,423 284,880
118,917 5.78 294,560
123,892 4,18 302,361

127,660 312,930
130,693 324,800
137,305 330,600

.

lSta-tistical Quarterly, Alaska Department of Labor, various issues.

QCurrent Population Estimates, Alaska Departmeni: of Labor, 196t-1973.

The usury laws which prevented local rates from rising to the required
level were blamed for the capital shortage problem; Alaskan investment
traditionally needed to pay 1-2 percent above Se¢attle rates to make
investments worthwhile.? A period of tight money in the national money
markets and interest rates which were inflexible upward prevented the

needed flow of capital.

There is little documentation of this capilal shortage, although
the importance of the secondary mortgage markets and outside partici-

pation in large projects is recognized throughout the banking industry.

2
"Home Building the Tight Money Loosens," Alaska Construction and
0il, July 1969, p. 32.
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One report which attempted to document this situation was The Residential

Mortgage Market in Alaska, a report done by the Federal Housing Admin-

istration in 1963.3 This report documented the importance of outside
capital to the Alaskan mortgage market in the early sixties. Because
of the importance of outside funds for investment, changes in outside
money markets had tfemendous impacts on capital availability in Alaska.
The tight money period which existed in outside money markets in 1969-
1970 would logically have been extended into a tight money market in

Alaska.

The banking industry in the period preceding the Prudhoe Bay
lease sale has been described by Gene Erion.4 By examining the in-
sured commercial banks in Alaska during the period 1960-1966, Erion

concluded,

"The comparing of insured commercial banks in Alaska
with insured commercial banks in ‘the rest of Region 13 and
in the United States as a whole, for the years 1960-1966,
leads to the following conclusions:

(1) Rates of earnings on loans and discounts were
higher, and rates of interest paid on time deposits
were lower, in Alaska. The higher rates on loans
and discounts could not be attributed to higher
prices (costs) in Alaska; nor, entirely, to greater
riskiness of loans.

(2) Profit rates on sales--current operating
revenues--were lower in Alaska. Profit rates on
capital invested were higher, but only because of
the lower equity of owners in Alaska banks.

3 : — ’ ) :
Federal Housing Administration, The Residential Mortgage Market
in Alaska, 1963.

1

‘Gene Erion, "Insured Commercial Banks in Alaska, 1960-1966," in
Studies on Alaska Regional Inflation, Federal Field Committee for
Development Planning in Alaska, 19069.




(8) As measured by net income per employee, assets
per employee, and assets per bank office, Alaska
banks were relatively inefficient.

(4) Assets per bank, however, were greater in
Alaska. Alaska banks chose to serve Alaska's
relatively sparse population by branching; there-
by the proliferation of even smaller, weaker, and
more inefficient unit banks was avoided.

(5) Assets per bank office and per bank employee,
as well as the matios of demand and time deposits
to personal income, indicate that the scale of
operation of Alaska banks was relatively smaller,
with the distinct possibility that economies of
large-scale operation were thereby precluded,

and that some of the relative inefficiency of
Alaska banks resulted therefrom.

(6) The ratios of demand and time deposits to
personal income indicate that Alaska banks got

a disproportionately small share of the domestic
market for bank services, indicating that more
aggressive competition, including price (rate)
competition, might have led ‘to a larger share

of the market, and perhaps a larger market." 9

Prior to the lease sale in 1969, the banking system consisted of eleven
commercial banks with assets of $462,084,733 and wo mutual savings
banks with assets of $39,524,G23.G There were also three savings and

7 The banking

loan associations with assets totaling $66,000,000.
sector during this period was highly concentrated with two banks having

over 50 percent of the total assets of the commercial and mutual savings

[
banks.d

5
Erion, "Insured Commercial Banks," pp. 69-71.

bﬂlaska Bank Statement of Condition, June 30, 1969,

7Thu Alcska Deonomy, State of Alaska Department of Commerce and
Economic Development, 1977, Table 18, p. 31.

BAlaska Bank Statement of Condition, June 30, 1969,
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In September 1969, the State's Investment Committee which con-
sisted of the ¢ommissionens of Revenue, Commerce, and Administration
determined the state should place $100 million in deposits in Alaskan
banks. One general goal for this program can be defined from public
statements made at the time; the goal of the program was to stimulate
the state's economy by increasing the capital available within the
economy. Through the placement of these funds, the state could at-
tempt to ease the capital shortage which was much discussed at the
time. Criticism of the decision centered on the fact that these fundg
in Alaskan banks would earn less than other North Slope lease funds
invested by the Bank of America. The Investment Committee explained
its rationale for this move was to provide money to the banks which
they could use ‘to stimulate general economic activity through loans.’

'
The goal of using the money to stimulate the economy of the state by
providing much needed capital was emphasized by public statements of
officials, Governor Keith Miller stated at the time that the deposit
of funds in state banks would meet the long-standing need for capital

within the state.lo

Commissioner of Revenue, George Morrison, stated
that placing the money in local banks would provide what bankers said

was much needed capital to expand credit within the state.ll These

g:‘muhul-dgu Times, October 29, 1969.

lo"Governov Tells Plans for Lease Revenues," Alaska Industry,
October 1969, p. 98.

1lpnchorage Times, Decomber 3, 1960.




statements wére also supported by members of the Egan administration.
Director of Banking, J. K. Robertson, stated that the funds were de-

posited to be employed in the state's ec:c)r:t;t1113a'.""2

The actions of the legislature and administrations during fhis time
period define implicit goals for the entire North Slope Lease Fund which
seem to agree with the stateﬁ goals for this particular program. The
implicit goal was to imbrove the present Alaskan situation or quality of
life through expenditures. Actions during the period illustrate this
goal; the state budget increased 32 percent in Fiscal Year 1970 and
77 perccnt in Fiscal Year 1971 to provide for the increased programs

and services made available to fslaskans.l3

Laurence Eppenbach, Deputy
Commissioner, Treasury Division, in the Egan Administrat:on, pointed out
that one of the major benefits of the oil lease bonus was the increase
in state spending which provided sound underpinnings for state cconomic
growth.lu Changes made by the legislature to the possible uses of the
state's surplus revenue in 1970 also supported this general goal of
spending to increase the current welfare of the state. The legislature
expanded investment alternatives from only government securities and

time certificates to allow the state to invest in mortgages and loans.

2 . d 2 .
""Commercial Bank Deposits to Triple in Coming Decade," Alaska
Construction and 0il, January 1971, pp. 37-38,

13m4ihat Happened to the $300 Million," Memo to Governor Hammond

from L. C. Eppenbach, December 27, 1974, p. 1.

Wupraska's Treasury: A One Customer Bank with 325,000 Sharcholdevs,"
Alaska Construction and Oil, May 1973, p. 29.
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Chapter 206 SLA 1970 which defined these changes also specified an
investment preference for loans and mortgages.l5 The concepi of a
permanent fund using parts of the lease funds, although suggested dur-
ing this time period, was never adopted. One reason savings was not a
primary consideration was the expectation of the rapid completion of the
pipeline, and the beginning of the flow of oil royalties to the state.16
The goal of stimulating the Alaskan economy through the placement of
deposits in Alaskan banks fits within this general context of using the

North Slope lease funds to improve the current Alaskan situation.

=
J"Legiclature Roundup," Alaska Construction and 0il Report,
August 1970, p. 33,

Buymat Happened to the $900 Million," Memo to Governor Hammond
from L, C. Eppenbach, December 27, 1974, p. 1.




