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Alaska State Legislature

L e g is la t iv e  R e s e a r c h  A g en cy

P.O. Box Y 
Juneau. AK 9981 1-3100 
Phone: (907) 105-3991 

Fax: (907) 103-3351

February 13, 1991

MEMORANDUM

TO: Representative Mike Navarre

FROM: Deborah L. Davidson
Legislative Analyst

RE: Legislative Turnover in the Alaska Legislature Since Statehood
Research Request 91.127

You asked about the turnover of the Alaska House and Senate since statehood. 
Tables 1 and 2, attached, show the number and percentage of non-incumbent 
legislators in the House and Senate for each legislature since statehood. In 
addition, notations have been made regarding appointed legislators and those 
who previously served in the legislature. This information was compiled using 
the Legislative Affairs Agency publication Alaska Legislature, Roster of 
Members, 1913-1988, and current legislative membership.

You also asked for information regarding the turnover of the Alaska 
Congressional delegation since statehood. Listed below are the Congressional 
delegates and their dates of service.

U.S. House of Representatives: Ralph J. Rivers 
Howard W. Pollock 
Nicholas J. Begich

1959
1967
1971

Donald Young March 1973 -

1966
1970
1972
Present

U.S. Senate E.L. Bartlett 
Ted Stevens

1959
1969

1968
Present

Ernest Gruening 
Mike Gravel 
Frank Murkowski

1959
1969
1981

1968
1980
Present

I hope this information is useful to you. If you have any questions or would 
like additional information, please call.

Attachment

LEG. RE S E A R C H  - LEG. T U R N O V E R  IN ALASKA



Legislature _ Incumbents Freshmen % Freshmen Notes_______________________________

TABLE ONE
TURNOVER IN THE ALASKA HOUSE OF REPRESENTATIVES SINCE STATEHOOD

2nd (1961-1962) 17 23 57.5% 2nd session appointee replaced a freshman-did not
return in 1963.

3rd (1963-1964) 23 17 42.5% 4 freshmen previously served in the house. 2nd session
appointee replaced an incumbent--did not return in 1965

4th (1965-1966) 16 24 60.0% 2 freshmen previously served in the house (1 by
appointment); 2 in the senate. Appointee replaced an 
incumbent-was elected in 1967

5th (1967-1968) 15 25 C2.5% 2 freshmen previously served in the house; 1 in the
senate. Appointee replaced freshman 2/68-was elected 
in 1969

6th (1969-1970) 23 17 42.5% 3 freshmen previously served in the house; 2 in the
senate

7th (1971-1972) 19 21 52.5% 4 freshman previously served in the house. Appointee
replaced freshman 1/72—did not return in 1973.

8th (1973-1974) 20 20 50.0% 4 freshmen previously served in the house. Appointee
replaced an incumbant 1/74- did not return in 1975

9th (1975-1976) 18 22 55.0% 1 freshman previously served in the house; 1 was
appointed 1/75-was elected in 1977. Appointee 
replaced an incumbent 4/75- was elected in 1977; 
appointee replaced an incumbent 1/76-was elected in 
1977.

10th (1977-1978) 25 15 37.5% 1 freshman previously served in the house; Appointee
replaced incumbent in 4/77- did not return in 1979.

11th (1979-1980) 23 17 42.5% 2 freshmen previously served in the house

12th (1981-1982) 28 12 30.0%

13th (1983-1984) 17 23 57.5% 1 freshman previously served in the house. Appointee
replaced a freshmen 5/84-was elected in 1985

14th (1985-1386) 21 19 47.5% 1 freshman previously served in the house; 1 in the
senate

15th (1987-1988) 27 13 32.5% 1 freshman previously served in the house

16th (1989-1990) 33 7 17.5% Appointee replaced an incumbent 1/90-was elected in
1991

17th (1991-1992) 26 14 35.0% 1 freshman had previously served in the house; 1 was
appointed 1/91

Prepared by the Legislative Research Agency. February 1991 (91.127)



TABLE TWO
TURNOVER IN THE ALASKA SENATE SINCE STATEHOOD

Legislature Incumbents Freshmen % Freshmen Notes__________________________________________

2nd (1961-1962) 15 5 25.0%

3rd (1963-1964) 12 8 40.0% 1 freshman previously served in the house; 1 was
appointed in 1962-was elected in 1964; 1 was appointed 
in 1963-was elected in 1965

