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Figur e III .1. 

.Alaska Regional Definitions for Impact Analysis 
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The concentration of population growth is also pronounced but not 

as much as is employment . Over 70 percent of the population increase in 

1990 has occurred in the Ancho7.age r _egion, followed by the Southcentral 

area and the Southeast. Smaller population increases occur elsewhere 

with t he general ~-rowth of the economy and st~te expenditures . Even 

during the peak construction years, the population impact is largest 

in /'.nchcr~ge . 

Personal income grows in all regions as a result of the refinery 

construction and operation. Increments over the base level are most 

pronounced during construction phase in the early 1980s when no region 

feels less than a $10 million impact. These f a~.l off in later years to 

less than $5 million in the cases of the Sou th.-1est and Interior regions 

of the state. The cycle of increases and c'ecline is most pronounced 

in the: Southcentral region where personal income at the peak has increased 

by $188 million . Two years later, that has declined to $33 million . 

Further drops follow. Detter insulated from this cyclical phenomenon 

i3 Anchorage, which experiences a $290 million increase in the peak year 

which falls only to $130 million two yeat's later. Not only is the per­

centaec decline less, but the upward part of the cycle comes upon a 

much larger buse of activity. 

Regional economic indicators for t he fish hntchet'ics case are pre­

sented in Tables III .10, III .11, and III.12. The rccional employment 

impact is much more evenly di v.i.ded omone the reeions of the state . 
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Table III . 10 

Regional Employment Irnpac~s of Fish Hatcheries 

EM991:~:J. 

:l.9 '7"7 
:l 1/7B 
:1. 'J'79 
:L <;:Bo 
•• ("''"\ -4 
J, ' (;) J. 

:I. 9i3::~ 
198:~ 

1.98A 
:t 98~) 
:i. 1Jfl.:!1 
1. 9fl7 
198(~ 
:I. <)89 
1.990 

EM99Rl - No~thwest 

EM99R2 - Southwest 
EM99R3 - Southeast 
EM99R4 - Southc(;:.: t.ral 
EM99R5 - Anchorage 
EM99R6 - Interior 
EM99R7 - Fairbanks 

.... o ~ 
C' • 
() . ()() ~!. 

0 . •):l.4 
" I\ .. ,. ,4 
\I .. \/,:) •1 

() . ()~)2 

~>,OH 

0 . 077 
(). ()8:1. 
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o.:L:57 
0 . 1 6:1. 
0.1.H6 
() • ~-~ :i. :~ 
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0.4{17 (). 392 0 . 429 0.916 
o.648 (),4b6 0.482 1. 074 
0. 6~''7 0.52H (). ~i26 1. ~:me 
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o . FJ~'5:L ().641. 0~62:~ 2. :~95 
() . 9:1.1. 0.6?1. o.652 2 . 679 

l::M9'i't:;;6 EM99FO 

() . o. 
() . (). 

0.039 0 . 042 
(). 09:1. 0. :1.01. 
().lt?~S <> y :3 :·! r.~ 
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() .:L~/(1 ().2:l7 
0.0 /9 o. l"M 
0.081 
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O.:l.46 H 

O+OS'2 O.l.B8 
H 
I 

O.l.01. 0.21.7 
I\) 
(JI 
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Table III . 11 

Regional Population Impacts of Fish Hatcheries 

POF'F: 1. 

:1. 9/''? 
:l.97f:l 
~L 9 '/<jl 
:l.980 
j,98:i 
:t982 
:l 983 
:1. iJB4 
:I. 9B ~:; 

:I. 1?i36 
:1. 90'/ 
:I. 9B~:1 
:l.9 f:l9 
:t<J'-)0 

POPRl - Northwest 
POPR2 - Southwest 
POPR3 - Southeast 
POPR4 - Southcentral 
POPR5 - Anchorage 
POPR6 - Interior 
POPR7 - Fairbanks 

o. 
o. 

···\). 003 
() • () :! j, 
0 . 067 
0. 09~5 
0.1·16 
(). :t 79 
\). 1. H :I. 
() • ~! !'5 
o. :·rn 7 
(). :56 1. 
0.4.1.3 
o . .. lMl 

(Measured as Diffe~ances From the Base Case) 

(Thousa~1s) 

POF'R2 F'DPR~5 F'CJPF\4 F'DPl~5 

o. o. o. o. 
o. o. (). o+ 
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:I.. 906 :I.. 25:3 :L.2B7 4.ti~)fJ 
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F'OPF~6 F'Ol~'F\7 

o. o. 
o. o~ 
0.046 (). 06:1. 
0.:1.17 0.2BB 
O.i'?9 0 . ~5i,J 
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o. 2ci7 (). 39'7 
O.l.'72 0.278 H 

0 .1.l1. 0.27:1. H 
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0+:1.94 (). :3 !:5t1 I 
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l977 
:t. 97c1 
:J.979 
:!.980 
:1.98:1. 
:l.9B2 
:I. 9fl3 
:1.904 
:J. 9B!::i 
:i.9f:l6 
:l.9B7 
:I. r;oB 
:l.9f.l9 
:I. 9'10 

PIRl - Northwest 
PIR2 - Southwest 
PIR3 - Southeast 
PIR4 - Southcentral 
PIRS - Anchorage 
PIR6 - Interior 
PIR7 - Fairbanks 

Table III.12 

Regional Personal Income Impacts of Fish Hatcheries ... ~-·--~...:=,_ _________ _....;;.. 
(Measured as Differences From the ~se Case) 

(Million $) 

PIF\':I. Pif\'2 PIF~3 P JF~4 PI f\'!7i 

() . o. o. () > .o. 
() . ·-0. (). o. o. 
0. :~42 3+968 4~ 034 4 . ~~7 6 ~). 837 
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;;5. :I. .:=5 24 .()f:1~5 l7.647 :I. 7. :I. 7~.! ~56. :rn6 
3. 7B!:) :~5. :l.~':)9 24 . :J.7 20.f:l69 4c1. n)4 
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Rather ·than 80 percent of the ernplo~rment increa~e a~ in the refinery 

case, the Anchor~ge area now accounts for 48 p~rcent of the increase in 

1990 . In 1985, its percentage is much less--36 percent. This reflects 

the assumption that there are no primary employmant additions allocated 

to Anchorage in the fish hatchery assumptions. Employment growth in 

Anchorage results f-rom increased demands for goods and services and 

increased state go-ve1T1TI"n::n~i.: ur1 a ~:d:cd:<:!wicle basis. 

Outside Anchorage , the majority of the growth occurs in the South­

west , Southeast, and Southcentral regions of the state . Their i~elative 

positions a't"e just reversed f-rom the refinery case as now the Southwest 

growth is second only to Anchorage. 

As before, population growth patterns follow those of employment. 

Anchorage aeain l eads the growth in spite of the absence of direct em­

ployment assumed to occur t here. The Southwest is second , followed by 

the Southeast and South central. Smaller increases occur in the rair•­

banks , llorthwest , and Interior rer,ions. 

Personal income increases occur in ei:leh region , although here some 

amount of cyclical activity i s observed to occur, particularly in the 

Interior and Fairbanks regions . The reaoon for t his is that fish hatchery 

construction and operation takes place in these reglonr-; , l>ut the fish 

are caught and p1~ocesscd in ·t:h A co;istri 1 Al"r>(lS of the state . After con­

struction of thcoe interior hatcheries , construction income decl i neG 
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is not immediately replaced by fishery and manufacturing income 

increases. In this sense~ the hatcheries 'in those regions result .in 

patterns of income ch~ng~ similar to the refinery. Fairbanks eventual ly 

recovers its income level because of its position as a service and com­

mercial center f ·or the Interior. The Interior region, however·, does not 

within thB period examined . return to a position whe1~e the impact on in­

come exceeds the base case by as much as it did in 1982. 
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E. State Fiscal Irnp~cts 

Under both projects state expenditures must increase to accommodate 
I• 

the increanes in population. Since changes in the level of state expen-

·aitures are relateJ to cha_nges in the level of population rather than 

the level itself , the pattern of Ta.1.Jle III.13 is the result . Expendi-

ture increases occur rapidly in the refinery case since population growth 

occurs rapidly in the 1980s. Later it slows considerably and expendi­

tui•e growth slows in a reflection of this. In th~ case of the fish 

hatche-rics, the growth follows a steady pattern , since the growth in 

population is occur•1'ing steadily over the period . As a result, even 

though population is higher at the end of the period in the refinery 

ca~:e , the expenditure impact is large!' in the fish hatchery case. In 

later years, they would tend to converge. 

'fhc impact on state r evenues is sho\m in 'fable III .14. Total im-

pact is more pronounced in the case of the refinery project, particu­

l arly during the construction phase . The peak impact occurs in 1984 at 

$1f6 million. This is the combined effect of the primary generation of 

personal and corpo1"ate income taxes and the buniness tax, as well as 

the secondary genera·tion of revenues resul tinl from aggregate economic 

gre>wth . 

'l'hc increase in the fish hatchery cxri""~~J.e is much l ess cyclical as 

revenues grow slowly but steadily throue;hout the pc1"iod. By 1990 the 

I 
I 

·I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



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

III-31 

Table III . 1 3 

Impact on State Expenditures of Hypothetical Projects 
I 

(Measured as Differences From the Bas.e Case) 

l9T7 
1978 
1979 
:1.980 
:l.9B:I. 
:/. 9El2 
19B:J 
l9fl4 
:l.9B5 
198!1 
1.?87 
:L 9 88 
:l.9B9 
:I. 9'/0 

PTR. RG2 - Petrochemicals 
PR'r . RG4 - Fishcrie1s Enhancement 

(Million $) 

Pl:;:T. ~~G2_ 
El~ 

(). 

o. 
o~ 

:I.. 3:1. 7 
:·., 0 • 0 :I. :'I 
9 0. 2·1 

1. 2 :t ~ 97::5 
1. <i 2. <J :l.~5 

l :->7, 'l!5H 
7 6 .673 
~)51) 332 
'l fJ .44~ 

4E~. (>22 
~:) 2 • !~i ~::j 9 

" 

PR·r ~ RGLJ __ 
Fr.~ ·- '' 

o. 
o~ 

0.> 
~)~~52:t 

:1.::L '}4 :1. 
2(), Hr7 
:.,~).43~.; 
38. 63~~; 
4<5. 602 
!59. 609 
7:-> . 62 
87. 2 !':'i5 

:1.0:1. .46'.r' 
:1. :L 7. i:=s~; 
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Table .III .14 

Impact on State Revenues 

1977 
1978 
19"/9 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 

PR'r . RG2 - Petrochemiculs 
PRT.RG4 - Fisheries Enhancement 

PRT. RG2 
ER 

o. 
o. 
o. 
4.141 

18.892 
37 . 547 
45 . 509 
45 . 82 
30 . 556 
27.838 
25 . 49 
27 . 63 
30 . 739 
33.856 
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impact levels are nearly equivalent, although the total ~mpact over the 

whole period has been much l~ger for the refinery case. 

Table III.15 confirms that the composition of the state revenue 
. 

impact has differed co~siderably in the two examples. · Personal income 

tax increases represent more than two-thirds of the total revenue in-
. 

crease for the fish hatchery case while less than 25 percent in the 

petrochemical example. Two factors account for this diff<? Lence . First, 

a large component of the increase in ·the refinery case takes the form 

of corporate income taxes. Second, there has been a substantial increase 

in incomes to fishermen in the hatchery case , and these increases are 

taxed at higher marginal tax rates . This expl ains the large difference 

in personal income tax returns in the two cases in spite of a small 

difference in employment impact between them. Referring back to Table III.2 , 

onC:.l gets an impression of the relutive size of the impact on state reve­

nues of the additions. Since in 1990 in the base case , revenues ffr'e 

projected at $3 . 586 billion; the impact :i.n thcrt year of either would be 

less than one percent of total revenues . On t he other hand, revenues 

ure f allinr; i n the base case and this addition would help to s l ow the 

rate of decline . It would not r everse the directi on, however. 

The net fiscal impact on state government: is represented by the 

<li.f ference between the change i n r evenues and the change in expenditures 

in c.lthm"' case prt::->l:!n Led in Table IIl.16 . 
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Table III . 15 

Impact on State Personal Income Taxes of Hypothetical Projects 

Prn . r-w2 ... F'FH . 1:w4 __ 
Ef\ El:~ 

:f.917 o .• () . 
19'78 (). () . 
j, 9 79 . 0. :1.:1. 4 0 . 48 
:ISBO 2. 95:1. 1.678 
:t 9::1 :I. :L:l • :J. ~:; 4 2.fH4 
1 <;J f3~.~ 'f.8 . l 3:5 4 • 'I ~5'7 
:1. <JB3 20.336 :5. '77 :I. 
:l.9 f.)4 20.47B :'5. 9'/2 
1 c;o ::; :L 3. :1 . :~;2 ·7. 84:1. 

:l 986 !:i 4 b (., 1. :l.O. 4'77 · 

:t ';>~l'7 ~). 3·7 :J.2.4?6 
:J. 9fJ f.I :::,. 1i~rn :1.-4. 667 

:l.9J 9 6 . :7i l. :J. / .162 
:1 9 '/0 "/. ti::i8 :l.9 . <)~53 

PRT.RG2 - Pot.rochcmical 
PRT . RG'1 - Fisher:i.es Enhancement 

I 
I 

~ I 
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Table III.16 

Net Fiscal Impact on State Finance 

of Hypothetical Projects 

(Million $) 

Fisheries 
Petrochemicals Enhancement 

1977 o. o. 
1978 o. o. 
1979 0. . 844 
1980 2 . 783 -2.171 
1981 -11.125 -7.488 
1982 -52.693 -10.958 

I 1983 -76. 466 -23.104 
1984 -97 .093 - 26.338 
1985 -106 . 902 - 28 . 926 

I 1986 -48.835 -40.725 
1987 -29 . 842 -52.15 
1988 -20.814 - 63 . G57 
1989 -17.883 -'15.951 
1990 -18.703 -09.815 



III-36 

In either case, the n~t fiscal impact is negative in all but the 

initial year. 

pected resul t. 