D. Placement of the Funds

The decision to place approximately 5100 million in time deposits
in Alaskan banks was originally made shortly before the North Slope
lease sale in September 1969. This decision was made by the state's
Investment Committee which consisted of the Commissioners of Revenue,

Commerce, and Administration.t’

The money was originally scheduled for
three placements in September and October 1969 and January 1970.18

The first placement of $50 million in short-term certificates of de-
posit took place shortly after the lease sale in September. The

other placements did not take place as scheduled but were postponed.

The last placement occurred in June 1971, A total of $102 million

was placed in Alaskan banks in certificates of deposit with terms
ranging from one to fourteen yecars. TIunds were deposited after nego-
tiations, which determined that a competitive rate of 6.25 percent would
be paid. [unds were disbursed in relation to the distribution of total

deposits in ‘the banking :;y:.'.tcm.]-('l

There were two major criticisms of this fiscal strategy. Iirst,
the strategy was criticized because the state was not earning the maxi-
mum amount possible on these funds. The certificates of deposit were

issued at 6.25 percent interest, while state funds invested by the Bank

Anchorapge Times, October 29, 1969,
18 2 ;
Anchorapge Times, Deccmber 3, 1969,

lgAnchorduc Times, December 3, 1969,




of America were earning approximately 8 percent. State officials re-

sponded that the money loaned into the economy, generating economic

activity would produce revenues in income taxes equal to another 1 per-

cent in interest.2® This strategy also supported the goal of using the

funds for the immediate benefit of Alaskans and not as a savings account.

The second criticism of the program was responsible for the delay
in the second and third disbursements of the money. Criticism of the
way the banks were using these funds caused the state to investigate
the use of the funds before issuing the next scheduled disbursements.
The criticism suggested that banks might only have been investing these
state deposits in Federal securities which did the state's econonmy little
good; reasons for this included collateral requirements for state de-
posits.Ql These criticisms caused the state to investigate how the
first $50 million was being used. These investigations showed the
majority of banks were able to use the funds and the second disburse-
ment was made.?? The banks also criticized the length of term of the
deposits, stating that this prevented the use of tke funds for loans.

As a result of this criticism, the state extended the terms of the
first set of deposits just prior to the final disbursement in June 1971.
Table LV.2 shows the terms and amounts of certificates of deposit from

the North Slope lease bonus for Fiscal Years 1969-1972.

o .
Anchorapge Timesn, October 29, 1969,
L )

'lﬂnchorduu Times, September 25, 1969,

22hnﬂhu“1ur Times, December 3, 1969,
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Table Tv.?2

North Slope Lease Funds in Alaska Banks

Anount as of June 30 in Thousands of Dollars

Date Issued 1970 1971 1972 _ 1973

(1 year term)

12-69 $22,350

2-70 380

3-70 1,665

6-70 605

12-70 $%2,250

3-71 1,665

6-71 655 (1/2 year)
12-71 $ 2,905
3592 1,665
12-72

3-72

(5 year term)
9-69 26,430" 26,430
12-70 43,460 44,010
6-71 550 (4 years)

(10 year
6-71 5 5,358 5,358

(11 year
6-71 5,458

(12 year
6-71 5,458

(13 year
6-71 5,358

(14 year
6-71 _ 5,358 3,358

TOTAL $75,000 $102,000 $102,000 $102,000

1Stutc Investment Portfolio in 1971 had approximately $20,000,000 in
three year certificates this year only. Based on other Portfolios, this
amount was added to the five year certificates.

SOURCE: State Investment Portfilios, Department of Revenue, 1970-1973.




Other Programs

The (mpact. of the passage of Chapter 206 SLA 1970 was to broaden

the invesiment possibilities of the state. Chapter 206 allowed the
state to invest surplus funds in:
(1) direct obligations of the United States;

(2) obligations of agencies and instrumentalities of the United
States;

(3) notes issued by Farmer's Home Administration;
bank certificates of deposit which are secured as to the
payment of principal and interest in accordance with Alaska

law;

corporate obligations of prime or equivalent quality, as
rated by a nationally recognized rating organization;

other securities, including corporate securities;
Federal Housing Administration mortgages;

Federal Veterans Administration mortgages;

loans made under the provisions of AS 03.10;
conventional residential mortgages if the originating
financial institution retains at least 25 percent of
the mortgage;

(11) other secured loans, if the originating financial institu-
tion retains at least 33 1/3 percent of the mortgage.

The investment programs which resulted from this act fit into two major
groups, the investments handled by the Bank of America and those handled
by the Treasury. The major differences involved the terms and liquidity
of these investments. The Bank of America cmphasized highly liquid,
short-term investments, and the Treasury emphasized long-term invest-

ments related to growth in the state. These Treasury loan programs




were run with surplus general funds and are not the same as the invest-
ments made from specific funds such as Teacher's Retirement fund.

Table IV.3 shows the change in thesé investments during the period of
interest. The loan programs were included in the inveétment-program run

by Treasury.

The Bank Loan Incentive Program was begun in 1970 to buy loans
from financial institutions in Alaska. All loans had to be secured

and have Alaska residents as mortgagors.23

This program was suspended
in 1972, One reason for the suspension was the necessitly to remain
liquid. Since funds were being drawn down quite rapidly, it was felt

the direct lo n programs provided ample loans.?% As Table IV.3 shows,

the direct loan programs expanded throughout this period.

The Bank of America investments were made with the idea that the
principal would be spent, so liquidity was important. Because of this,
highest yielding investments were ignored; investments were made mostly

. . . . . paow 5
in short-term, highly liquid assets, such as U.S. Government Securities, 2

23 . )
State Investment Portfolio, State of Alaska Department of Admin-
istration, June 30, 1971, p. U.

Qu“Ruvcnue News," Alaska Department of Revenue, February 16, 1971,
and conversation with Richard Alexander, Alaska Department of Revenue,
November 28, 1977.

l:] e
2‘"Ruvcnuu News," Alaska Department of Revenue, May 24, 1972.




Table IV.3

State General Fund Loan Programs

Amount as of June 30

1970 1971 1972 1973
Bank of America $852,569,655 $772,928,476  $665,002,400  $504,566,000
Veterans Loans 1,587,000 9,703,800 16,315,200

Bank Loan Incentive
Program 3,977,600 3,464,500 2,765,300

Agricultural Loans 709,900 813,000
Municipal Loans 6,833,300 6,213,900 14,367,500
Small Business Loans 1,546,800

Alaska llousing
I'inance Corporation 7,318,200

Source: State Investment Portfolio, Department of Revenue, 1970-1973,

¢
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F. The Impact of the Bank Placement Program

The impact of the program will be analyzed in relation to the

~goal of providing capital and stimulation to the state's economy.