4th (1965-1966) 16 4 20.0% 1 freshman previously served in the senate; 2 in the
house

5th (1967-1968) 6 14 70.0% 1 freshman previously served in the senate; 6 in the
house

6th (1969-1970) 16 4 20.0% 3 freshmen previously served in the house; appointee
replaced an incumbent 3/70-was elected in 1971

7tii (1971-1972) 14 6 30.0% 5 freshmen previously served in the house; appointee
replaced incumbent 1/72-was elected in 1973

8th (1973-1974) 15 5 25.0% 5 freshmen previously served in the house; appointee
replaced incumbent 4/73-did not retun in 1975

9th (1975-1976) 11 9 45.0% 5 freshmen previously served in the house; appointee
(from house) replaced incumbent 1/75-was elected in 
1977

10th (1977-1978) 18 2 10.0% 1 freshman previously served in the house.

11th (1979-1980) 13 7 35.0% 3 freshmen previously served in the house

12th (1981-1982) 16 4 20.0% 2 freshmen previously served in the house; appointee
replaced incumbenat 3/82-did not return in 1983

13th (1983-1984) 14 6 30.0% 1 freshman previously served in the senate; 2 in the
house

14th (1985-1986) 16 4 20.0% 1 freshman previously served in the senate; 2 in the
house

15th (1987-1988) 15 5 25.0% 4 freshmen previously served in the house; appointee
replaced incumbent 2nd session-did not return in 1989

16th (1989-1990) 16 4 20.0% 4 freshmen previously served in the house

17th (1991-1992) 15 5 25.0% 4 freshmen previously served in the house;
appointee (from house) replaced incumbent 1/91

Prepared by the Legislative Research Agency, February 1991 (91.127)
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A Free Marketeer’s Case Against Term Limits
By Robert J . Barro

To economists, term  limits sound like 
minimum wages, rent controls and sim- 
■Ur Interferences with free m arkets. In 
-:ich case, the government tries to prevent 
i mutually advantageous trade: an em ­
ployer hiring a low-productlvity. hence, 
ow-wage worker who Is -willing to work a t 
:iuU wage: a renter iaducing an increase 
n the supply of housing bv willingly pay- 
ng a higher price: and an electorate 

cnoosing a desired representative who is 
willing lo serve. The real surprise is that 
;ome strong supporters of free m arkets, 
iuch as The Wall Street Journal, have been 
the biggest advocates of term lim its. What 
:s going on here?

One argum ent is that Incumbent politi­
cians have unfair advantages in elections 
because of their ready access to cam paign 
iunds. staff, mailing and travel privileges, 
m edia publicity, and so on. Hence, the 
electorate is fooled systematically into sup­
porting Incumbents even when they a re  In­
terior to their challengers. This argum ent 
;s sim ilar to the Galbralth-llke view th a t 
big corporations with massive advertising 
cudgels can consistently dupe th e ir cus­
tomers into buying inferior products. Sup­
porters of free m arkets and the capitalistic 
system reject this message because they 
have faith in the self-interested consum er 
:o discipline the companies that do not de­
liver the goods. Advocates of the dem o­
cratic electoral process ought to have sim ­
ilar confidence In the public.
Citizen CongTess

Another argum ent Is that a citizen Con­
gress with its continuing flow of fresh 
faces into Washington would result In bet­
ter governm ent than that protided by re p ­
resentatives with lengthy tenure. The 
counter-argum ent is that experience is an 
im portant characteris-ic (or legislators. 
Each viewpoint has strne validity. P re ­
sumably the best solutic i is to let the m a r ­
ket decide, that is. to allow the electorate 
to determ ine the proper balance between 
freshness and experience. Most of us would 
not want the government to determ ine 
whether a  fam iliar or a new brand of 
toothpaste is preferable; why Is a political 
representative different in ibis respect?

Many com m entators bemoan the high 
tendency for incumbents to be re-elected. 
But if the electoral control process is work- 
:rg. so that officeholders conform with the 
m-.eresis of the m ajonty  of their consutu- 
- i ts .  then the electorate rew ares its rep re ­
sentatives with re-eieciion. If the public 
■ oied acainst satisfactory- perform ers just 
•« install a  new (ace. men officeholders

would have less incentive to behave and 
the system  would work badly. Thus the 
main Inference from  a 95r c re-election rate 
is that the political process is working and 
that officeholders are  conforming to the 
wishes of their constituents. If we ever see 
a SO”r re-election rate , then there really 
would be reason to worry.