Given the structure of state revenues , this i s the ex­

The petrochemical facil ity does poorly ·in the early 

years as expenditures must rapidly rise to accommodate the population 

increase. Later, however, its net impact improves as the income from 

the facility b~gins providi?g l arger amounts of tax revenues. In the 

case of the fish hatchery, the impact on the current account of the 

state is negative and cumul~tive. Here, there is no capital intensive 

facility in place in later years to mitigate the s ize of the deficit in 

earlier years. 
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F. Local Fisc~l Impact 

Expenditures at the local level respond primarily to cha~ges in 

popula~ion and personal income, as well as to changes in th~ amount of 

revenues transferred from the state. Tuhle III.17 reflects this pat­

tern. Local expenditures rise rapidly and then fall in the refinery 

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

Local revenues in both examples increase strongly, primarily through 

the local property tax (Table III.lB). There is a cycle in local reve­

nues r;enerated by the ref inery and a smooth increase in the case of 

the fish hatcheri es . 

Di.rect taxes on the refinery property contribute to the l evel of 

t he local revenue impact in that case , c;.:cceding revenues in the fish 

hat chery example . It is intcrestine that the direct property tax ac­

er,unts for about half of the increme\lt to local revenues i n the l~efinery 

case . Also interesting is the rapid increase in local revenues in 

later years in the fish hatchery case , as personal incomes rise. 
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Tabll'.! III .17 

Impact on Local Expend~tures of Hypothetical Projects 

1?77 
1 ?"Jf3 
:1.979 
1.9BO 
J. 981 
:I. 98:~ 
J.783 
:I. ~'G1 
.!. ') ~l ~~; 
193'"' 
"l. 1/87 
1. <.Jaa 
.1. 7f:l? 
.I. <.J 'i'O 

PR'r. RG2 - Pe trochcrnicals 
PRT.RG'1 - Fisheries Enhancement 

FFn'. RG2_ 
Ef~ 

o. 
o. 
0 ~144 
:·>. 7() :t 

:l 8 ~ ~!\)9 
3~) ~ 944 
3:l. 008 
56 + ,174 
49. 0B:? 
·15.512 
23. ·5Hl 
;·~o. !><> f> 
20 ' fl~~ ·.? 
~: ::~ ' ~l :.~ 

F'l:::T. f\G4 ..• 
EH 

(). 

o. 
0.606 
3 .1.2 S' 
6 y 20=~ 

9 + 6~51. 
14. ~-r23 
l r::· ·7,., ·::-
. ~·.' ~,.J 

1 0 . 1t ·~4 
26.45 
3:~ .. 61~5 
3J,6 1.1. 
1.-:.8t1G 
~5 l 4 ~.;:: 
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Table III . 18 

I mpact on Local Revenues of Hypothetical Projects 

PRT.RG2 PRT. RG' 
ER 
o • . 
o. 
0.167 
4 . 133 

18.025 
36 . 204 
47.197 
53.275 
47.39 
48. 761 
28 . 70 
26. 683 
27 . 592 
30.272 

' - Petrochemicals (without property tax) 

o. 
o. 
o. 
6.133 

21 . 525 
42.204 
57.197 
70 . 275 
77.39 
78.761 
58.78 
56.683 
57 . 592 
60 . 272 

- Petrochemicals (with local prope rty tax) 
- Fisheries enhancement I 

PRT~RG4 

ER 
o. 
o. 
0.702 
2.877 
5.607 
9.185 

13.223 
15. 178 
19.095 
26 . 784 
33.744 
40. 896 
48. 672 
57 . 566 
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<:. 

G. Per Capita Impacts 

Real per capita variable cha?ges occur in the directions expected 

by the analysis of the for.egoing ch.3:nges. Per capita disposable per-

sonal income rises rapidly in the refinery example with the increase ln 

high paying construction jobs (Table III.19). Later the trend is re-
' . 

vei::::<.:d , primarily by a slowdown in the rate of increase in government 

employment. Disp0sable personal income gains in the fish hatchery case 

are not as pronounced but are not eliminated by 1990. 

The pattc.rns of state expenditures per capita in constant terms 

reveals an interesting fact about attempting to use a tar;,et expen<li turc 

growth formula based upon histori cal growth rates (in this case, the 

previous two years). From time to time, there will l>e fluctuations i n 

those growth rat es which will cause the target to mfos on either the 

high 01" low side . In theory , all values in 'fable III . 20 s hould l>e zero 

but , particularly in the case of cyclical variation in growth expor:l.enced 

in the refinery case , the tare;et is only approache<l rather ·than hit 

squarely. 

In l>oth cases , revenue::: per caplta i n real te1•ms dccl.incd . Thin 

was more pronounced in c<:u•ly ycm•s for the refinery, but: in l atc1' year::: 

for tho f ich hatchery. 
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Table III. 19 

Impact on Disposable Personal Income 

Per Capita of Hypothetifal Projects 

(Measured as Differences From the Base Case) 
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Table III . 20 

Impact on State Expenditures 

Per Capita of Hypothetical Projects 

P fff. J~G2 .. PRT. F°\G4_ 
En Er~ 

1977 o. () I 

1978 () ~ o. 
1979 ·-(). 68!5 --2.867 
1980 -l.2.976 --2 . 1S'2 
l 9B:I. ... 1 S'. t,4 6 ··-0 > 37 
'l.'?82 .I. • Vl 2 ···3 . 2 :I. 2 
j, <;>B :~ ~' . 9:1.B J}. 4?2 
J. n; q :I. <;> . 4 3. ~'i9:1. 
J 90:5 J:L . 366 -·(). 2 /2 
1. '786 ~~. ~~ 81 l.+'l5? 
l 98i' -~i. U5!5 1.. 0~36 
t 98fl ·-7 . 0:12 1 ) !'if, ) 

l 'Jfl'i' --t.r.7 1 2 0 . 9~.) ~) 

I 'L990 .... CJ• r:;:~7 o. :t.:1. 2 

PR'r. RG2 - r>otrochcmical 
PR'l' . RG4 - Fisheries Enh~nccment 
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H. Conclusion 

The petrochemical and fisheries enhancement projects .cannot be 

directly compared to one another because of the large differences 

in size of the proposals and also because no explicit assumptions 

were made rega1~ding the method or size of perm.:i.nent fund financial 

participation in either project . . It is more valid therefore to con­

centrate on the comparison of each to a base case simulation. The 

petrochemical facili~y represents a very capital intensive project 

while the fishe1~ies enhancement program is labor intensive . 

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

which results in an apparent long run inc:'easc in the level of aegre-

gate economic activity. The c:apital inten~>ive nature of t:he refining 

process notwithstandinc, the employment impact is substantial because 

the construction phase is relativc>.ly labor in l:cnsi ve. Both the "boom" 

and tl.e long run economic growth are regionally concentrated in the 

Anchori1ee and Southcentral art.!as . 

l'ishcrics enhancement r·esults i n growth of t he economy wh il ~ is 

not accentuated but i t is uteady and l eads to s ub:;tantial long run 

increases . Dccauso of tho regional disper s Jon of t he hatcheries 

the impac t: i11 not concen tra tcd in any r egion . Interestinely , however, 

nearly 50 percent of t he growth occurs :in Anr.hor-rieP whr>:re there ls no 

primul"Y employment incl"ea:::e . 
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The rcf inery provides state tax revenues thro~gh the taxation of 

both business and personal income while the impact of the f isberies 

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

Revenues generated are significant but less than 1 percent of total 

state revenues by 1990 in either case. State expenditure growth 
7,1 \~ 

exceeds revenue growth in each case by a considerable margin because 

of Ll1t:! tar•get level set for state expenditures on a per capita basis. 

In both cases local revenues increase substcr tially. The re-

finery pays a substantial property tax but n significant portion of 

the local revenue increase comes from secondary increases in property 

values. The increases in the fish hatcheries case come primarily 

from secondary increases in property values. 
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PART IV · 

ALASKA CAPITAL MARKETS AND STATE FUNDS 

A. Introduction 

The institutional arrangements for investing· the permanent fund 

are as important as the amount and timing of the investment. The effect 

of the many possible 'institutional arrangements are not as easy to assess 

as the timing or a!llount , since they do not easily lend themselves to 

modeling . One way to project th~ impact of the institutional arrqnge­

ments is to examine similar historical events and derive applicable 

generalities. Dw:>ing the period following the Pl'udhoe Bay Lease Sale, 

the state of Alaska had excess funds which it invested in three ways-­

investment in Federal and Corporate Securities by the Bank of America , 

investment directly in loan programs by the state , and placement of 

funds in time certificates of deposit in banks in Alaska. Although the 

goals of these programs were different than those of the permanent fund , 

examining these programs may provide insights into the effects of these 

inc>titutional arrangements. This chapter will review one of those pro­

grams , the placement of approximately $100 million of the North Slope 

Lease Bonus in Alaska banks between 1969 and 1971; it is hoped that 

the insights gained from this exercise will be helpful in determining 

the best arrangements for investing the permanent fund . 

1'he review of thls strategy will identify the intentions and goals 

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



strat~gies. This pr?gram can only be examined in relation to the events 

of that period, including the other investment programs operated from 

surpluses of the state. general fund. The strategies follo~ed and the 

resulti!lg impact will he examined for the period 1969 thro.ugh 1973, 

the period from the first placement until just prior to the construc­

tion of the trans- Alaska pipeline. There are three important problems 

which limit the analysis of the effects of these strategies. First, 

this period was one of change for Alaska associated with the discovery 

of oil at Prudhoe Bay, the anticipation of its development, and the 

construction of a pipeJ.ine to carry it south. This makes it diffi;::ult 

to isolate the portion of the growth in the state's economy which l'e­

sul ted from the placement of $100 million in the 3tate's banking system. 

Secondly, the .::arly l970 ' s was a period of extreme fluctuation in the 

national money markets; this affects our ability to consider past rela­

tionships normal and analyze impacts as changes from them. Thirdly, 

only tentative conclusions can be drawn, because data concerning the 

banking system during this period is limited . 

To the extent they can be defined, the. analys is of the impacts of 

this policy will be done in terms of its equity, efficiency, anr! growth 

effects. The program can be considererl efficient if, given the goals 

established by the policy makers, the placement of these funds was the 

best way to achieve them. The income redistribui:ion resulting from 

thfo policy describes the equity effect . Windfall profits for banks 
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and cµa?ges in the cost o"f borrowi.ng money are possible income redis~ 

tribution effects which will be analyzed. Questions about the effect 

of this policy on growth revolve aroWld the question of whether this 

money got from the banks into the state economy. 



B. The Setting: The Alaskan Financial Sector 

The discovery of oi l at Prudhoe Bay and the expectation of its 
j 

production and the construction of a pipeline to carry the oil south 
I• 

were responsible for the healthy growth of the Alaska economy dur~ng 

the period after 1970. Table IV.l shows the growth of population and 

I 
employment during the period 1968-1973. In most developing economies, 

particularly those experiencing rapid growth, the demand for capital 

quickly outpaces the supply pr ()duced by the local economy. Alaska, 

duri ng this pel'iod, was no e:<ception; the growth during the late s ixties 

accentuated a capital shortage which had always been a fact or i n the 

Alaskan f inanci a l sect or. In theory, regional capi tal shor tagPs should 

not exist, s i nce capital is a mobi le r esource which s hould f low t o the 

area. whel:'e i t ear:1s i t s g1•eatest r eturn. Inte1~est r ates i n a region 

where capital is i n short supply would r ise and att ract capital until 

t he shortage was eli mi nated . Real world i mperfections prevent t his f l'om 

happeni ng. I nst itutional rest1~ictions , s uch as us ur y laws , pr event 

.interest r ate::> f rom rising to their proper l evel s. Alaska , prior t o 

1969 , had a us ur y law whi ch set a ceil i ng for interest rates of 8 per -

cent. Ri sk al so restrict s t he free f low of capit al. Risk i ncr eases 

\·1.tth dist ance f-rom the source of c.::ipit.:il, since l ess is known of places 

farther• away. I'or both of these reasons , Alaska was not at t r acting the 

needed capital during t his perioc.1 . Editorials i n the business pr ess 

point to t he difficult y of borrowi nr; which refl ected a capital s hort age . 1 

1Euitorial Opinion, Alaska Const r uction and Oil, September 1969, 
p. G, and August 1969 , p . 6 . 
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Table IV.l 

Growth of Population 

· Percent 
2 

Percent 
'Employmentl Growth · Population Growth ---• •. 

1968 112 ,i123 2!J4,880 
1969 118,917 5.78 2H4,~60 3. 40 
1970 123,892 4.18 302,361 2.65 

h 
1971 127,660 3. Ol~ 3JL2 ,930 3.50 
1972 130,693 2.38 )' 3.79 3.~4,800 
1973 137,305 5.06 3l~0,600 1.02 

1statistical Quarterly, Alaska Depa1 .. tment of I,ahor, various i :;s ues. 

2current Population Estimates , Alaska Department of Labor, 196l-1973. 

The usury l aws which prevented local rates from rising to the r equil .. ed 

l evel were blamed for the capital shortage prob:lem; Alaskan investment 

tradit ionally needed to pay 1-2 percent above S(!attle rates to make 

investments worthwhile. 2 A period of tight mon~!Y in the national money 

markets ond interest rates which were inf lexible upm.u."'d p1 .. evented the 

needed f low of capital . 