The program‘s impact will be examined in terms of its effects on growth,
equity, and efficiency. Two sources of data will be used to examine
these effects. First, a time geries of Alaskan banking statistics pro-
duced by the Department of Commerce and Economic Development will be
used. The data series provides information on deposits, assets, and
loans for all Alaskan banks. The second source of information are the
Federal Deposit Insurance Corporation Call Reports and Income State-
ments of Insured Commercial Banks. These provide detailed data on a
portion of the banking system, insured commercial banks. Commercial
banks are unique among financial institutions, because their liabilities
include demand deposits, and their lending and investing activities are
diversified along their whole range of possibilities. Because of this,
commercial banks are assumed to typify the economy's financial sector.
This is particularly true in Alaska where Commercial banks are more in-
volved in the mortgage market than is typical outside. Commercial banks
are the major type of financial institution in Alaska which held 92 per-
cent of the assets in 1969, and they were major participants in the
placement program holding approximately 90 percent of the certificates
by 1972.%% The F.D.1.C. information can only be used to provide insight
into the effects of this program, since it provided only partial coverage

of the Alaskan banking system,

26p1aska Department of Revenue, "Alaska Banks Statement of Condition,"

June 1969, and Alaska Department of Administration, State of Alaska: State

Investment Portfolio, 1972,
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F.1l. Growth Impact

Table IV.4 describes the change in some measures of economic activity
during the period 1968-1973. Although this table shows a general upward
trend in all of the variables, it is hard to see a consistent relat’on
between banking activity and any variable. Even if a relationship could
be seen, it would be impossible to judge the directinn of causation.
The banking system, through its loan activity, may encourage growth; but
at the same time, growth of the economy would have positive effects on

the banking system through increasing its deposits.

An indication of the growth impact of this program.can be determined
by examining the loans maﬁe by the banking system. The ultimate impact
on the economy depends on the effectiveness of the use of the loan funds,
but the impact of the banking system on the economy can be judged by the
proportion of its deposits it gets back into the economy in the form of
loans. Constraints placed on the bank's ability to loan money, such as
reserve requirements set by the Federal Reserve Bank and the distribution
of deposits between demand and time deposits, will prevent banks from
loaning all of its deposits. Investment of deposits in other types of

assets will also reduce the amount of loans made.

Examination of the ratios of loans to deposits and changes in loans
to changes in deposits shows that initially fewer loans were made out of
these deposits than usual. The relationship between loans and deposits

is shown in Tables 1V.5 and 1V.6. Table IV.5 shows the change which
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Table IV.4

Economic Growth

Total1 yA Constructionl % _Valuezof

4!
I I

i

| I

Employ.nent

Change Employment

Change

Construction

112,423
118,917
123,892
| 127,660
130,693
137,305

HOusingz
Units

5,998
6,653
6,894
7,445
7,893
7,837

A Total’
Change Deposits

10.92

3.62
7.99
6.02
e

A,
Change

(thousands
of units)

1.2

(millions

of §)

481.8

(millions
of $)

193

238
259
373
421

Totdl3
J.oans

23.32

8.82

44.02

12.87

pA
Change

(millions

of §)
302.2
345.0
409.3
49?.0.
608.5

765.3

14.16
18.64
21.43
22;&3
25.77

.

lhlnsku Department of Labor, Statistical Quarterly, various issues,

2

U.S. Department of Commerce, Statistical Quarterly, 1974.

3A1aska Department of Commerce and Economic Development, Mid-Year Per-
formance Report, 1977, Tables 17 and 18. '
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[ Table IV.5
Ratio of "New" Loans to New Deposits .
(Millions of Dollars)
(1) (2) (3)

Change in Chr .ge in Change in Ratio Ratio
Loans & Discounts Total Deposits Time Deposits (1)/(2) (1)/(3)

1967 15.9 40.9 44.3 , +39 .36

1968 18.2 6.4 6.9 2.84 2.64

s e~ S

1969 40.8 101.8 61.4 .40 .66
1970 45.3 106.0 84.0 .43 «54

1971 64.7 85.0 61.7 .76 1.05<

=

1972 75.5 96.5 68.1 .78 111
1973 64.8 59.8 29.1 1.08 2.23
1974 107.0 213.9 65.9 .50 1.62

1975 161.1 278.9 124.3 .58 1.30

T YT

! 1976 148.0 155.0 123.1 .95 1.20

Average .87 X.27

SOURCE: Table 17, The Alaska Economy: M.d Year Performance Report 1977, Alaska

Department of Commerce and Economic Development, 1977.

.1 l




Table IV.6
Lo#n to Deposit Ratio

" (Millions of Dollars)

(1) (2) (3)
; Total Total Total Ratio Ratio '
Loans and Discounts Deposits Time Deposits (2)7:(2) 55 (1)/(3)

1967 232.0 423.4 224.3 ;551 5501503
1968 250.2 429,8 231.2 .58 1.08
1969 291.0 531.6 292.6 .55 .99
1970 336.3 637.6 376.6 .53 .89
1971 101.0 727.6 438. 3 .55 .91
1972 1476.5 824.1 506. 4 .58
1973 541, 3 883.9 535.5 .61
1974 648.3 1,097.8 60L1. 4 .59
1975 809.4 1,376.7 725.7 .59
1976 957, 4 1,531.7 848. 8 .63

Average .58

SOURCE: Table 17, The Alaska Economy: Mid Year Performance Report 1977,
Alaska Department of Commerce and Economic Development, 1977.




occurred in the ratio of changes in loans to changes in deposits.27 The
change in loans and discounts is a proxy for new loans made which also
may be affected as loans are paid off or sold in the secondary market.
Table 1IV.6 shows the changes during the period in the ratio of Total
Loans and Discounts to Deposits. During the period in which the state
deposited the $100 million, 1969-1971, these ratios all fell below the
average for the ten-year period. This indicates that during this period,
although loans were increasing, they were not increasing as fast as de-
posits.- In 1969 and 1970, less than half the new deposits reached the
economy through the creation of "new" loans, while gn average $.87 was
loaned out of every dollar deposited. Although the initial impact was
minimal, Table IV.6 indicates that more of the state's deposits may have
eventually reached the economy. . Beginning in 1972, the ratio of Loans
and Discounts to Total Depositc began to increase toward the average.

This indicates that loans were increasing al a rate greater than deposits
3

which may have resulted from the shifting of some state deposits to loans

from other assets.

More insight into what happened might be obtained by examining how
the banks invested their funds during this period. Table IV.7 shows
the distribution of the assels held by insured commercial banks during

this period.

27 i S
Tables IV.5 and IV.6 do not include information on savings and

loans, but this is not important since savings and loans did not parti-
cipate in the deposit placement program. See bank listings in State
Investment Portfolio, Department of Administration.




Table IV.7

Distribution of Assets of Commercial Banks 1969-1973

Cash and U.S. Government Other Loans and Other
‘Balances Obligations Securities Discounts Assets

11.6% 15.2% 18.8% 50.3% 4.1%
13.4% 18.3% 15.6% 48,9% . 3.8%
13.5% 17.3% 18.0% 47.2% 4.0%

4 =l = == =

14.0% 16.1% 17.6% 48.u4% 4.0%
12.0% 13.1% 19.2% 51.3% 4,.3%
11.9% 11.7% 16.1% 55.6% 4.7%

Source: Federal Deposit Insurance Corporation, FDIC Call Reports, 1968-73.

During the initial years of the placement, there was a shift in the
asset distribution of insured commercial banks. Banks shifted their
assets from loans and discounts into U.S. government obligations. This
shift partially explains the reduction in loan to deposit ralios shown
previously. These data allow us to infer that a greater than usual
proportion of deposits made during the time period in which the initial
placement of North Slope funds took place was invested in U.S. government
oblipations. This action, because it reduced the funds which went into
loans, reduced the initial impact of the banks on the economy. The
data in Table 1IV.7 indicates that this shift was a short-run shift in
port 1.¢ ances.  Beginning in 1271, banks began to shift their as-

sets back toward the pre-1969 distribution.
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There are three factors which may explain the actions of the banks;
the size of the original deposits, the term of the deposits, and the
fact that they were state deposits. First, the state's deposits were
so large in relation to deposits of the banking system that it caused
major changes in the banking system. The state's deposit of $75 million
of the North Slope funds in state banks in 1969 was over a 30 percent
increase in Lime deposits in the banking system as of December 1969.