The threat r.ot to re-elect works only II 
the Incumbent Is interested in another 
term , whether for his currem  or for an­
other office. A problem with term  limits is 
that It creates m ore lame ducks, who are 
less responsive to the desires of the elec­
torate. Much has been made of Alexan­
der Ham ilton's reflections on this point In

Federalist 72: "One ill effect of the exclu­
sion Ifrom re-election I would be a diminu­
tion of the inducements to good behavior." 
(It Is interesting to note, however, that 
Hamilton was not discussing term  limits 
on the legislature, and was actually argu­
ing against the term  limits on the chief ex­
ecutive that are contained now in the 22nd 
Amendment.)

The only respectable argum ent in favor 
of term  limits that I know of refers to the 
legislature and involves the interaction 
with the seniority system . Representatives 
accum ulate more power as they become 
m ore senior, partly  because of better com­
m ittee assignm ents and m ore staff and 
partly because of increased familiarity 
with government officials and institutions 
and with outside in terest groups. Some as­
pects of this power, such as grea ter experi­
ence with governmental p ro p am s. are de­
sirable: others, such as the increased abil­
ity to extract lunds from interest groups, 
a re  not.

Even If seniority is a  net cost in the 
aggregate, however, each district has an 
incentive to re-elect Its own incumbent 
land would if possible vote against the in­
cum bents from other districts i because the 
representative 's relative seniority trans­
lates into a large share of governmental 
largess. The voters would be better off If 
they could reach a binding agreem ent that 
precluded the re-election of incumbents, 
that is. if term lim ns were instituted, As 
an exam ple, the voters of Washington state 
recently rejected a proposal that would 
have limited the seniority of their congres­

sional representatives relative to those of 
other sta les. Yet the sam e voters likely 
would have approved a proposal that lim­
ited the term s of all Congressional repre­
sentatives, not just those from Washing­
ton.

Changes In the seniority system  may 
therefore be a superior alternative to term 
limits. If a represen tative 's power to favor 
h 's or her district did not vary  with senior­
ity. then voters would not have an exces­
sive incentive to re-elect Incumbents. The 
seniority system  could be changed only by 
getting Congress to a lter its own rules las 
it has a t tim es in the past) o r else by 
constitutional am endm ent, which would,

from  a  practical standpoint, also have to 
initiate In Congress. Although the chances 
ol success seem  sm all, one way to proceed 
would be to call the proposal the Civil 
Rights A m endm en t-recen t experience 
shows that calling som ething a Civil Rights 
Act helps to get It passed. I t does not seem 
to m atte r m u c h - i t  m ay even be detrimen­
t a l - i f  the content of a  Civil Rights Act ac­
tually has som ething to do with civil 
rights.

The weakening of the seniority system 
in Congress would. It m ust be conceded, 
sacrifice som e genuine benefits. Greater 
experience m ay justify  positions of more 
authority, and. the rew ards from seniority 
give Congress an efficient method to moti­
vate good behavior from junior members. 
These argum ents parallel the benefits 
from w orker seniority in firm s tor. Indeed, 
the usefulness of a  parole system  as a ca r­
rot to help control inm ates in prisons i. The 
formal system  of seniority is also only a 
part of the story: m em bers' Increasing fa­
m iliarity with in terest groups ts a kind of 
seniority that would not be eliminated by 
changes in the rules for committee assign­
m ents. staffing and so on. It Is unrealistic 
as well as undesirable to try  to remove 
completely the operation of a seniority sys­
tem  in any legislature.

The vanous complexities abou: legisla­
tive term  limits and their interaction with 
seniority do not arise for executive term 
limits. Voters do not have to worry that re ­
jecting their incumDent puts them at a dis­
advantage relative to o ther voters' incum­
bents, so the electorate can properly weigh

experience, fresh ideas, the value of re 
warding satisfactory perform ance In o: 
(ice, and so on. The only defense for execu 
tive term lim its Is that the electorate needs 
to be protected against Itself, an argumen: 
which. If true, would m ean that democracy 
w as  seriously flawed and would work 
much less well than It seem s to.