'!'here is little documentation of this capital shortage , although 

the importance of th~ secondary mortgage 111arkct~1 and outside partici-

pation in large projects i s recognized throughout the banking industry. 

2111lome Buildi ng the Tight Money J,oosens," /1laska Construction and 
Oil, July 1969, p . 32 . 



One report which .attempted to document this situation was 

Mortgage Market in Alaska, a report done by th~ Federal ftousing Admin-

istration in 196.3. 3 ' 
This report documented' the importance of outside 

· capital to the Alaskan mor_t~age market •in the early sixties . Because 
.. 

of the importance of outside funds for investment, changes in 

money markets had tremendous impacts on capital availability in Alaska. 

The t .ight money period which existed in outside money markets in 1969-

1970 would logically have been extended into a tight money market in 

Alaska. 

The banki_ng industry in the period preceding the Prudhoe Day 

l ease sale has been described by Gene Erion . 4 By examining the in-

sured conunercial banks in Alaska during the period 1960-1966, Erion 

concluded, 

"The comparing of insured commercial banks in /\laska 
with insured conunercial banks in the rest of Region 13 and 
in the United States as a whole, for the years 1960-1~66, 
l eads to the following conclusions: 

(1) Rates of earnings on loans an1 discounts were 
higher , and rates of interest paid on time deposits 
we:r'.'e lower, in Alaska. The higher rates on loans 
and discounts could not be attributed to higher 
prices (costs) in Alaska; nor, entirely , to greater 
riskiness of loans. 

(2) Profit rates on sal es- -current operating 
revenues- -were lower in Alaska. Prof.it rates on 
capital invested wer e higher, but only because of 
the lower equity o:f owners in /\laska banks. 

3
Federal Housing Administration, The Residential Mortnage Market 

in Alaska, 1963. 

11 • Gene Erion , "Insured Commercial Banks in Alaska, 1960-1966, " in 
Studies on Alaska Regional Inflation, Fcder.:il Field Committ<.!e for 
Development Planning in Alaska, 1969. 
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(3) As measured by net income per employee , assets 
per employee, and assets per ban~ office, Alaska . 
banks were relatively inefficient: • 

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

( 5) Assets per bank office and per bank employee, 
as well as the :>:>atios of demand and time de.t?osits 
to ·personal income, indicate that the scale of 
operation of Alaska banks was relatively smaller, 
with the distinct possibility that economies of 
large-scale oper~tion were thereby precluded, 
and that some of the relative inefficiency of 
Alaska banks resulted therefrom. 

(6) 'l'he ratios of demand and time deposits to 
personal income indicate that Alaska banks got 
a disproportionately small share of the domestic 
market for bank services , indicating that more 
ageres~ive competition, including price (rate) 
competition, might have led to a larger share

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

•' 

Prior to the lease sale in 1969, the banking system consisted of eleven 

commercial banks with assets of $11.G2,oe1+,'/33 and two mutual savings 

hanks with assets of $39,524,623. 6 There we1~e also three savings and 

loan associations with assets totaling $G6 ,000, 000 . 7 The hanking 

sector during this period was highly concentrated with two banks having 

over 50 percent of the total assets of the com1:iercial and mutual savings 

banks. 0 

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

6 
Alask« Dank Statement of Condition, June 30, .1.969 . 

7The i\l<'.ska Economy , S·tate o.f Alaska Department of Commerce and 
Economic DovcloP.ment, 1977, Table 18, p. 31 . 

0 AlaDka Dank Statement of Condition , June 30, 1969 . 



C. Policy G9als .. ' 

In September 1969, the State's Investment Committee. which con-
1 • r! 

sisted of the Commissioners of Revenue, Commerce, and Administration 

determined the state should place $100 million in deposits in 'Alaskan 

banks. On~ genera~ goal for this pr?gram can be defined from public 

statements made at the time; the goal of the prpgram was to stimulate 

the state's economy by increasing the capital available within the 

economy. Thro.ugh the placement of these funds, the state could at-

tempt to ease the capital shortage which was much discussed at the 

time. Criticism of the decision centered on the fact that these funds 

in Alaskan banks would earn less than other North Slope lease funds 

invested by the Dank of America. 'fhe Investment Committee explained 

its rationale for this move was to provide money to the banks which 

they could use to stimulate general economic activity through ·loans. 9 

The goal of using the money to stimulate the economy of the state by 

providing much needed capital was emphasized by public statements of 

officials . Governor Keith Miller stated at the time that the deposit 

of :flUlds in state banks would meet the long-standing need for capital 

within the state. 1° Commissioner of Revenue, George Morrison, stated 

that placing the money in local banks would p1~ovide what bankers said 

was much needed capital to expand credi-t within the ::rt:atc. 11 These 

9,•,1t"l1u~ .1.· ---·g· •• '1" .t' 1·1·1 '"' .... .... .... t:~~, October 29 , 1969. 

10 "Governor 'rells Plans fol" Lease Revenues," Ala!;ka Industry, 
October 1969, p. 98. 

11tmchoragc Times, December 3, 1969. 
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statements were als·o supported by members of the Egan administration. 

Director of Banking, J. K. Robertson, stated that the funds were de­

po.si ted to be employed in the state ' s economy. 12 

The actions of the l .egislature and administrations duri.ng this time 

period define implicit. goals for .the er!tire North Slope Lease Fund wh·~ch 

seem to .agree with the stated. goals for this particular program. The 

implici~ goal was to improve the present Alaskan situation or quality of 

life thro.ugh expenditures . Actions during the period ·illustrate this 

goal; the state bu.dget increased 32 percent in Fiscal Year 1970 and 

77 percent in Fiscal Year 1971 to provide for the increased programs 

and services made available to Alaskans. 13 Laurence Eppenbach, Deputy 

Comm:i~sioner, Treasury Division, in the Cgan Admi.nistratj on, pointed out 

that one of the major benefits of the oil lease bonus was the increase 

in state spending which provided sound underpinnings for state economic 

11~ 
growth. Changes made by the legislatui,c to the ponsiblc uses of tho 

state's surplus revenue in 1970 also supported this general goal of 

spending to increase the cur.rent welfare of the stntc . The legislature 

expanded investment alternatives f1•om only government securi tics and 

time certificates to allow the state to invest in morteages and l oans. 

1211
Commercial Dank Deposits to Tripl e i n Coming Decade ," Alc:sku 

Const ruction and Oil, January 1971, pp . 37- 30. 

J 31!\-fhd l: iluppene<l to t he $900 Hillion, 11 Memo to Gove1•nor 11ammond 
from L. C. Eppenbach, December 27, 19711, p. 1. 

lll."Alaska 1 s Treasury: A One CuGtomcr Dank with 32!:i , 000 Sharcholdor:;, " 
Alaska Conatruction and Oil, May 1973 , p . ?.9. 



~ ,1 
Chapter 205 SLA 1970 which defined these changes also ~'pecified an 

investment preference for loans and mortgages •15 The concep·i.. of a 

permanent fund usi?g parts of the lease funds, although suggested dur-

ipg ·this time period, was never adopted. One reason savings was not a 

primary consideration was the expectation of the rapid cpmpletion of the 

pipeline, and the beginn~ng of the flow of oil royalties to the state. 16 

The, goal of stimulating the Alaskan economy th1~ough the p:J._ac1.?ment of 

deposits in Alaskan banks fits within this general context of using the 

North Slope lease funds to improve the current Alaskan situation. 

15 
"Lee;islature Roundup," J\la5ka Com.1truction and Oil Report, 

August 1970, p. 33. 

1611What Happened to the $900 Million," Memo to Govcrnot' llammond 
from L. C. J;ppenbach, December 27, l~J711, p. 1. 
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D. Pl acement of the funds 

The decis.i.on to place approximately ~100 million in time deposits 

in Alaskan banks was or_iginally made shortly before the North Slope 

lease sale in September 1969. This decision was made by the state 's 

Investment Committee which consistcJ of the Commissioners of Revenue, 

Commerce, and Administration •17 The money was or.iginally scheduled for 

three placements in September and October 1969 ctnd Januciry 1970.18 

The first placement of $50 million in short-term certificates of de­

posit took place shortly after tho lease sale in September . The 

other placements <lid not take place as scheduled but were postponed. 

The last placement occurred in Jw1e 1971. A total of $102 million 

was placed in Ala8kan banks in certificates of deposit with terms 

ranging fl"'om one to fourteen yeat'::; . runds were depos ited after nego­

tiations, whlch detet'mined that a compe titive rate of 6.25 percent would 

bo paid. funds were disbursed i n relation to the distribution of total 

depos:i.to :i.n the bankine system.19 

There wet"'e two major c1"'iticism!l of this ffocal strategy . F'i:rst, 

the ::rtrategy was criticlzo<l because tho state was not earning the mmd­

rnurn umount pos::;iblc on theso f unds . The cert if icntc::; of dcposi·t were 

i ssued at 6.2~ percent intevest, whi le state fund~ inve3tcd by the Dank 

l'/ 
Anchor.:iee 'l'imes , October 29, l9Gg , 

lO Anchor<t r~e Timer., December 3 , 1069. 

19Anchorage Time:; , Dccumbcl:' 3 , 1960 . 



of America were earning approximately 8 percent. State officials re­

sponded that the money loaned into the economy , generati?g economic 

activity would produce revenues in income taxes equal to another l per­

cent in interest .20 This strategy also s upported the. goal of using the 

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

The second criticism of the program was responsible for the delay 

in the second and third disbursements of t he money. Criticism of the 

way the banks were usine t hese funds cause:d the st ate to investigate 

the use of t he funds before issuing the next schedul ed disbursement~ . 

The criticism suggested that banks mieht only have been i nvesti ng t hese 

state deposit::: tn Federal. securit ies which did the state ' s economy littl e 

good; reasons for this included collateral requirements f or state de­

po:::it:::. 21 These critlcisms caused the state to investigate how the 

firut $50 million was being used . These i nvestigation::: s howed the 

majority of bt:inks were ilble to use t he f unds and t he second disburse­

ment wo::; mnclo.22 The banks also criticized the l ength of tet'm of the 

cleposit:.i , ~ta.ting that this pt'eventccl the u:.ie of tt.c funds for l oans. 

As a res ult of th.is criticism, t he state extended t he terms of the 

flrot :Jct of clcpo::;its j ust prior to t he flnnl dfobur::: cment i n June 1971. 

'l\ilile l V. 2 s hows tlte Lerm:; and amount~ of certlfic.:ites of dcpoGit f-rom 

tho North Sl ope.: lc.:isc bonu::; for l'i.:;c.:il Year:; 1969-19'72 . 

---- --------20 
Anchorc'.lco 'fitnc~ , Octol.>er 29 , l!'.lG9 . 

? 1Ancl1orup;c Times , Scptomb •t• 25, l~J(j~. 

22AnrhC11':ie,.. 'f'imco , Doccrnl>N' 3, HlG9. 
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Table IV. 2 

North Slope Lease Funds in Alaska Banks 

Anount as of June 30 in Thousands of Dollars 

Date Issued 1970 1971 1972 1973 

(1 year term) 
12-69 $22,350 

2-70 380 
3-70 1,665 
6-70 605 

12-70 $ 2,250 
3-71 1,665 
6-71 655 (1/2 year) 

12-71 $ 2,905 
3-72 1,665 

12-72 $ 2,905 
3-72 1,665 

(5 year term) 
26 , 4301 9-69 50,000 26,430 26,430 

12-70 43,L+60 '*'• ,010 '•'•, 010 
6- 71 550 (4 years) 

(10 year term) 
6-71 5, 358 5~358 5,358 

(11 year term) 
6-71 5,458 5,458 5,458 

(12 yenr term) 
6-71 5,458 5,1158 5,458 

(13 yenr term) 
6-71 5, 358 5, 358 5,358 

(11+ year term) 
6-71 5,358 5,358 5,35~ 

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

1scutc Investment Portfolio in 1971 had opproxtmatcly $20,000 ,000 i n 
three yenr certificates t his year only. Based on other Portfolios, thla 
amount was added ttJ the five year cer tificates. 

SOURCE: State lnvostment Portfilios, Department o( Revenue, 1970-1973. 



E. Other Programs 
;---~--""'----

"ll . 
I/ the 

!' The {f mpact . o'f the pass.age of Chapter 206 SLA 1970 was to broaden 

inves~ment possibilities of the state . Chapter 206 allowed the 
\\ 

\ 

state to invest surplus funds in: 

(1) direct obl.igations of the United States; 

(2) obligations of ?gencies and instrumentalities of the United 
States; 

(3) notes issued by Farmer's Home Administration; 

(4) bank certificates of deposit which are secured as to the 
payment of principal and interest in accordance with Alaska 
law; 

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

(6) other securities , including corporate securities; 

(7) Federal Housing Administration mortgages ; 

(8) Federal Veterans Administration mortgages ; 

(9) loans made under the provisions of AS 03.10; 

(10) conventional r esidential mortgages if the originating 
financial institution retains at l east 25 percent of 
the mot"tgage; 

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

The investment programs which resulted from this act fit into two major 

groups, the investments handled by the Dank of America and those handled 

by the Treasury. The major differences involved the terms and l iquidity 

of these investments. 'fhe Dank of America emphasi zed highly liquid, 

short-term investments, and the Treasury emphasized l ong-term invest-

mcnto related to f.t'OWth i n the ctate . Thcso 'l'rcasut~y l oan programs 

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



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

were run . wi~h surplu~ general funds and are not the same as the invest-

ments made from specific funds such as Teacher's Retirement fund. 

Table IV. 3 shows the cha.nge in these investments duri?g the period of 

interest. The loan pr.ograms were included in the investment program run 

by Treasury. 