The North Slope deposits were over 27 percent of the tetal time deposits
in the banking system in 1970. This massive change in the structure of
the bankinr system may have taken time to adjust to. Because this large
increase in leposits was not generated by econoumic activity, it may also
have taken some time to generate loan opportunities. The return on U.S.
securities provided a floor for interest rates, the banking system

could have held these state funds in U.S. obligations while waiting for
the cconomy to absorb them through loans. Tables 1V.5 and 1IV.6 show
that a more normal relation between loans and deposits exists beginning
in 1971 after bankers were allowed time to adjust to the tremendous

changes which had taken place.

The second factor which could explain the poor showing of the
banking industry in providing loans from the North Slope deposits is
the term of the original deposits. The main criticism of the original
placement by the banking industry was that they were short term., The

original placement in 1969 and 1970 was in one and five-year certificates




of deposit, which the bankers claimed was too short a time period to
invest.28 Because of these complaints, the state lengthened the term
on these deposits in 1971. This is the peri .d when the ratio of loans
and discounts to deposits began to rise. The shortness of term argu-
ment revolves around the concept of "hot money."29 The state's money
was considered '"hot money" because there was no guaranteed replacement
for it at the end of its term. DBanks can use private deposits, which
are short-term, to make long-term investments because they know deposits
will continue to grow and they can account for the turnover. The banks
had no reason to believe state deposits would be replaced at the end of
their term, so they were reluctant to issue loans based on them. This
argument may provide an explanation for the lack of investment in long-
term loans, but it doesn't explain why short-term loans were not made.
Lack of short-term loans may have resulted because of the massive in-
crease in funds:wﬁich may have taken some time for ‘the demand for this
type of loan to reach these levels. No risk U.S. Treasury bills may

have been a profitable alternative to holding risky short-term loans.

The most important reason for the limited use of the state deposits
to make loans could simply be that they were state deposits. Until 1971
when the state allowed conventional loans to be used as collateral for

state deposits, the state required that its deposits be collateralized

28 :
Alaska Department of Revenue, "Revenue News," May 3, 1971.

lentcrview with Bob Sullivan, November 29, 1977.




100 percent with obligations of the U.S. Government.ao This meant that,
legally, loans could only be made from state deposits to the extent that
banks were already holding U.S. Government obligations which were not
collateral for other deposits. This could explain not only the limited
loans made from these deposits, but also the movement of bank assets
into U.S. securities. The liberalization of the collateral requirement

coincides with the increase of the ratios of loans to deposits.

During the period of the initial placement of the North Slope lease
funds in Alaskan banks, we can observe a reduction in the rate at which
deposits were converted into loans and a movement of bank assets into
federal securities. These actions limited the impact of the state's
deposit on the economy in the short run. As can be seen from Tables
IV.5 and IV.6, the long-run trend, after the factors mentioned above
were taken care of, was to more normal creation of loans from deposits.
This may mean that the initial limited economic impact of the deposit
resulted not from unconstrained policies of the banks, but from the

institutional constraints which directed the bank's policies.

F.2. The Equity Impact
Three types of equity effects which all involve the redistribution

of income can be discussed. First, the data on insured commercial banks

30
J. K. Robertson, '"Commercial Bank Deposits to Triple in Coming
Decade." Alaska Construction and 0il Report, January 1971, pp. 37-38.
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can be cxamined to determine the effect on the profits of the banking
industry of this placement of state deposits. Secondly, the impact of
these deposits on the cost of borrowing can be examined to see if the
cost of borrowing was significantly reduced by the placement of state
funds., Thirdly, the opportunity cost‘of this policy of making deposits
can be examined. Tables IV.8, IV.9, and IV.10 provide the information
required to deduce tentative answers to these questions about the equity

impacts of the policy.

Table iV.8

Interest and Fees Earned on Loans as a Percentage of Loans

Alaska Insured U.S. Insured
Commercial Banks Commercial Banks

1969 8,18% 7.17%

1970 B8.95% 7.65%

1971 8.89% 6.98%

1972 8,45% G.54%

1973 8.43% 7.62%

Average 8.6% 7.2%

1960-66 Averagel 8.6% 6.0%
lG. Erion. "Insured Commercial Banks in Alaska, 1960-66" in Studies on

Alaska Regional Inflation, Federal Field Committee, 1969.

Source: Federal Deposit Insurance Corporation, FDIC Call Report and In-
come Statements,
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Table 1IV.9

Interest Faid on Time Deposits as a Percentage
of Total Time Deposits

Alaska 0.S%

1969 3.77 . 3.19
1970 4,54 4,95
1971 4,98 4.43
1972 4,85 4.38
1973 5.39 4.29
Averag: 4.71 4.25
1960-66 Averagel 237 3.19
JG. Erion. "Insured Commercial Banks in Alaska, 1960-66" in Studies on

Alaska Regional Inflation, Federal Field Committee, 1969.

Source: Federal Deposit Insurance Corporation, FDIC Call Report and
Income Statements.

Table 1v.10

Net Income Before Taxes as a Percentage
of Current Operating Revenues

Alaska U.S.
1969 17.01 21.85
1970 15.75 20.53
1971 15.87 18.46
1972 13.23 18,02
1973 13,90 16.h2
Average 3515 19.06

1960-66 Averaget 16.3 244,14

lG. Erion. "Insured Commercial Banks in Alaska, 1960-66" in Studies on

Alaska Regional Inflation, I'ederal Field Committee, 1969.

Source: TFederal Deposit Insurance Corporation, FDIC Call Report and
Income Staterants.




These tables provide proxies for the real variables, profits and
interest rates. Because these are only proxies, they can only be used
to infer general trends. For ins£ance, the proxies for interest rates
in Table IV.8 actually show earnings on the total loan portfolio which

varies with the age and type of loans held.

Thése tables show that neither borrowers nor lenders made any real
gains during this period. Banks' earnings on loans, although they
initially went up during 1970 and 1971, showed no overall increase from
the period 1960-66. This two-year increase may have resulted from the
temporary increase in the usury law which went into effect in 1970.31
These figures do show a benefit to borrowers in that the average rate
paid on loans did not increase as was the general trend in the United
States. The insured commercial banks in Alaska also expericnced a fall
in "profits" as shown in Table IV.9. This fall in the profit rate
reflected a general trend throughout the United States. Alaskan banks
did not absorb quite the fall in profit rates experienced by U.S. banks
in general; the profit rate of Alaska banks was 79 percent of the U.S.
profit rate during the period 1969-73, compared to only 67 percent

during the period 1960-66.

With the limited information available, it is impossible to deter-

mine whether or not the banks earned a profit on the state's deposits

"Legislative Roundup," Alaska Construction and 0il Report,
P p
August 1970, p. 3.




which was greater than, equal to, or less than their average rate of
earnings. Greater earnings on the state's deposits could have been one
reason profits of Alaskan banks did not fall as much as bank profits in
the U.S. The reductioﬁ in profit rates may have been due in part to the
increase in the interest paid by banks during the period for time deposits.
The average interest paid during 1969-1973 was greater than that paid in
the United States, which reversed the earlier relationship. Examination
of data on insured commercial banks shows neither increases in profits

or reductions in loan costs which can be attributed to the placement of

North Slope lease funds in Alaska banks.