Of course, since the passage of Hie 22no 
Amendment In 1951, there Is a  two-term 
limit on the presidency, and 29 of the 5(- 
sta tes have some kind of term  limit on the 
governor. (Seven of these limits have been 
introduced since 196a)

The origins of these limits m ay have 
more to do with competition between legis­
lative and executive branches than with a 
desire to Improve nubile policy. The 22nd 
Amendment re fle a e d  Congress's desire  to 
shllt the balance o( t»w er away from the 
executive, and notably the desire of a  Re­
publican-dominated Bouse and Senate to 
prevent the rise of another powerful Demo­
cratic president.like Franklin Roosevelt. 
To some extent,' tbe  current pressures for 
legislative terra  lim its reflect the reverse 
desire to shift power away from Congress. 
From  the standpoint of balance of power, 
it would surely be preferable to repeal the 
22nd Amendment. '
Not Important to Growth

Perhaps the best test of executive term 
limits is to check whether the sta tes with 
term  limits oc tbe governor have per­
formed better o r w orse than those without 
such limits. The answ er. If one holds con­
stant geographical region and the level ol 
per capita income in i960. Is that states 
with term lim its experienced slightly be­
low average growth of per-caplta Income 
over the last 30 years  but were also a  little 
below average in the traction of sta te  prod­
uct that went to sta te  and local govern­
ment expenditures. Not surprisingly, the 
main m essage Is th a t executive term  lim­
ns are  not an Im portant determ inant of 
economic growth or sta te spending.

Executive term  lim its are  therefore a 
bad Idea, but one should not expect vastly 
better perform ance a t  the sta te  or national 
level from the elimination of these resuic- 
tions. Legislative term  limits are  less 
clear-cut and It is possible to build a re­
spectable case th a t favors such limits. But 
it Is unrealistic to think that the enactment 
of these lim its would lead to great im ­
provements in the functioning of govern­
ment and hence, in the performance of the 
economy.

Mr. Barro. a professor at Harvard, is a 
tl'wff S ure : Journa l eor.inbu.inp editor.

Most of us would not want the government to deter­
mine whether a familiar or a new brand of toothpaste is 
preferable; why is a political representative different?

W A L L  S T R E E T  J O U R N A L  A R T I C L E
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FISCAL NOTE

STATE OF ALASKA 
1992 LEGISLATIVE SESSION

BILL NO. JLURJL

Revision Date: February 13. 1992
Title: "... limitino the number of terms a person
may serve . .."_____________________________
Sponsor: Representative Navarre_____________
Requestor: House State Affairs______________

Department Affected: Department of Law 
BRU: Leoal Services____________________
Component: Operations

COMPONENT SERIAL

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL
SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & 
STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL. OPERATING -0- -0- -0- -0- -0- -0

CAPITAL

REVENUE 
FUND SOURCE:

FUNDING: (Thousands of Dollars)
GENERAL FUND -0- -0- -0- -0- -0- -0-

FEDERAL FUNDS
OTHER
FUND SOURCE:
TOTAL

POSITIONS:
FULL-TIME -0- -0- -0- -0- -0- -0-

PART-TIME
TEMPORARY

Estimate of current year impact:
ANALYSIS: (Attach a separatp^page if necessary.) Please see the attached analysis.

 R ; t ± £ i f ------------------------------------------------------------------------------------
Prepared by: Richard I. Pegues. Director 
Division: Administrative Servicer ■ Q

Approved by Commissioner 
Agency: Department of Law

rative Servicer. , W______
sioner: Charles E. Cole.vAnorittornev General

Phone: 465-3672
Date: February 13. 1992

Date: February 13. 1992

Distribution (by preparer): Leg. Fin., Legislative Sponsor, Requestor, OMB/DBR, Gov. Legis. Ofc., & Impacted Agency(ies). 

Rev 10/07/91 Page __1__ of _ 2 ___
11  .KP/1



FISCAL NOTE

STATE OF ALASKA BILL NO. HJR 2
1992 LEGISLATIVE SESSION

ANALYSIS: (continued)

House Joint Resolution No. 2 proposes amendments to the Constiti tior. of the State of Alaska limiting the number 
of term., person may serve in the legislature and in the United States Congress.