The Bank Loan Incentive Program wa:; b£:::bun in 1970 to buy loans 

from f lnancial institutions in Alaska. All loans had to be secured 

and have Alaska residents as mortgagors. 23 This program was suspended 

in 1972 . One reason for the suspension was the necessity to remain 

liquid. Since funds were being drawn dO\·m quite rapidly , it was felt 

the direct lo: n programs provided ample loans . 21~ As 'fable IV. 3 sho1-1s, 

the direct loan programs expanded throughout this period. 

The Dank of America investments were made with the idea that the 

principal would be sperrt, so liquidity was important. Because of this , 

highest yieldinp. investments were ignored ; inveatments were made mostly 

in short:-term , highly liquid asnets, such as U.S . Government Securities . 25 

23 
State I nvestment Portfolio, State of Alaska Department of Admin-

istration, June 30 , 1971, p. 11. 

21~ 97 "Rnvenue llcwc," Alaska Department ol: Hevcnuc , ~'"'ebruary 16 , l 1, 
and conversation wl th Richard Alexander , Alaska Depar tmen t of Revenue , 
llovember 20, 19°/7. 

25 11Rovenue New:::," Alaska Dopcn~tmcnt of Revenue , May 211, 197?.. 



Table IV . 3 

State General Fund Loan Programs 

Amount as of June 30 

1970 1971 1972 

Bank of America $852 , 569,655 . $772 , 928 ,476 $665,002,400 

V 1.:: t<!i'dn::> Loans 

Dank Loan Incentive 
Program 

Agricul~ural Loans 

Municipal Loans 

Small Bu~iness Loans 

Alaska Housing 
Finance Corporation 

1 , 587,000 9,703 , BUO 

3,977,600 3,464 , 500 

709,900 

6,833,300 6, 213 , 900 

1973 

$504 , 566,000 

16 , 315,200 

2 , 765,300 

81~3 , 000 

14,367,500 

l,5116 , 800 

7,318,200 

Source : St<ltc t nvcst1T1cnt Portfolio, Deportmen t of Revenue , 1970-1973. 
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F. The l.mpact of the Bank Placement Program 

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

goal of •p:rovidi?g capital and stimulation to the state 's economy. 

The program ' s impact will be examined in terms of its effects on growth, 
Ir 

equity, and effiGiency. Two sources of data will be used to examine 
I 

' these e:ffects . First, a time series of Alaskan banking statistics pro-
I 

duced by the Department of Commerce and Economic Development will be 

used . The data series provides information on deposits, assets, and 

l oans for all Alaskan banks. The second source of informa·tion are the 

federal Deposit Insurance Corporation Call Reports and Income State-

mentG of Insured Commercial Banks . These provide detailed data on a 

portion of the banking system , insured commercial banks. Commercial 

banks arc unique among financial institutionn, bccuu!ic t heir liaLiliticn 

include demand deposits , and their l ending and inve:::tinr; ac:tivities are 

di vorsifieq along their whole l'ange o.f poscibilitios. Because of this, 

commercial bank::; are assumed to typify the economy ' ::; financ.i.al nector . 

'l'his is particularly true in Alaska whcro Commercial bunks arc more in-

vol ved i n t he mortgage market than is typ.lcal outaidc. Commercial bankn 

ore tho major type of financial i nstitution in Ala~ka which held 92 per-

cent: of the as:.iets in 1969, and t hey wcro major porticipantn in the 

placement program holding approximatel y 90 pe1~cen t of the cer t.if.icate:; 

by 1972. 26 1'he F . D. I. C. information c..in only be used to provide ins i ght 

ln Lo Lhl! c.:f f c..: l:S of th la pl'uU!'oln, tt.i.ncu i.L pt•ov l e.led only pat'Llal covc'r'age 

of tho Alaskan bankinc sy~tem . 

26Alaska Department of Revonuo , "Ali:wlm llankn Sta tcmcn t of Condition," 
June 196~ , and Alaska Department of Admi niutrntion, Stnto of Alaaka : StJtc 
I nvostmunt Pol"'tfol io, 1972. 



F. l. · G1--owth Impact 

Table IV .4 describes the change in some measures of economic , 
t ·' 

duri?g the period 1968-1973. Although this table shows ~ general upward 

trend in all of the variables, it is hard to see a consistent relat.~on 

between banki?g activity and any variable . Even if a relationship could 

be seen, it would be impossible to j~dge the directi:->n of causation. 

The banki,ng system. thro_ugh its loan activity, may encour_age growth; but 

at the same time , growth of the economy would have positive effects on 

the banking system through increasing its deposits. 

An inJication of the growth impact of this program .can be determined 

by examining the loans made by the banking system. The ultimate .i.mpact 

on the economy depends on the effectivenes:; of the use of the loan funds , 

but the impact of the banking system on the economy can be judged by the 

proportion of its deposits it gets Lack into the economy in the form of 

loans. Constraints placed on the bank's abil ity to loan money, such as 

reserve requirements set by t he Federal Reserve Dank and the distribution 

of deposits between demand and time deposits , will prevent banks from 

loaning all of its deposits. Investment of deposit:.; i n other types of 

assets will a l so reduce the amount of loans made. 

r.xamination of the ratios o'f louns to deposits and chanee!:l in l oans 

to changes i n deposits shows that initially fewer l oans were made out of 

those deposits than U!iUal. The r el at ionship be tween loon-; and <.loposits 

is shown in 'fables lV.5 and l V. 6. 'l'able IV.5 s hows the change which 
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1968 

1969 

1970 

1971 

1972 

1973 

1968 

1969 I 

1970 

197.l 

1972 

1973 

Total1 

Em2lol'.'..nent 

112,423. 

118,917 

123,892 

127,660 

130,693 

137,305 

Jtous inr? 
Units 

(thousnnd5 
of unit8) 

1.2 

1.5 

1. 7 

1.8 

2.lt 

1. 7 

% 
Change 

5.78 

'•-18 

3.04 

2.38 

5.06 

7. 
Chan~ 

25 . 0 

13.33 

5.88 

33.3 

-29.0 

IV 19 

Table IV. 4 

Economic Growth 

Constructionl % Value2 of % 
·Em2loyment Change C~nstruction ' 1Change 

(millions . 
of $) 

5,998 

6,653 10.92 193 

6,894 3. 62 . 238 23 . 32 

7, 41.5 7.99 259 8.82 

7,893 6.02 373 /14.02 

7,837 - . ·71• 421 12."87 

'Iotal3 7. Tota13 z 
Deposits 

., .. 
Change to ans Change 

(millions (millions 
of $) of $) 

1181 . B ·302. 2 

585 . 6 22.78 31, 5. 0 111.16 

699.6 26. 51. /109. 3 18. 6lt 

808.6 19. 51. lt97.0 21. /~3 

9 31 •• i 17.57 608.5 22.43 

999.9 5.69 765.3 25 . 77 

1Alns ka l>epar.tment of LnLor, f; tntJ.5t:f c.:il Q11u1: 1:e rly, various issues . 

2u.s. J>epnrtmE!nt of Commerce , Stntiatlcnl. Qunrtcr.ly, 197l1. 

3Alnulrn l>cpartment o( Con1111~rcc nnd Economlc Dt vc lopme llt, MJ.d-Ycor Pcr­
form:mcc Hcport, 1977, Table !; 17 and 18. 

• I 

. 



Table IV.5 

Ratio of "New" Loans to 

(Millions of Dollars) 

(1) (2) (3) 
Change in Ch::i .ge in Change in Ratio Ratio 

Loans & Discounts · Total Deposits Time Deposits (1)/(2) (1)/(3) 

1967 15 . 9 40.9 44.3 ~ 39 • 36 

1968 18.2 6 . 4 6.9 2.84 2.64 

1969 40.8 101.8 61.4 .40 .66 

1970 '•5. 3 106.0 84.0 .43 .54 

1971 64.7 85.0 61. 7 • 76 1 . 05 . 

1972 75 .5 96.5 68.1 .7~ 1.11 

1973 64.8 59.8 29.l 1.08 2.23 

1974 107.0 213.9 65.9 .50 1. 62 

1975 161.1 278.9 124. 3 .58 1.30 

1976 H8.0 155.0 123. 1 .95 1.20 

Average .87 !. 27 

SOURCF.: Table 17 , 'l'hc /\lasko Economy: Hl.ll Year Performance Report 1977, Alaska 
Departmen t of Commerce rmcl Econ11ml c Development , 1977. 
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Table IV.6 

Lo~n to Depos~t Ratio 

· (Millions of. Dollars) 

. (l) ( 2) (3) 
· Total Total Total Ratio II Ratio 

Loans and Discounts Deposits Time Deposits (1)/(2) (1)/(3) 

1967 232 . 0 423 • '• 224.3 . SS l.03 

1968 250.2 429.8 231.2 . 58 l.08 

1969 291.0 531.6 292.6 .SS . 99 

1970 336 . 3 637.6 376.6 .S3 . 89 

1971 IWl.O 727 .6 1138. 3 . 55 • 91 . 

1972 ll 76 . s 0211 .1 506, I+ . 58 . 94 

1973 5111 . 3 883.9 535.5 .61 l.01 

1974 6118 . 3 l,097.8 601. 4 . S9 l.08 

1975 809 .11 1,376 . 7 725 . 7 • 59 l.12 

1976 957 .11 l,531. 7 848.8 .63 l.13 

Average . 58 1.02 

SOURCE : Table 17, The /\laska Economy: Mid Year Performance Report 1977, 
Alaska Department of Commerce and Economic Development , 1977. 
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occurred in the ratio of cha?ges in loans to changes in deposits . 27 The 

ch~ge in loans and discounts is a proxy for new loans made which also 

may be affected as loans are paid off or sold in the secondary market . 

Table IV.6 shows the cha?ges duri?g the period in the ratio of Total 

Loans and Discounts to Deposits . During the period in which the state 

deposited the $100 million, 1969-1971, these ratios all fell below the 

ave~age £or the ten-year period. This indicates that during this period, 

al tho.ugh loans were increasing, they were not increasing as fast as de-

posits. · In 1969 and 1970, less than half the new deposits reached the 

economy through the creation of "new" loans, while ~n average $.87 was 

l oaned out of every dollar deposited. Although the initial impact was 

minimal, Table IV.6 indicates that more of the state 's deposits may have 

eventually reached the economy • . Deginning in 1972 , the ratio of Loans 

and Discounts to Total Deposito began to increase toward the average. 

'!'his indicates that loans were increasing at a rate greater than deposits, 

which may have resulted f-rom the shiftine of some state deposits to loans 

f-rom other assets. 

More imlight into what happened might be obtained by examining how 

the banks invested their funds during this period . '!'able IV.7 shows 

the distribution of the assets held by insured commercial banks during 

this period. 

27
Tubles IV.5 and IV.6 do not i nclude information on savingn and 

loan:;, but thi:l is not important cinco :;;avine:l and loans did not parti­
cipate in the deposit placement program. Sec .bank listincs in State 
I nvestment Portfolio , Department of Aclrnin.i.stratlon. 
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Table IV.7 

Distribution of Assets of Commercial Banks 1969-1973 

Cash and U. S • · Government Other Loans and. Other 
· 'Balances Obligations Securities Discounts Assets 

1968 11 .6% 15.2% 18.8% 50 . 3% 4.1% 
1969 13.4% 18. 3% 15. 6% !~8. 9% 3.8% 
1970 13.5% 17.3% 18.0% 47.2% 4. 0% 

1971 14.0% 16 . 1% 17.6% 48.4% 4.0% 
1972 12.0% 13.1% 19.2% 51.3% 4.3% 
1973 11. 91'5 11.7% 16 . 1% 55 . 6% 4. 7% 

Source: Federal Deposit Insurance Corporation, FDIC Call Reports, 1969-73. 

Duri ng the initial yeurs of the r~.acement , there was a shift in the 

as:.;ct di:.; tribution of insured comme1"cial banks. Danks shifted their 

a:Jscts from lonns and discounts into U. S. government obligations. 'fhfo 

shift partially explains the reduction i n l onn to dopo~dt ratios shown 

p1,eviou::.ly. These data alloH us ·to infer that a gi'eatl'!r than usual 

propo1'l:ion of deposits made during t he time period in which the initial 

placement of North Slope fund:; took place wns invested in U.S . government 

obligation:::. 'fhls action, because it reduced t he fund:; which went: into 

loans , reduced the initial impnct of thE: lrnnkc. on the economy . The 

dnt.:i in Table I V. 7 indicates tha l: t h i::l shlf t was a :::hort-l'.'lm :::hif l: in 

por•tfol i.o bol onccc . Bcr;innine .tn 1~71, b.Jnk:; b.::e~m to shift: tlai::il., a:J -

~ots back toward t he pre - 1969 diutrlhu ti on. 



There are three factors which may explain the actions of the banks; 

the size of the original deposits, the term of the deposits , and the 

fact that they were state deposits. First , the state's deposits were 

so large in relation to deposits of the banki:ng system that it caused 

major cha.nges in the banki.ng system. The state ' s deposit of $75 million 

of the No1"th Slope funds in state banks in 1969 was over a 30 p~rcent 

inc1 .. aase in t:irne dt!pu::>lts in the banking system as of December 1969. 

The Norith Slope deposits were over 27 percent of the total time deposits 

in the banking system in 1970. This massive change in the striucture of 

the bankin. ~ system may have taken t i me to adjust to. Because this large 

increase in ·leposits was not generated by economic activi ty, it may also 

have token s ome t ime to generat e loan opportunit i es . The r eturn on U. S. 

::iecuriti es provi ded u f l oor for inter est rat en , t he banki ne system 

could hava held the::::e state funds in U.S . obli ga tions whi l e wa i"ting for 

the economy to abs orb them through loans . '!'able:.> IV.5 ancl IV.6 show 

that o more normal r elation l>ctween l oans and deposits exis t s beginning 

in 1971 after ba nkers were ullowed time t o adju~t t o the t r emendous 

ch.:inge:l which h(ld t aken pl ace. 