The opportunity cost of this program is the state's lost income
which resulted from investing in this program. The opportunity cost
would be equal to the income the state could have carned by investing
the money minus the 6.25 percent they earned by placing the money in
Alaska banks. The most obvious alternative for the state would have
been to invest these funds like the rest of the North Slope surplis
‘unds. From the time of the North Slope lease sale to December 1970,
the state earned a compound annual rate of return on the .i.vestment ac-
count of 7.5 perccnt.32 The 6.25 percent earned on the certificates
of deposits in Alaska banks by the state was 1.25 percent less than the

.

state could have earned if it would have invested in a manner similap

azﬁlauka Department of Revenue, "Revenuve News Annual Supplement,"

1974, p. 19.
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to the remainder of the investment account. Consideration of the income

~generated both to the bank and through the investment of loaned funds

would increase the return from this placement allowing it to compare

more favorably with the return on the remainder of the Investment Account.




e —

IV-32

F.3. The Efficiency Impact

The efficiency of the program can be examined by determining whether

this approach was the best way to reach the goals set. The goal which
seemed to be set for this program was to generally stimulate the economy
by expanding capital available tc the eccnomy, The analysis of the
program's growth impact showed that this was probably not the best way

to get capital into the economy. Direct loan programs are a better

approach for meeting this goal. Banks, because of reserve or collateral

requirements, cannot invest the entire amount of funds in the economy.
Banks also are profit oriented, so they will adjust their portfolios to
maximize profits; these portfolio adjustments may not provide the loans
desired by the policy makers. Tor example, placing a fixed amount in
the banking system to stimulate investment in housing will not be as
effective as directly providing funds for mortgages, such as through
Alaska llousing Finance Corporation (AHFC), since the mortgage market
may not be the most profitable way for the banks to invest the entire

amount of the deposit.

Interpreting the goal of stimulating the economy more broadly, the
placement of the funds in the banking system may have been the best
approach to achieving this goal. The financial sector is important for
cconomic development; a well-functioning capital mavket provides for
the efficient flow of capital to various sectors in the cconomy. Be-

cause of this, one aspect of the goal of stimulating the economy may
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have been to expand and improve the local banking sector. To the extent
that this was a goal, placing the funds in the Alaska banks may have
been a good approach to economic stimulation. As Erion pointed out,

the scale of banking in Alaska was smaller than nationally, allowing

the possibility of large-scale economies to be captured through expan-
sion.33 The deposit of state North Slope lease funds allowed the ex-
pansion of the banking system. To the extent these large-scale economies

were achieved, the approach was efficient in meeting these broader goals.

33
Gene Erion. "Insured Commercial Banks in Alaska, 1960-1966,"
pP. 71,




G. Conclusions

The lessons learned from this program which are directly applicable
to the permanent fund are limited because of the differences in the goals
of the programs. The state depo;it program was not intended as a savings
program. It was not even intended to maximize income as were the invest-
ments made by the Bank of America with North Slope lease funds, but it
was intended to achieve the specific policy goal of stimulating the
state economy. Two lessons vhich are valuable concern the use of the
banking system to achieve specific goals and the importance of a co-

ordinated state program.

First, the banking system offers an important quality which should
be considered when designing programs which use it; it is a profit
maximizing system. Because of this, it offers efficiency, but at the
same time, it may not direct investments to those arcas considered im-
portant by program managers. Bankers will invest funds where they will
earn the greatest return, not necessarily in the socially important areas.
The tradeoffs between gain in efficiency of investments and the loss of
control should be weighed when designing programs which use the banking

sysatem.

Secondly, the experience of the state deposit program shuwed that
coordination of all aspects of state government affecting a program is

important. To a certain extent, the failure of this program to provide
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loan funds to the economy was a result of a lack of coordination. The
high collateral requirements, usury limits, and short-term nature of the
deposits all needed more examination. Another aspect which should have
been examined more fully was the amount placed in banks. Some attempt
should be made to provide an estimate of capital needs before alsimilar
program is attempted. This will be particularly important as other state
programs increase the state's participation in supplying the’needed

capital to the state economy.
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APPENDIX A

GROWTH IN STATE AND LOCAL GOVERNMENT
EXPENDITURES IN ALASKA

‘A.I.  Theory of Public Expenditure Growth

Early discussions of the determination of the level of public expen-
ditures concentrated on a proposition known as "Wagner's Law." This
proposition boldly stated that the scale of state activity would in-
crease. There is little doubt that this has been true, but the more
interesting questions are whether the share of government activity as
a portion of total economic activity has been increasing, and what
specific factors account for growth in the government sector. The first
section of this appendix looks at that second question, while the first
is taken up in the following section. The Alaskan experience is looked

at in the final part of this appendix.

Richard Musgrave has categorized the determinants of public expen-
ditures and developed some hypotheses on the effect of these variables
over time.l He identifies one group as non-economic factors and the other
as cconomic, The non-economic a.e technological, demographic, and social.

The economic are incomes, productivity, and prices.

Technological change alters the composition of potential public and

private goods from which people will choose the goods they most desire.

1 , - .
Much of this discussion is taken from Richard Musgrave, FPiscal

Systems (New Haven and London: Yale University Press, 1969).




The impact of technological change upon this mix can be dramatic. The
outstanding example of this in the twentieth century ﬁas been the auto-
mobile. This private good has generated a demand for public goods in
the form of highways which have, in turn, generated a different mix of
both public and private goods that has essentially transformed the en-
vironment. Technological change can begin in the public sector and
create complimentary or "spin-off" demands in the private sector. The
federal space program is an example of this phenomenon. From these two
examples, it is clear that it is impossible to generalize regarding the

impact of technological change on the growth of demand for public goods.

Demographic considerations involve not only the level of population
but also its composition and geographic distribution. Some goods are
purely "public" such that the quantity required and, thus, the cost is
independent of the number of consumers. Lach state has only one governor.
But for most public expenditures, the total cost of the service is not
independent of the number of consumers. In large states, governors have
large staffs.

Both economies and diseconomies of scale may be the result of in-
creases in population density. Obviously, a young population requires
a larger number of schools and a mature population more Facilities for
the aged. FPor this reason, expenditures can increase more or less

rapidly than population.




Social factors play an important role in the determination of the

enviconment in which budgetary decisions are made. Cultural values and
social philcsophy affect the extent to which demand is directed toward
public goods, as well as the public role in redistribution of income and
wealth. Changes in political direction may change the perceived best

mix between public and private goods as different components of the

electorate with different preferences become more or less powerful.

War and social disturbance may have a significant permanent impact on

the trend in public expenditure growth. This may be the result of either
a reassessment of social values or a shift in taxpayers' feelings about
the maximum tolerable level of taxation. The latter idea is based on

the notion that the level of expenditures is generally constrained by

the availability of revenues rather than the opposite hypothesis that

the desired expenditure level determines revenues.

Turning to economic considerations, the level of personal income
iz the most important economic consideration in the determination of
public expenditure levels. A meaningful discussion of this relation-
ship must separately treat four categories of public expenditures:

capital formation, consumption, redistribution, and merit wants.