First, Section 1 would amend Article II of the state constitution to provide that no person may serve more than 
four full terms as a representative and two full terms as a senator in the legislature. This limitation would not apply to 
partial terms.

Second, Section 2 would amend the state's constitution by adding a new section to provide that no person may 
serve more than four full terms as a representative in the Congress of the United States, and that no person may serve 
more than two full terms as a senator in the Congress of the United States. This limitation does not apply to partial 
terms.

Third, Section 3 would amend the state's constitution to provide that the proposed amendments limiting the 
number of years a person may serve as a legislator and limiting the number of terms a person may serve in the Congress 
of the United State apply only to terms beginning after the effective date of the amendments.

These proposed constitutional amendments would be placed before the voters at the next general election, after 
the resolution is approved by the legislature.

Similar proposals to limit the terms of legislators and members of the United States Congress are being considered 
in several states. There is some uncertainty whether a state, on its own volition, can limit the number of terms a person 
can serve in the United State Congress, or whether such a limitation requires a change in the United State Constitution. 
Because of the provision that the limitat:ons apply only to terms beginning after the effective date of the amendments, 
the issue of limited federal representation should be resolved due to actions in other jurisdictions, and there should not 
be a fiscal impacf for the Department of Law.

“CrcrC.KP/2 P ase_2_ofJ_



F I S C A L  N O T E

B I L L  N O .  H J R  2

Revision Date: 0 1 / 1 3 / 9 2 _____________________________________________  Deportment Affected: Office of the Governor-Elcctions

Title: Amendment to the Constitution RE: limit Legislative Service toBRU: Division of Elections____________________________

12 Y e a r s _______________________________________________  Component: II-Primary and General Elections________

Sponsor: Representative Navarre

Requestor: House State Affairs

COMPONENT SERIAL NO. 0 ? 2

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 9A FY 95 FY 96 FY 97 FY 98

PERSONAL SERVICES 0 0 0 0 0 0

TRAVEL 0 0 0 0 0 0

CONTRACTUAL 2.2* 0 0 0 0 0

SUPPLIES 0 0 0 0 0 0

EOUIPHENT 0 0 0 0 0 0

LAND i STRUCTURES 0 0 0 0 0 0

GRANTS, CLAIMS 0 0 0 0 0 0

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 2.2* 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND 2.2* 0 0 0 0 0

FEDERAL FUNDS 0 0 0 0 0 0

OTHER
FUND SOURCE: 0 0 0 0 0 0

TOTAL 2.2* 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year impact: 0

ANALYSIS: (Attach a separate page if necessary.) * This figure covers cost of inclusion of information about this issue in
the Official Elections Pamphlet as required by AS 15.58, and programming for DataVote counting of votes cast on this measure. 
However, only A measures can be printed on a single ballot card. Should this measure require printing an additional ballot 

card, the fiscal impact would be: 53.A .

Prepared by: Elizabeth Ziegler. Deputy Director
Division: EIec t i ons

Phone: A65-A611
Date: 01/13/92

Approved by Commissioner:
Agency: O ffice of the Governor______________________________________ ./ Date: - y .  y  -*

Distribution (by preparer): Leg. Fin., Legislative Sponsor, Requestor, OMB/DBR, Gov. Legis. Ofc., & Impacted Agency(ies).

Page 1 of ___ 1_Rev 10/07/91 
HJR2.FN2



••■ii * Aiii" F I S C A L  N O T E

STATE OF ALASKA
1992 LEGISLATIVE SESSION

BILL NO: HJR 2

Revision Date: __________________
Title: Proposing amendments.Jimiting the
number of...a person may serve in the Legislature...
Sponsor: Representative Navarre___________
Requestor: House State Affairs______________

Department Affected: Legislative Affairs Agency 
BRU:  Legislative Council______

Component: Legislators' Salaries & Allowance

COMPONENT SERIAL NO: 776

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE FUND SOURCE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

0 0 0 0 0 0

GENERAL FUND 
FEDERAL FUNDS 
OTHER FUND SOURCE 
TOTAL

POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of current year impact:

ANALYSIS: (Attach a separate page i f  necessary)

Zero fiscal impact.