'!'he cecond factor whi ch could expl ain t he poor showi ng of the 

banki ng jnduolry in r t-ovl ding loans from t he Not•l:h l:ilope deposit::; i~ 

the term of the original depo::; i t::; . The main c1~.i. 1: icirm of the or i gina l 

plnccment by t he bnnki ng :i ndu::1-1~y won t lwt t hey were short term. The 

orieinnl placement in 196~ and 1CJ70 wa:; i n one and f lvc-ycar ecrtificater.: 
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of deposit, which the bankers claimed was too short a time period to 

invest. 28 Because of these complaints, the state l~ngthened the term 

on these deposits in 1971. This is the peri ,d when the ratio of loans 

and discounts to deposits began to rise. The shortness of term argu­

ment revolves around the concept of "hot money. 1129 The state's money 
. . 

was considered "hot money" because there was no, guaranteed replacement 

for it at the end of its term. Banks can use private deposits, which 

are short-term, to make lo.ng-term investments because they know deposits 

will continue to grow and they can account for the turnover. The banks 

had no reason to believe state deposits would be repla~ed at the end of 

their term, so they were reluctant to issue loans based on them. This 

argument may provide an explanation for the lack of investment in long-

term loans , hut it doesn't explain why short-term loans were not made. 

Lack of short-term loans may have r esulted because of the massive i n-

; . ' crease i n funds which may have taken some time fot' the demand for this 

type of loan to reach these levels. No rlsk U.S. Treasury bi lls may 

have been u ~rofitahle alternative to holdinc ri~ky short-term loans. 

The most important reason for the limited u:;e of the state deposits 

to make l oans could simply be that they were :;tate deponits. Until 1971 

when the state allo"ed conventional loans to be used a:.: collateral for 

stal:c depo:.:lts , the state required that its depositn be collnteralize<l 

28 
Alaska Departmcntof Revenue, "Revenue llcws," May 3 , 1971 . 

291ntervicw with llob Sullivan, Novcrnbcl:' 29, 1977. 



30 100 percent with obl_igations of the U. S. Government . This meant that , 

l .egal ly, loans could only be made from state deposits to the extent 'that 

banks were already holding U.S. Government ob~igations which were not 

col lateral for other deposits. This could explain not only the limited 

loans made from these deposits, but also the movement of bank assets 

i nto U. S. securities. The liberalization of the collateral, requirement 

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

During the period of the initial placement of the North Slope lease 

funds in Alaskan banks, we can observe a reduction in the rate at which 

deposits were converted into loans and a movement of bank assets into 

federal securities . These actions limited the impact of the state 's 

depos it on the economy in the short run. As can be seen f rom Tables 

IV. 5 and I V.6, the long-run trend , after the factors mentioned above 

were taken care of, was to more normal creation of loans from deposits . 

This may mean that the initial limited economic i mpact of the deposit 

resul ted not from unconstrained policies of t he hanks , but from the 

institu·tional constr.:iints which directed the bank ' s policies . 

F. 2 . 'fhe Equity Impact 

Three types of equity effect:; which all involve t he redistribution 

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

30 
J. K. Robertson , "Commercial Bank Dcponits to Triple in Coming 

Decade.'' Alanka Conatruction and Oil Ro~.ort , J anuary 1971, pp. 37- 38. 
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can be -."?xam.ined to determine the effect on the profits of the banking · 

.i:ndustry of this placement of state deposits. Secondly, the ~mpact of 

these deposits on the cost of borrowing can be examined to see if the 

cost of borrowing was significantly reduced by the placement of state 
,J. 

funds. Thirdly, the opportunity cost of this policy of making deposits 

can be examined . Tables IV.8, IV.9 , and IV.10 prov~de the information 

requii~ed to deduce tentative answers to these questions about the equity 

impacts of the policy. 

Table 7..V.8 

Interest and Fees Earned on Loans as a Percentage of Loans 

Alaska I nsured U. S. Insured 
Commercia l Banks Commerci al Danks 

1969 8.18% 7.17% 
1970 8. 95% 7.65% 
1971 B.89% 6 .98% 
1972 8.1~ 5% G. St~% 
1973 8, l~3% 7. 62% 

Ave r-age 8. 6% 7. 29.; 
1960-66 Averagc1 0. 6% 6. 0% 

1
G. .Erion. "Ins ured Comme1~cial Danks i n Alaska, 1960-6611 in Studi es on 
Ala~ka Regiona l Inf l ation, Feder al Fiel d Committ ee, 1969 . 

Source : Federal Deposit I nsur-ance Corporation, FDIC Call Report and In­
come Statement:s . 



Table ·IV. 9 

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

Alaska U.S. 

1969 3. 77 3.19 
1970 4. 54 4.95 
1971 4.98 4.43 
1972 4 . 85 4 . 38 
1973 5.39 4 . 29 

Average 4. 71 4 . 25 
1960-66 Averagel 2. 71 3.19 

JG. Erion. "Insu~ed Commercial Banks in Alaska, 1960-6611 in Studies on 
Alaska Regional Inflation, Federal Fielcl Committee, 1969. 

Source: Fede~al Deposit Insurance Corporation, FDIC Call Report and 
Income Statements . 

1960-66 

'!'able IV .10 

Net Income Defore Taxes as a Percentage 
of Current Operating Revenues 

Alaska U.S. 

1969 17 . 0l 21 . 85 
1970 15.75 20 . 53 
1971 15.07 10. ll6 
1972 13.23 18.02 
1973 13.90 16.112 

Aver age 15.15 19. 06 
Averagel 16 . 3 211. l~ 

1G. Erion . "Insured Commercial Danks in Alas ka, 1960-66" ln Studies on 
Alaska Regional Inflati on , federal Field Committee , 1969. 

Source: federal Deposit I ns urance Corporation , FDIC Call Report and 
Income Stateoents . 
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These tc:Wl~s pvuvide ~roxi~s for the real VilI'iables, profits and 

interest rates . Because these are only proxies, they can only be used 

to infer general trends. For instance, the proxies for interest rates 

in Table IV.8 actually show earnings on the total loan portfolio which 

varies with the age and type of loans held. 

These tables show that neither borrowers nor lenders made any real 

gains during this period . Banks ' earnings on loans, althoueh they 

initially went up during 1970 and 1971, showed no overall increase from 

the period 1960-66 . This two-year increase may have resulted from the 

temporary increase in the usury l aw which went into effect in 1970. 31 

These figures do show a benefit to borrower:.; in that the average rate 

paid on loans did not increase as was the general trend in the United 

States. The insured commercial banks in Alaska also experfonced a fall 

in "profits" as shown in Table IV.9. This fal l in the profit rate 

reflected n general trend throughout the United States. Alaskan banks 

did not absorb quite the fall in profit rate:: cxp01•ienccd by U. S. banks 

in eeneral; the profit rate of Alaska banks was '79 percent of the U. S. 

profit rate during the period 1969- 73, compared to only G7 per cent 

during the period 1960-66 . 

With the limi tcd informCJ tion avai l abl e, it is irnpos:;.i bl e to deter-

mine whether or not t he bunks eurnccl a profit on the state ' s dcpo:.:its 

31 
"Loebldtivc Roundup," Alil ~ka Con:1truction a nd Oll Report, 

Aueu9t ig10, p. 3. 
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Khich was greatel" than , equal to , or less than their average rate of 

earnings . Greater earnings on the state ' s deposits could have been one 

reason profits of Alaskan banks did not fall as much as bank profits in 

the U.S. The reduction in profit rates may have been due in part to the 

increase in the interest paid by banks during the period for time deposits. 

The average interest paid duri.ng 1969-1973 was greater than that paid in 

the United States, which reversed the earlier relationship. Examination 

of data on insured commercial banks shows neither increases in profits 

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

Horth Slope lease funds in Alaska banks . 

The opportunity cost of thfo proerarn i;.: the ~tatc ' s l ost income 

which resul·t cd from investing in this proeram. The opportunity CO!;t 

would l>c equal to t he income tho stut o could have earned by i nvosti.ng 

the money minus t he 6.25 percent they earned by placing the money i n 

Alauka banks . The most obvious nltorna tivc for the !itat e would have 

been to invest t hese funds l i ke the res t of t he Nor t h Sl ope s urpll !; 

~w1d~ . from t he t i me of the North Slope l e.:iue :lul e to ))ecembor 197~ : 

t he :.:ta tc earned a compound annual rate of r etur n on the .. . 1vestmcnt ac­

coun t of 7.5 percent. 32 The 6.25 percent earned on the certificates 

of dopo:;i ts i n Ala!>ku uank:; by the s tiltc wu:; 1. 25 pt·t.'cen t l e !>:; t han t ho 

state could huvo earned if l t would have i nve!l tcd i.n a monnc-r :1 i.1ni1ni• 

32 /\la:sko Department of Rcvonuo , "Rov ' nuo 11 •wi /\nnu.:il Supplement ," 
19711, p. 19 . 
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to the remainder of the investment account. Consideration of the income 

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

would increase the return from this placement al lowing it to compare 

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



F.3 . The Efficiency Impact 

'l'he effici ency of the program can be examined by determining whether 

this approach was the best way to reach the goals set . The goal which 

seemed to be set for this program was to generally s timulate t he economy 

by expanding capital available to the economy . The analysis of the 

program's growth impact showed that this was probably not the best way 

to get capita l into t he economy. Direct loan programs are a better 

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

r equirements , cannot invest the entire amount of f unds in t he economy . 

Danks also arc profit oriented, so t hey will adjus t t heir portfolios to 

maxi rnlzc profits ; t hese port folio adj ustments may not provi de t he l oans 

desir ed by the pol icy makers . For exampl e , placing a f ixed amount i n 

t he banking syster:t t o stimulate i nvestment in ltouslng will not be as 

effective as direct l y providing .funds for mortg.:tges , s uch as t hrough 

/\lnska Housing Finance Corporation (/\llFC), s ince t he rnortgaec mark.:t 

may not l>e t he most profital>le wny for t he banks to invest t he ent.il"e 

amount of t he deposit . 

I nterpreting t he eoal of ::timulatinr; t ho economy more broadly , t he 

placemen t of the f unds i n the l> .;,mki ne cyi; tern may have hcen t he l>est 

approach to achicvinc t h ts eoal. The filwncial ccctot"' i::; irnportan t for 

ecouoinlc devel opment ; a \tcll -functioni nc capitol mat"'kot provider; for 

t ho cfflciont flow of capital to vnriou~ sec.:tor o i n the economy . Ue­

cnuse of t hi:J , one aspect of t he r,oal of :;timulat.tne t hu economy may 
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have been to expand and improve the local banking sector . To the extent 

that this was a. goal, placing the funds in the Alaska banks may have 

been a good approach to economic stimulation. As Erion pointed out , 

the scale of banking in Alaska was smaller than nationall y , al lowing 

the possibility of la:rge- scale economies to be captured through expan­

sion . 33 The deposit of state North Slope lease funds allowed the ex-

pansion of the banking system. To the extent these large-scale economics 

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

33 
Gano Erion . " Insured Comrncr clol flnnk:-; :ln /\l.,1:.:ka, 1960-1066 ," 

P · 71. 



G. Conclusions 

The lessons learned from this program which are directly ,applicable 

to the permanent fund are limited because of the differences in the goals 

of the programs. The state deposit program was not intended as a savings 

program. It was not even intended to maximize income as were the invest­

ments made by the Bank of America with North Slope lease funds, but it 

was intended to achieve the specific policy goal of stimulating the 

state economy. Two lessons which are valuable concern the use of the 

banking system to achieve specific goals and the importance of a co­

ordinated state program. 

Fil•st, the banking system offers an important quality which should 

he considered when designing programs which use it; it is a profit 

maximizing system. Because of this, it offers efficiency, but at the 

same time , it may not direct investments to those areas consider.ad im­

portant by program managers. Bankers will invest funds where they will 

earn the greatest return, not necessarily in the socially important. areas. 

The tradeof fs between gain in efficiency of investments and the loss of 

control should be weighed when designing programs which us e the banking 

system. 

Secondly, the experience of the state deposit program s hvr1ed that 

coOl'dination of all aspects of s t ate government affecting il program is 

importan-t. To a certain ex.tent, the failure of thif; proeram to provide 
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loan funds to the -economy was a result of a lack of coordination. The 

h.igh collateral requirements, usury limits, and short-term nature of the 

deposits all needed more examination. Another aspect which should have 

been examined more fully was the amount placed in banks. Some attempt 

should be made to provide an estimate of capital needs before a similar 

prpgram is attempted. This will he particularly important as other state 

programs increase the state's participation in supplyi.ng the needed 

capital to the state economy. 
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APPENDIX A 

GROWTH IN STATE AND LOCAL GOVERNMENT 
EXPENDITURES IN ALASKA 

·A;I. · Theory of Public Expenditure Growth 

Early discussions of the determination of the level of public expen-

ditures concentrated on a proposition known as "Wagner's Law." This 

proposition boldly stated that the scalP. of state activity would in-

crease. There is little doubt that this has been true, but the more 

interesting questions are whether the share of eovernment activity as 

a portion of ~otal economic activity has been increasing, and what 

specific factors account for growth in the covernment sector. The first 

~ection of this appendix looks at that second question, while the first 

is taken up in the following section . The Alaskan experience is looked 

at in the final part of t his appendix. 

Richard Muogravo has cateeorl:led the determinant::: of public expcn-

ditures and developed some hypotheses on the cf fcct of thecc variclblcs 

over timc.1 lie identifies one e,roup os non-economic factors and the other 

as economic. The non- economic a. ·e technological, dcmoeraphic, and soci.ul. 