Generally as an eccaomy mature.:, the ratio of total capital forma=-
tion to gross national product tends to rise. Thus, if the ratio of
public to private capital formation remains constant as an ecconomy de-

velops, public expenditures on capital formation would increase more




rapidly thaﬁ total income. This latter ratio is subject to variation
however, and two distinct periods in the development of an economy have
been identified when the public to private ratio of capital formation may
tend toward more public capital formation. The first would be in the
early stages of economic development when the creation of social overhead
capital, or infrastructure, is a necessary prerequisite for private eco-

nomic development. In a later stage of development, the consumption of

private goods which require complementary public goods may become more

important. Highways are the most often indicated example. Urban con-
centration and the complexities of industrialization may also require

large public capital formation programs.

The problen with this explanation is that it may be historically
accurate, but it does not explain present conditions very adequacely.
Highways are as much basic infrastructure as they are complementary
public goods to automobiles. Is prowth of highway expenditures the re-
sult of the former or latter requirement? This indicates that economic
theory with respect to public capital lormation does not offer any well-
defined hypotheses regarding the role of personal income as a determinant

of its growth.

With respect to public consumption pgoods, the question of its growth
in relation to personal income is usually put in terms of the income
eclasticity of demand for these goods. Lf the elasticity exceeds unity,

public consumption grows as a percentapge of personal income. Musgrave




suggests that as a consequence of Engel's law, the share of the budget

~ going towards public expenditures might increase with increasing income.

Engel's law states that the share of consumer outlays going into private
expenditures on the basic needs for food, shelter, and clothing declines
as income rises. On the other hand, he points out thét there are certain
public functions which must be regarded as basic necessities also, such

as public protection, which would alsc behave according to Engel's law.

As in the area of public capital formation, the ideas about public
corsumption goods are not theory but speculation, since they discuss po-
tential public consumption as incomes rise but are unable to provide real

insight into the public private ratio.

Government expenditures which attempt to affect the distribution of
income may be a declining percentage of income or might even be declining
absolutely as income rises according to speculations by Musgrave. The
choice is dependent upon the objective of the distributional adjustment,

and implicit in his notion is a minimum level of income for al’.

It seems that a stronger argument can be made for the notion of
rising percentage of income going into public expenditures for income
redistribution as incomes rise because of a switch from private to public
welfare programs, Rising incomes and economic complexity increase the
ability of people to insure themselves against economic risk while, at

the same time, probably raising the level of economic risk itself. Where




formerly the extended family and the farm provided this insurance, social

security largely performs that function in our society.

Merit wants are those government expenditures which do not fall into
the traditional economic framework of being either private goods, such
that the level of consumption by one individual does not affect the
ability of others to consume that same good, or private goods. Rather,
they are government expenditures based upon the notion that it is so-
cially proper to consume some things and not others. The decision-
making group is assumed to be capable of judgment superior to the indi-
vidual and the result is subsidized milk for school children and pro-

hibitive taxzes on liquor.

Musgrave relates merit wants closely to expenditures for income re-
distribution and hypothesizes that, as a result, they may be a declining
percentage of expenditures as incomes rise, But even if the definition
of merit wants is limited to necessities, changing perceptions of neces-

ities could make this component of consumption increase as personal in-

come expands.

In sum, the cconomic theory which attempts to determine whether
public expenditures are a superior good, taking a rising percentage of
the total budget as incomes rise, is founded upon little more than
speculation. Upon reflection, this is not an unexpected result because
of the large variety of poods and services typically provided by a govern-

ment. Among them would be superior, inferior, and Giffen goods (consumption




declines absolutely when income rises) and the public expenditures would
be some weighted average of all these differeﬁt types of goods, of which
some are necessities and some luxuries. In a sense, it is perhapslen—
couraging to come to this indeterminate conclusion, rather than the
opposite, that there is an inexorable relationship between rising in-
comes and public expenditures which predestines that an ever increasing

percentage of economic output be channeled through the public sector.

Turning next to the question of productivity, there is an argument
that productivity gains in the production of those goods supplied by the
public sector lag behind productivity gains in the private sector. This
thesis was put forward by Baumol? where he points to the obvious poten-
tial differences in productivity increases in labor used in a typical

manufacturing process, and used in the production of a symphony.

Whether this lagging productivity increase concept is valid for the
public sector in general depends upon the particular mix of public sector
goods relative to those in -thu private sector. Examples of functions in
which labor productivity incre¢ases are minimal in the public sector, such
as education, occur in the private sector also in service industries, such
as restaurants, And many public expenditures are in arcas wheve labor
productivity increases are potentially as rapid as ir the private scctor.
Highway maintenance is one example and construction activity, in general,

another,

William Baumol, "Macroeconomics of Unbalanced Growth: The Anatomy
of Urban Crises," American Economic Review, Vol. LVII, No., 3 (Junc 1967),
pp. H15=426,




The existence of such a differential in productivity increaces is
thus an cmpirical question, just as is the size of the income elasticity
of public expenditures. The difficulty which arises in attempting to
make an empirical measurement of productivity is that the product of
many public sector activities is difficult to measure independcnfly of
the inputs in terms of man hours. Some attempts have, however, been made.
he gross product deflator of J ‘ t of Coifierce, a ratio used
to obtain comparability among prices of outputs in different time periods,
has historically grown more rapidly for state and local government expen-
ditures than for the average of all products of the economy. This tends
to support the hypecthesis that productivity is rising more slowly in

government than in the economy generally.

If this is the case, there would be a tendency over time, other
things being equal, for the cost of public expenditures to rise relative
to private expenditures and the sharve of personal income directed into
public expenditures to rise. This would be the case as long as labor
markets are relatively unconstrained co that wage increases due to pro-
ductivity gains would be reflected in wage increases in those industries

where productivity pains are not possible.

This introduccs a finul clement, price elasticity of demand, into
the consideration of clements determining the growth rate of public ex-
penditures relative to private in an expanding economy. To the extent
that productivity increasces in the public sector fall behind those in

the private economy, the relative price of public poods will tend to




rise. Other things being equal, the higher price for the product will
cause a decline in demand. This factor would tend to offset increasing
public sector expenditures resulting from both income and productivity
effects. Little speculation has been done on the price elasticity of
public goods because of both the difficulty in identification of the
price for a particular product, and of identifying the product itself.
From the point of view of the consumer, the individual tax

existence of a behavioral relationship between the cost of a public

service in terms of taxes and the amount consumed is difficult to ‘trace.

In sum, there are three economic considerations operating on the
growth of public expenditures: Income growth, productivity increases,
and price effects. In a static political and social atmosphere, there
is no a priori reason to expect that the public secctor needs to grow
relatively faster than output in general. In a world of changing expecta-
tions and political alliances, cconomic considerations may be of secondary
importance. To examine the actual trends in this century in government

spending in the United States is the topic of the next section.




A.II. Historical Public Expenditure Patterns in the U.S.

A cursory analysis of total government spending in this century
reveals that government expenditure:s have accounted for an increasing
percentage of gross national product (GNP) over time. Government ex-
penditures at all levels increased from 7.1 percent of GNP in 18390 to
33.2 percent in 1963.3 The largest component of this growth has been
the military budget which increased from 1.l percent to 10.6 percent of
GNP. Musgrave attributes a substantial portion of the rise in the civilian
budget of from 5.0 percent to 18.3 percent of GNP to the growth in social
services. Of these, transfer payments grew from .1 percent to 7.0 percent
of total GNP. Capital outlays fluctuated over this period between 20 per-
cent and 30 percent of total public expenditures with no observable

pattern.