The c~onomic arc incomes, productlvlty, and prices. 

'J'cch11ological change alte1~s the composit ton of potcnti~l public and 

pt>ivntc goods from whlch people will choose the good::i ·they most des ire . 

1
Much of t his discussion le taken from R i.charu Muneravc , riscal 

.sys tcmr:1 (I/cw llaveu and London: Yale Uni vcr:.iity PrCJ:JS, 1969) . 



The itnpact of technological change upon this mix can be dramatic . The 

outstanding example of this in the t wentieth century has been the auto­

mobile . This private good has generated a demand for public goods in 

the form of high.,·ays which have, in turn , generated a different mix of 

both public and private goods that has essentially transformed the en-
. 

vironment. Technological change can begin in the public sector and 

create complimentary or "spin-off" demands in the private sector. The 

federal space program is an example of this phenomenon . From these two 

examples , it is clear that it is impossible to generalize regarding the 

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

Demographic consideration::> involve not only the level of populat ion 

but also its composition and geographic distribution . Some goods al'e 

purely "public" such that the quantit y required and, thus, the cost is 

independent of the number of cons umcl's. l.:ach st.:ite hac only one governor. 

nut f o1" most public e:<pendi tur0.s , the total cost of the service is not 

i ndependent of the number of consumer s . In large states , covernors have 

lareo !'ltaffs. 

Hoth economics and discconomics of ocal.e may l.>c t he result of i n-

creases in populatio11 dens ity. Obvi.ounly. a young populat l on rcquirco 

a .la!'13or number of schools a ncl u mature population more fad.! i. tics for 

the u(:cd. f'or this reason , cxpel\ditures can i ncrease more or l ens 

rapidly than population . 
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Social factors play an i111portam: role in the determination of the 

cnvi.~onment in which budgetary decisions are made . Cultural values and 

social philosophy affect the extent to which demand is directed toward 

public goods, as well as the public role in redistribution of income and 

wealth. Changes in political direction may change the perceived best 

mix bet\~een public and private goods as different components of the 

elecl:or·a.te with different preferences become more _or less powerful. 

War and social disturbance may have a significant permanent impact on 

the t1~end in public expenditure growth . This may be the result of either • 

a reacscssment of social values or a shift in taxpayers ' feelings about 

t he maximum t oler able level of taxa t ion. The lattel' idea is based on 

t he noti on that the l eve l of expenditures is generally constrained by 

the availabilii:y of revenues rather than t he opposite hypothesis that 

the desired expenditure l evel determinec i~evcnues . 

Turning to economic conslderatio~c , tho l eve l of persona l income 

h~ the rnos t lmportant economic considerat ion ill the deter minat ion of 

public expcnditm'e levels . A meaninaf ul d focussion of t his relation-

:.;hip mu~ t separately treat four cateeorlcs of public expenditures : 

capital formation, cons umption , red is ti•lbu tlon, and mcr•i t wan ts . 

Generally us an ecc..:iomy mature.~ , the ratio of total capital forma­

tion t o cross natjonal product tend3 t o rtcc . Thus , if the ratio of 

public to private capital format to11 rcmaills conGtmit as an economy de-

ve.Lops , public oxpcndi turcs on cupi tal. f ormntion would incr ease mot~c 



rapidly than total income . This latt er ratio is subject to variation 

ho\:rever, and two distinct periods in the development of an economy have 

been identified when the public to private ratio of capital formation may 

tend toward more public capital formation. The first would be in the 

early st.ages of economic development when the creation of social overhead 

capital, or infrastructure, is a necessary prerequisite for private eco­

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

private goods which require complementary public goods may become more 

important. Highways a1.,e the most often indicat ed example. Urban con­

centration and the complexities of industrialization may also require 

large public capi t al formation programs . 

The problem with this explanat i on i s that i t may be historically 

accurat e , but it does not explain present conditions ve1•y adequa 1.ely. 

Highways ar e as much bas i c inf rastt•ucture as t hey arc complementary 

public goods t o aut omobiles . le grow th of hiehway expendit ures the r e­

sult of t he f ormer or latter r equi r ement ? This indlcilt es that economic 

theory wi th r espec t to publi c capital f ormation does not of fer •:my well­

def i ncd hypot heses r egardinr. t he role of personal income as a determinant 

of its gr>owth. 

With r1spcct t o publ ic consumption eooc.ls , t he quest ion of .it s r,r owth 

i n i.,cl at ion to personal income i s usually pu t in tcr•ms of the income 

olaatjci.. ty Ol" demand f or ·these goodn. if t he el astici ty exceeds unii:y, 

publ i.c consumpLl on gr>01·10 e1: ; a pc'l"ccntar,o of pcr!.;onal income . Musgr ave 
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suggests that as a consequence of Engel's law, the share of the budget 

goi.ng towards public expenditures might increase with increasing income. 

E.ngel 1 s law state3 that the share of consumer outlays goi?g into private 

expenditures on the basic needs for food, shelter, and cloth~ng declines 

e.s income rises. On the other hand, he points out that there are certain 

public functions which must be r .egarded as basic necessities also, such 

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

As in th<" area of public capital formation, the ideas abou:t public 

cor.sumption goods are not theory but speculation, since they discuss po­

tential public consumption as incomes ris e but are unable to provide real 

insinryt into the public private ratio . 

Government cxpendi tures which attempt to affect the disti•ibution of 

income ma.y be a declining percentage of income or mieht even be declining 

absolutely as income r•ises acco1•ding to speculations by Musgrave. The 

choice is dependent upon the objective of the distributional adjustment , 

and implicit in his notion is a minimum level of income for al 1 
• • 

It seems that a stronger are,ument can be made for the notion of 

rising percentage of income going into public expenditures for income 

redistribution as incom~s rise because of a switch from private to public 

welfare programs . Rising incomes and economic complexity increase the 

ubility of people to ln::;ure themselves against economic risk while , at 

the same time, probably raising the level of economic r•isk its elf. Where 



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

security largely performs that function in our society. 

Merit wants are those government expenditures which do not fall into 

the traditional economic framework of being either private goods , such 

that the level of consumption by one individual does not affect the 

ability of others to consume that same good, or private goods. Rather , 

they are government expenditures based upon the notion that it is so­

cially proper to consume some things and not others . The decision­

rnaking group i s ass umed to be capable of judgment superior to the indi­

vidual and t he result i s subs idized milk for school children and pro­

hi bitive taxes on l i quor. 

Muser ave re lat es merit wants closely t o c>:pendi t urcs f or income re­

distribut ion and hypot hesizes that , as a res ult , t hey nwy be a declinine 

percentage of expendi t ures as incomes :t•ise . But even i f t he definition 

of mcr i t wants is limited to neces s i t ics , changinc pe1"cep dons of neces­

sities could make this component of cons umption incree~e as per sonal in­

come expands . 

I n cum, the economic theory which attempt s to determine Hhcther 

public expenditures ar e a superior good , t ak i ng a r i sing pel'centaee of 

t he total budeet as i ncomes rl:;e , fo f oundccl upon l it tlc more t li<rn 

s peculation. Up~\ r ef l ec t ion, this is not an unexpected result because 

of t l1c larne variet y of eoods and sc~vices typi cal ly ~rovidcd by a eovcrn­

mont . Among t hem would be :;uperiol' , l.11 f crlot', and Gi rtcn cood:; ( con:::umpt,i 0 11 
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declines absolutely when income rises) and the public expenditures would 

b~ some weighted aver.age of all these different types of goods , of which 

some are necessities and some luxuries . In a sense , i t is per haps en-

couraging to come to this i ndeterminate conclusion , rather than the 

opposite , that there is an ine>:orable relationship between rising i n-

comes and public expenditures which predestines that an ever increasing 

percent.age of economic output be channeled through t he public sector. 

Turning next to the question of productivity , there is an argument 

that productivity gains in the production of those goods supplied by the 

public sector l ag behind produc tivity gains in the private sector. Thi s 

thesis was put forward by Baurnol2 wher e lie points to the obvious poten-

tial differences i n producti vity i ncreases in l abor used i n a typical 

rnanufactui•ing process , and used in the produc tion of a symphony . 

Whet her t his l ageing product.ivity incrca~e concept is valid f or ·the 

public :;ecto1" in eener.:il depends upon the \Ul." t iculcn• mix of public sec to1• 

goocls relt1tivo to t hose i n the private nector. L:xumple~ of f unctions i n 

which laLor productivi ty .i n c1•ca~:c::; ore mird mcll in the public sec tor, :rnch 

ns education, oecur j n t l1c pri Vt.Ito ncctor al~o in scl"vicc j n'" ustri.e::; , auch 

as l'cstcllll'ants . And many pu1' Uc expend l turc~; .:ll"C in ru ca:; whcl'c l abor 

p1•oduc ti. vi ty inc1"'oa:;cs arc potent tc.1lly oo ropid m~ .i 1 Lite pri va Lo sec tOl'. 

lliehwily maintenance is one cxumplc and coMtruction ncttvity , in eenel"al, 

nno dlC! L' . 

2
1-1111 i.om Bournol , "Mact•oc•conom t cs of Unl>d lancoc.l Grow t Ii: 'J'h c.: f\n.i tomy 

of Ur uon Ct•.l5c:: ," Amc1•ican ecoraomi.c l~uvi m-1 , Vol . J.V J I, !lo . 3 (June 19G?) , 
pp . '1l!:i-'12G. 



The existence of such a differential in pl"oductivity increases is 

thus an empirical question, just as is the size of the income elasticity 

of public expenditures. The difficulty which arises in attempti.ng to 

make an empirical measurement of productivity is that the product of 

many public sector activities is difficult to measure independently of 

the inputs in t erms of man hours. Some attempts have , however , been made . 

The p:>oduct dcflator of the Daparitmcnt of CuiiuTie:C.•ct: , a l'atio used 

to obtain comparability among prices of out puts in dif fe1.,ent t l mP periods, 

has historically BT'mm more rapidly for state and local gove1"nment expen-

ditures than for the a verage of all products of t he economy . This tends 

to suppo:r>t t he hypothesis that productlvi ty is rising !nore Glowly in 

government than in t he economy r;enerally. 

If t h i s i s "the cas~ , t here would be il tende ncy over time , othct• 

t hi ne:;; being equal , fol' t he cos t of public cxpcndl tm•es to rise l"eluti vc 

to pl"i vatc expenditures n11d t he s hat'O of persona l i ncoine dh'ect ed i n lo 

publ i.c expend i. t ures to l'i:::e . Th i.s would be t ho case c:to lone a::i labor 

marke t:J ai•o r olnt:i vc ly uncnnG L rai.ned ::io th...i t wnec .i.ncroa::rns due to pY'o-

ductlvi cy gain!;) wou~d be r c Lloctcd fo wae11 i nc reases in t hose ind us tries 

whcro pl:'oc1uctivi.Ly IJ.ui.m: dt'<:: HOL po~>!":iblo . 

'l'ld.:; intro<lucl!~; ~• fi1wl o l c1ocn t, pr i ce cldn t:1c i ty of dctn.incl , i,n to 

t ho comddcrati on of clmnN1tn d<.: tcrmin i.nr, t ho f!.l'owt h rutc of pitl.J.Uc ex-

pc11d.i l uY'c r. ro.l.ilive t:o pr iv.:it:c in ,1n 11xpnmli.nr, economy . To Lil" extant 

Lh..it p1•0<1ucti v ity ilH;Pu~r.t•:: i11 t ho publi c r1L•ctot' fo ll be h i nd Lho:.;e in 

Lhc prtvilt:r· cr.onomy, the l' l.! l • .it:ivn pt"icc of publi c r,oocl:{ will t u11d lo 
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rise. Other things being eq_ual , the higher price for the product w;i_ll 

cause a decline in demand. This factor would tend to offset increasing 

public sector expenditures resulting f-rom both income and productivity 

effects . Little speculation has been done on . the price elasticity of 

public goods because of both the diff iculty in identification of the . 

price for a paPticular product, and of identifying the product itself. 

F'rom the point of view of the consumer~ t he individual taxpayer , the 

existence of a behaviorul relationship between the cost of a public 

service in t erms of t axes and the amotmt consumed i s difficult to trace. 

I n sum, there arc th1,ee economic cons iderations ope1,ating on t he 

growth of public expenditures : ..:.ncome erowt h, pr oductivity i ncr eases , 

and price effects. I n a st atic pol i t ical dnd social atmosphere , t here 

i s no a priori r eason to expect that t he pub.tic sector needs t o g1,ow 

r ol at i ve l y faster t han output i n general. I n a worl d of changine expecta­

t ions and poli t ical alliances , economic considc1,ations rndy Le of secondary 

i mpo1, tance . To exami ne t he actual trends i n t hi::; ceut ury i 11 government 

spendi ng i n the United State::> is the toric of the nc>:t section . 



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

A cursory analysis of total government spending in this century 

reveals that government expenditure~ : have accounted for an increasing 

percentage of gl'oss national product (GNP) over tim~. Government ex­

penditures at all levels increased from 7.1 percent of GNP in 1890 to 

33. 2 percent in J.963. 3 The la1'gest component of this growth has been 

the mill 1-ary budget Hhich increased from 1.1~ percent to 10. 6 percent of 

GHP. Musgrave attributes a substantial portion of the rise in the civilian 

budget of from 5.0 percent to 18.3 percent of GNP to the growth in social 

services. Of these, transfer payments grew from .l percent to 7.0 percent 

of total GNP. Capital outlays fluctuated over this period between 20 per­

cent and 30 percent of total public expenditures with no observable 

pattern. 