The income elasticity of public expenditures over this same period
averaged greater than one with the period after 1929 having a higher
elasticity than the average. FPor the category of civilian expenditures,
the elasticities were lower than for total expenditures. The pre-~192
clasticity was calculated at 1.7 and the post-1929 elasticity at 2.4 for

civilian expenditures.

Table A.L provides an analysis of more recent data for just state

and local government expenditurce growth as it relates to the growth of

- ——— - - -

Husgrave, op. cit., p. 94,




TABLE A.l
PATTERNS IN STATE & LOCAL
GOVERNMENT EXPENDITURES

TOTAL U.S.

State & Real
State & Local State & Local Personal Personal Real
State & Local Implicit Price Implicit Price Gov't. Local Gov't, Gov't. Real Income Income Sharecof
Gov't, Personal Resident Deflator State Deflator Gross Expenditure Expenditures Expenditurces Per Per State &
Expendituros Income Population & Local Gov't. National Product as Percentage  Per Capita Per Capita  Capita Capita Local
o Year (“illion §) (Million §) (Million) 1958 = 100 1958 = 100 __of Income (s) ($) ; (5) (s} Gover nmers

77015 38.7 49.3 .10 b4, 50 170 625,74 1260 13

37.0 42.6 .14 67.19 474,69 111¢ .16
37.3 1l 70,28 590,41 1360
.08 6i+.19 1218.16
.09 186.72 1494,82
196,84 1873.60
274.73 2219.24%
379.07 2753.85
645,33 K Jgus5.28

1004,66 5.22.17

‘Dupt, of Commerce, CfZice of Rusiness Economics, Survuy of Current Dusiness, varlous issucs,
Uept. of Commorce, Burcau of Census, Current Population Roports, various issuecs,




personal income in the United States. Generally, state and local govern-
ment expenditures are best analyzed together because of the variation
from state to state in the jurisdictional division of functions. Between

1930 and. 1975, total state and local government expenditures increased

from $8 billion to $215 billion, an annual rate of growth of 7 percent.

Over the same period, personal income increased at an annual rate of 6 per-
cent. As a result of this differential growth, state and local government
expenditures increased as a percentage of personal income from 10 percent

to 17 percent between 1930 and 1975.

The actual increase in the ratio occurred in the last 20 years after
1955, at which time the r»atio was still at 10 percent. Much of the rapid
increase since that time must be attributed to transfer programs from the

federal pgovernment to state and local governments,

Table A.1 includes the implicit price deflators for state and local
government and for GNP for the same period. The price deflator for state
and local government increascd over the period at an annual 4 percent
rate, while the GNP deflator increased 3 percent aniually, reflecting
more rapid productivity increases in the cconomy in generual than in those

goods provided by state and local povernments.

If stote and local government expenditures and personal income are
converted to real figuves ueing these deflators, the pattern of pgrowth
is somewhat different. Both real personal income per capita and real

state and local government expenditures per « apita increaso at an annual




rate of 2 percent. T is equivalent to a proportionate increase in
the real value of output of state and local government expenditures over

the period.u

A classic study done in the 1950s analyzed the growth of state and
local government expenditures in the United States during the first half
of the 20th century and interstate variations in growth rates.® Fabricant
concluded from his analysis that differences among states in per capita
expenditures in various categories of expenditures declined over time
but were not eliminated. Every state expanded nearly all of its functions
in terms of nominal expenditures but the more backward states, in 1903,

increased expenditures more rapidly over the period.

In addition, he found that a majority of the variation among the

states in expenditure levels could be explained by three factors: income,

”nividing governument expenditures and personal income by this price
deflator involves a simplification in cach case, although the resulting
biases are compensating. A small compon t of state and local government
expenditures is transfers which are not a component of the price deflator
for state and local government since it does not appear in GNP. Since
transfers would have a "real index" closer to the lotal of GNP, the growth
of the deflator may have a slight upward bias. The price deflator for GNP,
however, contains capital expenditure elements not reflected in expenditures
out of personal income. Personal income is more commonly deflated by the
consumer price index or the deflator for consumer expenditure goods, This
index grew less rapidly than the GNP deflator, so the bias from using the
GNP deflator is in the same direction as that resulting from the transfer
component of state and local government expenditures.

[ =
YSolomon Fabricant, The Trend of Government Activity in the United
States Since 1900 (New Yerk: National Dureau of Lconomic Research, 1952).




urbanization, and density. The elasticity of income coefficient for the

period was calculated to be .9, holding other factors constant. This

implies that state and local government expenditures would increase as

income rises, but at a somewhat slower rate. Urbanization was also found

to be positively correlated with expenditures, while density was inversely

related.

A shortcoming of this type of statistical analysis is that there is
often high correlation among the explanatory variables, for example, in-
come and urbanization. As a result, it is difficult to identify the net
contributions of the explanatory variables separately from one another
with confidence, and important variables not included but correlated with
included variables (such as education level which is often correlated
with income) can also result in incorrect conclusions. This reduces the
applicability of the results to specific situations such as an analysis

of Alaskan expenditures.

This cursory review has shown that there has been a sipgnificant
growth in government expenditures as a percentage of GNP over this con-
tury. State and local government taken together, however, have grown
much more slowly than the federal povernment and in real terms, deflated
to account for inflation, the percentage of output accounted for by state

and local government hus remained fairly constant since the 1930s.




A.ITI. Alaska Historical Public Expenditure Patterns

The historic pattern of Alaska state government operating expendi-
tures is detailed in Table A.2. Total expenditures have increased from
$37 million in fiscal year 1960 to an estimated $893 million in 1977.
This represents an annual growth rate since statehood of 21 percent.

The increase from year to year has been calculated, as well as the per-
centage increase over the previous year. Examination of this percentage
increase from year to year indicates the existence of several distinct
periods of expenditure growth which show great variation. In 1964 expen-
ditures were 2 percent higher than the previous year, while in 1971 they

were 59 percent higher than in 1970.

Shortly after statechood, expenditure growth was rapid because a
need was felt to develop social overhead capital as a prerequisite to
private economic development. The source of funds for these expendi-
tures was the federal transitional grants provided to get the new state
on its feet, Unfortunately, a large portion of the transitional grants
was spent on programs previously funded by the federal government before

astatchood.

The transitional grants were availeble for only a few years and
alternative revenue sources did not develop to replace the gap left
vwhen those grants were spent. As a result, tax increases in the early
19605 were nccessdary to keep the level of state expenditures growing

from year to year.®

[”hmuy;:il. Rogers, The Future of Alaska (Wash., D.C.: Resources for
the Future, 1962), pp. 180-220,




Table A.2.
State of Alaska Operating Expenditures by Function 1963-1976
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A.III. Alaska Historical Public Expenditure Patterns

The historic pattern of Alaska state government operating expendi-
tures is detailed in Table A.2. Total expenditures have increased froml
$37 million in fiscal year 1960 to an estimated $893 million in 1977.
This represents an annual growth rate since statehood of 21 percent.

The increase from year to year has been calculated, as well as the per-
centage increase over the previous year. Examinafion of this percentage
increase from year to year indicates the existence of several distinct
periods of expenditure growth which show great variation. In 1964 expen-
ditures were 2 percent higher than the previous year, while in 1971 they

were 59 percent higher than in 1970.