The income elasticity of pul>llc expenditures ovct' this same period 

avcraec>d er-cater than one with the pcr.'iod af tel.' 1~29 ha v ine a higllCr 

el a:J tici ty t h on t he average . l'or t he ca teeo1'y of civilian expend t t urcc > 

t he claoticiticc were l ower than f or tvtal expenditures . The pre-1929 

elasticity \las calculated ( I t 1.7 and t he po~it-19?9 \!lastjcity at 2.11 for 

civilicln expenditure~. 

'J'olJlc: A.l provjdes an um1lyci.:i of mol~c rcccnl datc1 for jun t .. H1to 

and loc.:il eovcrnmun t expend i tul'o crow t h u~ it r clu tcr. to t he r.rowth of 

3 
Mu:1e1'uVC' , op . ci. t. > p . 911 . 
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TABLE 11,l 

PNI'TEIUIS IN STJ\TE G LOCJ\L 

COVCRN~iT E:<PENOITU.RES 

TOTAL U.S. 

St.ltl' & Local St ate & 
St.lt•I r. Locnl Implicit Price l:nplicit l"rico Gov 't. Local Gov't. 

C~v • t . Pcroon"l Rashlent Oefl.lt.or Stnto oeflntor Grons Expenditure F.xpendituros 
l:X!•uncl i turols Income Popul;"ltion & Local Co·1 1 t . llational Product oo l"orcontago Per Cnpita 

\'o,u (:•:illion $) (!·lillion $) (Million) 1950 • 100 1950 • 100 of Income ($) 

.!.' :o 91' 3:1 '/'/015 123.077 38 . 7 ll~.3 .10 bll.50 

l 'l ~ < ~550 Ci0'105 !27. 250 37 . 0 42.6 .111 67.19 .. ;; 
l j ... ~ S31'J 70285 132.591l 3'/. 3 113,9 .11 70.28 

l tJ :.$ )012 171! 13 140,1'60 1'8. 6 59.7 .05 611.19 

!. ,$~ :?:!31. :1 227(,!9 152 .271 10.e 80.2 .09 1116 , 72 

! :. ~ 5 :?2;;uJ :? l~CG9 165.'Jll 87.5 90 .9 . 10 196.81! 

i%C '· ': ~ "'5 L.00953 100. 671 105 . 9 103.3 .12 27 .73 

19~!1 71'. 5(, 53.1003 1911 .303 1?3.2 110.9 .13 379.07 

! ~71) 11'?1~ 009:!')0 2011. 875 lGlt, 6 lJS. 2 .lG 6145 .33 

• ')"f ... .. ' . 2 ! .. !J3C. 12ti%'/:\ 213 . 5140 218.0 185.9 .17 1004.66 

;.n:-.1.Jl 
r.:·: w::h 
f..itc 1~. ~~ l'i It \ Ji 6i 

Snurco1 u. s. •Oupt . of ColX'\Crco, C! ! i co of nuninooa Economic n, Survuy or current Duainoas, varioua iaauoa. 
u. S, O pt . o! Co~:.iorco, Duroau o! Conouo, current Populnt ion Roportn , variouo iaouco . 

St.ltO G Rool 
Local Pornon.11 Pers onal nenl 

Cov't. Real Income Income Shnrc o( 
Expenditures Per Per State r. 

Per Capito Capi ta Capita Loc;il 

m !~I (~ \ Govc•rnmo1.t 

170 6:15 . 711 l:ibO . 13 .. 
180 474.69 1110 .16 

189 590.111 13110 .13 
:r::-
I 

130 1218.16 2040 .06 1-J 
1-J 

200 lll9ll.82 106~ . 10 

220 1873.GO 20CO .10 

250 2219 .24 2140 .11 

300 2753. 85 ?480 . 12 

J'lO 39115 . ?B 2910 .13 

I.GO 51. : 2. 11 :il140 . 11.1 

2\ 5\ 2i 
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personal income in the United States. Generally , state and local govern­

ment expenditures are best an~lyzed together because of the variation 

from state to state in the jurisdictional division of functions. Between 

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

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

Over the same period , pe~sonal income increased at an annual rate of 6 per­

cent. As a result of this differential growth, state and local government 

expen(liturcs increased as a percentage of personal income from 10 percent 

t o 17 per cent between 1930 and 1975 . 

The actual increase in t he r atio occurred i n the last 20 years after 

1955 , at which t ime t he l'a tic was still at 10 percent . Much of the rapicl 

increase sin~e t hat time must he attl'ibuted to transfer pl"or,rams from the 

federal eovcrnment to state and local governrnentr> . 

Table A.l includes the .implici.t price d~fla tors for state and local 

eovermoent and for Gt.SP for the zamc period. The prlce deflater for state 

and local eovernrnent l ncroar.cd ov "I' t lao per i.od at an annual '' percent 

ru te , whj le the GllP def l cttoi.• i.nc1•ca:-;ed 3 percent a1111ually , reflecting 

r.iorc r..tpi<l produi.:t iv tty incl'\:! a~c:; i n t he economy in gen er ..i l t han in those 

eoods prov i dt?d by !Jt<:i lc and local nove1•nmcn L~ . 

J f r. t: tl tc.: and locdl govenuncn l 1.•.>:pcndl tm·c~• c.llld pcrnon.Jl i 11co111<.! arc 

convcPtcd to l~c .. 11 f j nur~G u:; fou th cot· dc: flt1 Lm•t; , t h p,11 f:Ol' n of er•ow th 

i:J ~omcwlnL di ffer nt . Both ic l pv1·~on~ l incom~ P<' l" c .1pitu '1n<l T'(c.Jl 

::t .i t<· -1110 lo<·~1 t f~O\'Ul'll ln<' ll l <''l\[>cncli l. Ul \•:. P"l' c u pi 1. ,1 j n c t •c.1:H1 ul ..iu .innuul 
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rate of 2 percent . This is equivalent to a proportionate increase in 

the real value of output of state and local government expenditures over 

the period. 4 

A classic study done in the 1950s analyzed the growth of state and 

local gove1'nment expenditures i11 the United States during the. first half 

of the 20th century and interstate variations in growth rates.s Fabricant 

concluded f-rom his analysis that differences among states in per capita 

expenditures in various categories of expenditUl'es declined over time 

but were not eliminated. Every state expanded nearly all of i ts functions 

in term::: of nominal expenditures but the more backward states, in 1903, 

increased expenditures more rapidly over the period. 

In audition, he found that a majority of the variation umong the 

stutes in expenditure levels could be explained by three f actor:::: income, 

11 0· · .. ,. a· d 1 · b t l' · J.Vl.uine; government expen itures an pcroona income y · us price 
dc.flator involves a simplification in each caso , althouuh the i,esulting 
bia::::cs arc compensating. A small compon t of state and local eovernment 
cxpendi turos is transfers which arC' not a component of tho pr•ico de flcJtor 
for state and local government nince it doe!; not .:ippoar in GNP. Since 

.tranoferG would have a "real index" closer to the total of GNP , the groHth 
of t he deflatot' mLly have a ::;llght uownrd bias . The price dcflator for GNP , 
however, contains capital expenditure clements not reflected in oxpcoditurco 
out of pcrconal income . Personal income is more commonly deflated l>y the 
cons umer p1•icc index or the dcflut or for cons umer expenditure goods. This 
index. grow less rapidly than the GNP def l ator , so the bias f"!•om using the 
GNP defl ater is i n tho same direction n:; that re~ultine from the transfer 
component of ~tate and local government cxpcndituroz. 

5Sol omon Fahrlcant , 'fhe Trend of r.ovcrnmcnt f\ ct jvlty in the United 
Statco S~ ncc 1900 (New Ynrk: National Uurenu of t:conomj c Rcscuc•oh, 1952). 
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urbanization, and density. The elasticity of income coefficient for the 

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

implies that state and local government expenditures would increase as 

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

to be positively correlated wi tl1 expendi turcs, wh.tle density was inversely 

related . 

A shortcoming of this type of statistical analysis is that there is 

often high cor~elation among the explanatory variables, for example , in­

come and urbanization. As a result , it is difficult to idP.ntify the net 

contributions of the explanatory variables separately from one anot her 

with confidence , and important variu..bles no t included but col'rela tcd with 

included variables (such as education l evel which is often correlatc:d 

wit h income) can also result in incor!'cc t conclut.i o11s . This reduc:cs the 

uppltcability of the results to spcc:iflc si.tuiltiono such as an analy!:i~; 

of Alaokan expenditure's . 

This cursory i~cview has s hown thut there ha:; been n ::d gni!~icant 

growt lt iu government expendit urcc a~ n p"rcentc:igC! of CllP over thi.s c ~n­

tut'y . S tntc and local govcrnrnen t taJ...cn top.c L11 m• , however , have gl"ow 

much more slowly t han the federal eovcrnmcn t and i n real t'et•11:.; , dcfl,1 t cd 

to account f ol' .inflatj on , the pcl''Ccn taee of output accoun tctl for by 1 ta tc 

nnd local eovc1•nmcnt hue i~crnulnccl fa trly co11r. l:ant s focc the l 930~c;. 
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A. III. Alaska Historical Public Expenditure Patterns 

The historic pattern of Alaska state government operating expendi-

tures is detailed in Table A.2. Total expenditures have increased from 

$37 million in fiscal year 1960 to an estimated $893 million in 1977. 

This represents an annual growth rate since statehood of 21 percent . 

The increase from year to year has been calculated, as well as the per-

centage increase over the pl"eV .tous year. Examination of this percentage 

increase from year to year indicates the existence of several distinct 

periods of expenditure growth which show great variatio~. In 1964 expen-

diturcs were 2 percent higher than the previous ye.:ir, whi.le b 1971 they 

were 59 percent higher than in 1970. 

Shortly after stat ehood , expenditui~e erow th was rapid because a 

need wa~; felt to devclo social overhe.:td capital ac a prerequisite to 

pl"l v.:tte economic <levelopr:ieut . The source of fund:; fot' theta: expendl-

ture:J was the fedcro l tran:Ji tional eran ts provided to get the new state 

on its feet . Unforttmatcly, a lur•nc portion of t he transitional g1"ants 

\W3 ::ipcn t on pro(,rrums prev low:: ly funded l>y the federal government before 

};ta tehoocl. 

The trans.i tional v."ants were available for only " few ycal"!; and 

alt:ornativ · revenue ~out'CCG clicl not develop to replace the gap left 

whon tho~<' gran ts were :.:pen t . A~ d r esult , t .:1x l11croascs in the early 

HIGOr; wct'o neccs~c1ry to keep the 1 cvel of 3tatc c>:pcn<li tm'oG groHine 

from yc.n' to yc"rt' . 6 

Gccorgc H. Hoe re , Tile: l'lrt m~1.: of Aliwkc1 ( \fo:1ll . I>. C. : Rc:;um·ce~ fot.• 
tlic ru1·11ru , 19G~), pp . .Lao-no . 
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A.III. Alaska Historical Public Expenditure Patterns 

The historic pattern of Alaska state government operating expendi-

tures i s detailed in Table A. 2. Total expenditures have increased from 

$37 million in fiscal year 1960 to an estimated $893 million in 1977. 

This represents an annual growth rate since statehood of 21 percent. 

The increase from year to year has been calculated, as well as the per-

centage increase over the previous yenr. Examination of this percentage 

increase from year to year indicates the existence of several distinct 

periods of expenditure growth which show great variation . In 1964 expen-

diturec were 2 percent higher than the previous year, while i n 1971 they 

were 59 percent higher than in 1970. 

Shortly afte1., statehood, expenditure erowt h was rapid because a 

need wa~ felt to develop social ovcrhc;:id c;:ipitctl as a prerequisite to 

private economic development . The source of f unds for these expendi-

ture::; was the federal trancitional grants r• 1vided to get the new state 

011 its feet . Unfort unately, a l o rec portion of the t1~ansi tional grants 

uas spent on p1.,oerams previous ly fun<led by the federal government before 

statehood. 

'fhc transi t i onal grants were available for only rt few years and 

alter native r evenue ~ourccs did not develop to r eplace t he gap left 

when t hose nran ts were ~pent . A~ a l'csult, t ax i ncreases in the early 

19G0s wet•e nece::;sary to keep the l evel of st ate expenditures groHing 

from yc.tl"' to yeut". 6 

(;George H. Roner c , The r uture of AlciSkci ( Ha~h . D. C. : Resource~ fot~ 
tlte run1l"c , l9G 2) , pp . 180-220 . 