Shortly after statehood, expenditure growih was rapid because a
need was felt to develop social overhead capital as a prerequisite to
private economic development. The source of funds for these expendi-
tures was the federal transitional grants p. wvided to get the new state
on its feet. Unfortunately, a large portion of the transitional grants
was spent on programs previously funded by the federal pgovernment before

statchood.

The transitional grants were available for only a few years and
alternative revenue sources did not develop to replace the gap left
when those grants were spent. As a result, tax increases in the early
19605 were necessary to keep the level of state expenditures growing

from yeor to ycur.G

bﬂoorqc W. Rogers, The I'uture of Alaska (Wash., D.C.: Resources for
the Future, 1962), pp. 180-220,




Table A.2. continued
State of Alaska Operating Expenditures by Function 1963-1976
(Million §)
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In the latter 1960s, there were signif.cant increases in the level
of federal grants-in-aid, particularly in the area of transportation,
and this allowed the annual growth rate to increase to over 13 percent

until the bonus lease sale at Prudhoe Bay in late 1969.

Since that time, the change from year to year has been erratic,

going from a high of 59 percent in 1970 to a low of 14 percent in 1974.

If any pattern is discernible in the aggregate figures, it is that ex-
penditure level increases have been higher when revenues, expectation
of revenues, or population increase is high. The average annual growth
rate in expenditures since the Prudhoe I'ty lease sale has been 25 per-
cent, while the average for the period since statechood and before the

sale was 17 percent.

Table A.2 also presents a functional breakdown of state expenditures
from 1963 onward. The most striking observation from this breakdown is
the fact that the percentage of the state budget going to each of the
nine functional categories has remained fairly stable over the historic
period in spite of the rapid growth rate of total expenditures. The
education budget, for example, has fluctuatecd between 37 percent and
42 percent of the total with no observable trend, either before or after

the Prudhoe Bay lease sale.

Since the education budget makes up such a large percentage of the

total, one could argue that it, to a large extent, determines the growth




rate for total expenditures but the same pattern applies generally with
minor variation. Before 1969, the health and natural resource budgets
grew considerably slover than the average; while public protection, ad-
ministration of justice, development, transportation, and general gov-
ernment increased their shares. Since 1969, the percentage increases

have come in the areas of social services, health, and development.

The social services budget jumped relatively in the early 1970s but
has declined in recent years. The health budget, in contrast, lost out
relatively in the early 1970s but has been increasing its share recently.
The development budget has shown ‘the largest increase, mainly because of
the advent of municipal revenue sharing in the carly 1970s. The trans-
portation portion of the budget was at a maximum in the early and mid-
19605 and has been on the decline ever since. This reflects the large
reliance of this portion of the budget on federal grants-in-aid. General
government increased dramatically iu the years immediately following,

1969 as a result of the advenlt of new programs. In later yecars, as
these programs matured, they moved into the other functional categories
and general governmental share of the total returned to its previous

level.

Thic functional expenditure analysis indicates that the growth in
state government expenditures has occurred in all categories. In addi-
tion, the functional growth since 1969 has not been particularly biased

with respect to any catepories except toward local transfers in the




development budget and away from transportation. Thus, any "backlog of
felt needs" at the time of the Prudhoe Bay lease sale seems to have been
either a generalized feeling, or else '"felt needs" in some functional .

areas have been balanced by '"compensating growth'" in other areas.

Table A.3 shows the relationship between total state government
operating expenditures and those accounted for out of the general fund.
There appears to have been no pattern of change over time in the ratio
of general fund to total expenditures. Also included is a calculation
of the percentage of total state operating expenditures accounted for
by federal grants. The periocd immediately after statehood was when
federal grant budget contributions were the highest percentage. Since
that time, there has been a consistent decline in the percentage of
expenditures financed by federal tr.nsfers. In contrast to 29 percent

in the peak year of 1961, in 1976 the percentage was 1l percent.

A more detailed analysis of total state operating expenditures is
provided in Table A.4. Since 1961, total operating ¢xpenditures in-
creased approximately 20 percent annually. Netting cout an annual popu-
lation increase of nearly 4 percent reduces the race of increase in

expenditures per capita to 15.5 percent.

Lf the real per capita expenditure figure for Alaska is deflated
by the Anchorage Consumer price index, the real expenditure growth rate

per capita becomes 11 percent. This is a rate of growth more than




TABLE A,.3

ALASKA STATE GOVERNMENT
ANALYSIS OF BUDGET
COMPOSITION
General Fund as Federal Grants

State Operating a Percentage as Percentage
Year Expenditures of Total __ of Total

1960 36.6 70 26

1961 51.4 Tk 23
1962 63.2 71 27
1963 83.3 19
1964 116.2 70 20
1965 98.9 5 17

1966 109.9 75 21
1967 123.3 21
1968 144.9 73 21
1969 177:5 Tl 21
1970 226,1

1971 332.8
1972 377.3
1973 435.3
1974 496.3
1975 613.3

1976 778.9 73

Source: State of Alaska, Budget Document, various i:sues.




TALLE A.4
STATE OF ALASKA

OPERATING EXPENDITURE ANALYSIS
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2.5 times faster than the growth in real personal income per capita over

the same period which was 4 percent.

As noted previously, the consumer price index probably underestimates
the increase in the cost of delivery of public goods and servi. 3 because
productivity gains in those areas do not occur as repidly as in the pri-
vate sector. Comparison of the implicit price deflator for state and
local government with that for personal consumption expenditures over
the same period tends to support that contention. The price deflator
for personal consumption expenditures, a close proxy for the consumer
price index, increased at an annual rate of 4 percent, while the price
deflator for state and local government grew at a 6 percent rate. De-
flation of state operating expenditures per capita by the implicit price
deflator for state and local government would result in a calculated
growth rate in real expenditures per capita closer to 9 percent. This
is only slightly more than twice the rate of growth of real income per

capita.

As a percentage of income per capita, state expenditures have shown
an interesting pattern. 1In the period before 1970, there was growth
from 8 percent to 12 percent of income in the form of state expenditures
in a Fairly steady fashion. In the two years between 1969 and 1971,
the ratio increased 67 percent to 20 percent. Since 1971, the percent-

age has hovered at 20 percent.




Table A.5 compares Alaska state and local government expenditures
with national averages. Examination of the ratio of total per capita
expenditures in Alaska and the U. S. shows that Alaskan expenditures
have indeed grown relatively more rapidly than the national average; but
during the period from 1963 to the present, the increase has not been
large. In 1965 the ratio was 2.4 and in 1974 the ratio had increased

to 2.66.

The ratio differs significantly among the functional categories.
In the largest identified category, education, the ratio has increased
significantly consistent with overall growth. This has not been the
pattern in the other categories, however. The ratio of highway expendi-
tures in Alaska is about 3.5 times the national average and was that way
in 1963 alsc. In the interim, it was as high as 6 times. Public welfare
expenditures had a ratio of between 66 and 81 percent of the national
average until 1971 when they jumped to 1.05 percent. Since that time,
they have remained close to the national average. Health and hospital
expenditures have shown a random variation around and close to the na-
tional average. Tho largest ratio in recent years has been in the un-
identified category, where in 1974 it was 3.86. This category has shown

almost continuous growth since 1963,

Table A.6 shows that the ratio of combinel state and local expendi-
tures to personal income in Alaska relative to the U.S. average increased

substantially since 1963. In that year, the ratio was 1.67 and by 1974