Table A.2. continued 

State of Alaska Operating Expenditur es by F~nction _1963- 1976 

(Million $) 

......._ FUNCTION Administrative Increase Over 
........ of Justice Develop.nent Transportation Cencrnl Government Total Previous Ye:ir 

~ ..... 
!~ ·\_R __ •. ~ s % $ % $ % $ % _j_ $ 

.., ,, 

1960 36.6 

1961 51.11 14.3 38.5 
1962 63.2 11.S 23.0 
1963 5. 3 6.6 .4 .5 13.4 16.7 4.8 6.0 80 . J 17 . 1 27.0 
1964 6. 7 8.2 . 7 .9 17.0 20.7 5.2 6.3 82 . l 1.8 2.2 
1965 ; .o 7.9 .7 . 8 17 . 9 20.3 5. 6 6.3 88.4 6.3 7.6 

;1> 
I 

1966 7.5 7,5 . 9 .9 19.5 19.4 7 .·5 7.5 100.5 12.1 13 . 7 I-' 

1967 9. 0 7.9 1.2 1.1 21.3 18.8. 8.6 7.6 113.6 13. 1 13.0 -:i 

1968 9. 7 7.5 1.3 1.0 25.3 19.6 9.9 7.7 129.3 15.7 13.8 
1969 12.1 8.0 1.1 .7 29.7 19.5 12.6 8.3 152.1 22.8 17 .6 
1970 l<i.6 TI 1. 7 ~ 36.1 18.l 18. l 9.1 l99.0 4&.9 30.8 

1971 21.4 6. fl 15 .0 4.8 44.4 14.l 39.3 12.4 315.8 116.8 58.7 
1972 26.2 7 .). 17.0 4.6 56.5 15.4 23.3 6.4 366.5 . SD.7 16.1 
1973 29.l 6.!l 20.0 11. 7 62 . 8 14 .. 9 27.7 6.6 421.8 55.3 15.l 
1974 35.0 7.'.J 21. 7 '•. 5 70.11 14.6 35.3 7.3 /182 .3 60.5 14.3 
1975 47 .5 7.9 40.5 6 .8 90.8 15.2 40.0 6.7 597.6 115.) 2).9 

1976 59.5 7. 6 37.0 4.8 101.8 13. 1 51.4 6.6 778.9 Hll.3 30 .3 
1977 Estimate G9.3 7.8 43.l 4.8 122.3 13. 7 . 56.7 6 .11 892.6 113. 7 14.4 

Annual Growth Rntes 

Overall Growth Rate 20% t,Qi, 177. 19% 217. (1960 to 1977) 

Sinc:o t'rudhoc 
1969-197& 2117. 58% l 97. 21% 257. 

llo r 0 re l'rutlhoa 
157. 18% 14% 17% 171. (191i0 t{' 1%9) 

11% (1%3 to 1%9) 

------ - -



In the latter 1960s, there were signif ..... cant increases in the level 

of federal grants-in-aid, particularly in the area of transportation , 

and this allowed the annual growth rate to increase to over 13 percent 

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

Since that time, the change from year to year has been er•ratic, 

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

If any pattern is discernible in the aggregate figures, it is that ex­

penditure level increases have been higher when revenues, expectation 

of revenues, or population increase is high. The average annual growth 

rate in expendi tUl~es since the Prudhoe r iy lc?ase sale has been 25 per­

cent, uhile the ave1,age for the period since statehood and before the 

sale was 17 percent. 

Table A. 2 also p1,esents a functional brc?akdown of state expenditures 

from 1%3 onwai,d. The most striking observation from this breakdown is 

the fact that t he percentage of the state buclget eoine to ench of the 

nine functional categories has remained fairly stable over tl1e historic 

pc1,fod i n !:ipi te of the rapid grow th rate of total expend:i tures . The 

education budget , for cxalilple, has fluctuated between 37 percent and 

112 percent of the total wi tll no ob::;ervablc t1•cnd , either before or afte1, 

the Prudhoe B.:iy lease sale. 

Since the education budget makes up s uch a large perccntacc of t he 

total , ouc could argue thilt it, to a luree e>:tcnt , determine:.> the growth 

I 
I 
I 
.I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 

I 

I 
I 
I 
I 
I 
I 

rate: for total expenditures but the same pattern applies geuerally with 

minor variation. Before 1969, the health and natural resource budgets 

grew considerably slower than the average; while public pr·otection, ad­

ministration of justice, development, transportation , and general gov­

ernment increased thei r shares . Sine~ 1969, the percentage increases 

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

Thei social services budget jumped I'elatively in the early 1970s but 

has ·declined in recent years. The health budget, in contrast, lost out 

relatively in the early 1970s but has been increasing its share recently. 

The development budget has zho\m the l arges L increase, mainly because of 

the advent of municipal revenue ::;ltarinn in the early 1970::; . The trans­

portation portion of t he budget was at a mmdmum in the early and mid-

19GOs and has been Oll the decline evcl:' ::;in cc. TJ,i::; reflects the large 

reliance of this portion of the budget on federal wants-in-aid . Genet'al 

government :i.ncreased dramatically irl the years :i.mmedi.::itcly following 

1969 as a t'esult of the advent of new progratns. In later years , us 

these proerams matured , they moved .into the other f un-::tional categories 

and eeneral covernmcntal share of the total l"cturned to i ts previous 

level. 

Th i.L f unctl011ul expenditure anulys i~ indicates that the gi~owt h in 

state government expenditures has occur?"cd in all catccoric:!s . ln addi­

tion, tho f unction.:il nrO\·rth s incc 196£1 ha::: not been purt.iculm.'ly b.ia:::cd 

Hi th reopcct to any cat eeor:i.en cxccp t tow~11~c1 local tl'a11r:fcrs in the 



development bu.dget and away from transportation. Thus, any "b.:tcklog of 

felt needs" at the time of the Prudhoe Bay lease sal e seems to have been 

either a generalized feeling, or else "felt needs" in some functional . 

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

Tabl e A.3 shows the relationship between total state government 

operating expenditures and those accounted for out of the general fund . 

There appears to have been no pattern of change over time in the ratio 

pf general fund to total e>:pendi tures. Also included is a ca°lculation 

of the percentage of total state operating expenditm'cs accounted for 

by federal gr•ants. The period immediately after statehood was when 

federa l &,rrant budget contributions were the highest percenta~c . Since 

that time , thc1~e has been a consistent decline :in the percentage of 

expenditures financed by federal tr:,nsfers . In contrast to 29 percent 

in tho peak year of 1961 , in 1976 the percent.JGC was 11 pet'eent. 

A more detailed anal ycis of total state opcratine expenditures i s 

provided i11 'f .:iblc A .11. S.tnce 1961, to tJ.l opcratj ng cxpcndi t urec fo ­

c10casod appro.·imatoly 20 percent a n11u.1lly . Netting r,u t; un annual popu·· 

l atlon i nc1•e.:we of nc.:ir>ly 11 percent reduces the l'·:1(C of i ncrea::ic :in 

expond:i t ur-o:: per• cnp:i t.:i to J.5 . 5 perccn L. 

l f tho real per cap L ta m.:pcncli. turc .f Lguru fop Al..i:;ka fo <lc fla tcd 

by t ltc Anchorage Con:..:um111' pr l ee inclc.:>: , t1 1 • 1·cnl expcndi:t u1'c f\1'.'0Wtlt rutc 

per cup i Lil bccom • .:s 11 pcrccn L . Thlc i :.• a l\rtc of grow th mort: than 
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TABLE A. 3 

ALASKA STATE GOVERNMENT 

ANALYSIS OF BUDGET 

COMPOSITION 

General Fund as 
State Operating a Percentage 

Year Expenditures of Total 

1960 36.6 70 

196.l 51.4 71 
1962 63.2 71 
1963 83.3 76 
19611 116.2 70 
1965 98 . 9 75 

l96G 109.9 75 
1967 123.3 111 

1960 lllll. 9 73 
1969 177 . 5 ·; 11 
1970 22G.l 72 

l.971 332 . 8 78 
1972 377 . 3 '/5 
1973 11 35 . 3 71 
19'7ll 11 96 . 3 73 
1975 613.3 711 

1976 778. 9 73 

Source: Stnte of Alaskn , nudcet Docutno~, variou~ i~suc~ . 

Federal Grants 
as Percentage 

of Total 

26 

29 
27 
19 
20 
17 

21 
21 
21 
21 
21 

lll 

18 
16 
17 
15 

11 



' TAl.ILE A.4 

STJ\TI:: OF i1Ll\SKJ\ 

OPERATING EXPENDITURE A.~ALYSIS 

Im2lic:it Price Dofliltor 9 

Anchorage Ronl ·.Roal Rcnl Stntc 

Totnl EX{ll1ndi . Consumer Expcntli. Porsonnl Per so11nl Ex/Income r. . Por:;on.11 

Operating per Price per Income Income Rc.il Loc.il Coru:w,pt ion 

EX?Cm?irurcs l Popul;ition 2 C.ipitn 3 Index 4 Capita S (Million 6 l'cr Cnpita 7 Per C.ipita 0 Gov't. Expc!'lditurc:; 

~ (!~:.!.lion ~) ('!'housar.d) ($) (1967•100) (1967 $) 1967 Sl ($) ( \ ) (1958ul00) (19 50 • 100) 

:961) 36.& 226. 2 162 
10 5 .9 102 .9 

l 901 51. 11 23 6 . 7 217 92.3 235 705.6 2981 8 109.4 103 . ') 

19o2 6j .2 242.8 260 92.S 281 7 31J • 2 3024 9 113. 2 1011. 9 

196 1 20 . 3 249 . 9 321 93.l 34 5 762.9 3053 11 116 . 3 lC!i .l 

HG-i E2 . l 2 53 . 2 3211 93. 4 3 47 053 . 8 3372 10 119 . 3 107 .11 

! ')~ sci .11 265 . 2 3:i:: '}!;. 2 3 511 917. 3 3459 10 123 . 2 lOil . 9 

' t." • H.c.5 271. !j 370 97.9 378 9511. 3 35 15 11 129.4 lll . s 
- • • o 
l S~ 7 1 13 .~ 277 . 9 409 100.0 llQ9 1042.2 37:i0 11 136 .11 11•1. 4 

19(.9 12C: . J 284. 9 4 5 4 1 02.6 4113 1097.0 3853 11 1 114 . 7 llB.5 

1 969 '!. :.i: . l 21)11 . & 51& 105.9 1107 1195, 11 11050 12 153.6 12 3 . 8 

mo IT-I' TIT.Ii !i 58 109.6 600 l3lli.3 ii3'53 I4 lli4 . 6 DD 

- ·.7 !. .. : '.i • >l 312 . 9 1 00 9 112 . 9 094 1395.2 44 5 9 20 17=> . 0 141 . 6 

: ~ ; :! ) :...o . ~ :!~'·. 6 1128 115 . 9 973 1500.5 4G20 2l 183.? l l ; (j . l 

_ _ 73 L. ::L & 3 30.6 1276 120.0 1063 1670 . 0 5051 21 1%.6 151. . 1 

• r .... , i.. ei: . :J 351. 2 1373 l:l3 . 9 1025 1793 .9 5100 20 218 . 0 l '/C. a 
- .J ' .. 

~ <) I~ 5 9 7 . & 11011. G 11177 1 52 . 3 970 218~. 5 5394 lB 237 . 8 i e 11 . s 

~ '.~ 7 1) 7'/e. i:i 413 . 3 1 865 164.l 11119 232 1. 8 5610 20 25'+ . 1 1 9 :!. \J 

: :i1·o n :. 9"1:? . ~ 

~.:tr ,,; 
: ~c: r '!~~:J\? 

Hr.1 - n 19.H7 3. 79 15.S 3 . 91 11.16 a. 26 4 . 32 5 .78 4 . 2!:. 

:! . : ~'.!' e.o:l..il thr~1 19'/( t hen Sta l e o( Al'1ckn c:iti:Mt:cn l'.>G=1 Crom U. S. Conuua. 
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s. 
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2. 5 times faster than the growth in r•eal pe1isonal income per ca pi ta' over 

the same period which was 4 percent. 

As noted previously, the consumer price index probably underestimates 

the increase in the cost of delivery of public goods and servi~ ~ because 

productivity gains in those areas do not occur as r apidly as in the pri­

vate sector. Comparison of the implicit price deflator for state and 

local government with that for personal consumption expenditures over 

the same period tends to support that contention. The price deflater 

for personal consumption expenditures, a close proxy for the consumer 

price index, increased at an annual r.ate of 4 percent, while the price 

def lat or for s tat e and local government grew at a 6 percent i 1ate. De­

f lati on of state oper a t i ng expendit11res per capita by the implici t price 

defl at er for state and local government would r esult in a ca l culated 

growth r at e in rl:!al expendit ures per capi t a closer to 9 per cent . This 

i s onl y s light ly mor e than t wice the i 1 at e of grow th of r eal income per 

capita . 

/\ ... a pe1•centage of income per capita , ::;ta tc cxpcndl tu res have ::.hown 

an i n tc1'ccting pat tern . ln t he per•locl before 1970, thc11e was 1.,rrowt h 

f-rom 8 percent to 12 percent of i ncome i n the form of s tate e:-:pendi t uros 

in a fail~ly steudy foc hion. ln the t wo year~ between 1969 and 1971, 

tl1e r atio incrca~cd 67 per cent to 20 percent. Si nce 1971, t ho per cent ­

aec: ht.is hoverer' a t 20 pcrccn l . 
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Table A. 5 compares Alaska state and local government expenditures 

with national averages. Examination of the ratio of total per capita 

expenditures in Alaska and the u .. S. shows that Alaskan expenditures 

have indeed grown relatively more ~apidly than the national average; but 

during the period from 1963 to the present , the increase has not been 

large . In 1965 the ratio was 2.4 and in 1974 the ratio had increased 

to 2.66. 

The ratio dif fers significantly among the functional categories . 

In the l argest identified category , education, the ratio has increased 

signi ficantly cons istent with ove1"all growth . 'fhis has not been the 

pattern in the other categories , however . The ratio of highway expendi­

ttires in Alaska is about 3.5 times the national average and was that way 

in 19G3 also . In t he interim, i t was as high as 6 t imes . Public welfare 

expenditures had a ratio of between 66 and 81 percent of the national 

average until 1971 when they jwnped to l. 05 percent. Since t hat time , 

they have remained close to t he notional avcl:'at:;c. llcal t h and hospi ttil 

expenditures have shown a random variation around and clo.e to the na­

t i onal average . Tl·'l largest l"atio in l"ecent years hur. been in the un­

idcn t if ied category , where i n 1974 it wa::; 3. BG . Thfo category ha!> shown 

alrno::;t continuous growth nincc 1963. 

Table A.6 s hows that t l1 c r atio of combine 1 ctut · ond l ocal cxpendi ­

t uC'c:J to per::;oncJl iucomu in /1lacka rcln Liv ' to the U.S. averuge Jn creased 

sub::tantially s ince 1963 . ln that ycur, t he rntj o wus l.G'l and uy 197•1 
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