APiPrepared By: Pamela A. Stoops. Director I Phone: 465-3850
Division: Administrative Services U Date: 2/12/92

Approved By: Warren W. Endicott. Executive Director -

Agency: Legislative Affairs Agency Date: 2/12^92

Distribution (by preparer): Leg. Finance. Legislative Sponsor. Requestor, OMB. G ov.. & Impacted Agency(ies).
Page 1 of 1



Older, tired of abuse, lawmakers are leaving the Hill
By JIM DRtNKAHD
ASSOCIATED PRESS

WASHINGTON — More than 
100 fresh faces are expected in 
Congress next year ii h e largest 
turnover since World War II, a 
change brought on by factors 
ranging from an aging crop of 
lawmakers to revised ethics rules.

With this session of Congress 
barely two weeks old, 29 incum­
bent lawmakers have announced 
they will not be back in 1993.

"It should be a refreshing  
breeze for the institution," said 
Rep. Dennis Eckart, a 41-yaarold 
Ohio Democrat elected in 1980 
and departing after the Novem­
ber election.

Precisely how the breeze would

blow is unpredictable. The so- 
called Watergate class swept into 
office in 1975 produced a series of 
reforms and ousted some long-en­
trenched committee chairmen.

Reasons why lawmakers are 
leaving include:

• Redisthcting that has carved 
up the home turf of some incum- > 
bonta, mostly in the Northeast 
and Midwest. A few lawmakers 
must either retire or fight each 
bther. Many would have to run on 
less friendly territory.

• Low public esteem  for 
Congress, farned by mini-scan­
dals involving the House’s inter- , 
nal management Lawmakers are 
subjected to constant criticism  
back home, and more may retire

if the ethics committee releasee a 
list of those who bounced checks 
at the House bank.

• An ethics law that allows 
members elected before 1980 to 
keep for personal use any leftover 
campaign funds, but only if they 
retire this year.

• The House is getting older. 
Fully 105 of its 435 members are 
over 60, and 33 ore in their 70s or 
80s.

Observers say the combination 
of all these factors is likely to 
push the number of House fresh­
men over the 100 mark next year.

Over the past four decades, av­
erage turnover in tire House ev­
ery two years has been about 62, 
ranging from a low of 36 in 1969

to a peak of 86 in 1975. Retire­
ments alone have accounted for 
anywhere from 21 seats in 1956 
to 49 in 1978.

In years pest, lawmakers such 
as Eckart would have been just 
settling in for long Capitol Hill ca­
reers. He had acquired a reputa­
tion aa a thoughtful and articu­
late lawmaker with a bright fu­
ture in Congress.

But times have changed. It's 
very dear there is a loes of stature 
at home, to say you’re a member 
of Congress," he said.

And those who came to Wash­
ington to pursue idealistic goals 
have been stymied by budg .-t con­
straints and polarization between 
the Republican White House and

the Democratic Congress. "We 
seldom have paralyzed govern­
ment like what we’ve had the 
past decade," Eckart said.

Committee chairmen also are 
among those leaving.

They indude Walter Jones, D- 
N.C., chairman of the Merchant 
Marine and Fisheries Committee; 
FVank Annunrio, D-I1L, chairman 
of the Banking subcommittee on 
finandal institutions; Edward 
Roybal, D-Calif., chairman of the 
Appropriations Treasury subcom­
mittee; Gua Yabron, D-Pa., chair­
man of the Foreign Affairs hu­
man rights subcommittee, and 
Mervyn DymaDy, D-Calif., chair­
man of the Foreign Affairs Africa 
subcommittee.





Sponsor Statem ent, House Joint Resolution 3, “Proposing amendments to 
the Constitution of the State of Alaska relating to the terms of 
representatives.”

HJR 3 v/as introduced to place before the voters of Alaska the question of 
amending the State Constitution to extend the elected terms of members of 
the House of Representatives from two to four years.

If approved by the voters, the terms of office for Representatives would be 
staggered, so tha t every two years, one half of the House would stand for 
reelection, as the Senate now does.

Some of the advantages of four year terms are:

Realistically, it  allows a Representative to spend far less time to worrying 
about reelection, and more properly devote that time to the job of serving 
their constituents.

By reducing the number of legislators running for reelection, this measure 
will also help limit the politically motivated, ill considered legislation and 
legislative action that tends to appear during those election years.

I respectfully urge your support of HJR 3.

D ISTRICT 5
34824 K-Bcach Road • Soldotna, Alaska 99669 • (907)262-7842
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STATE OF ALASKA

1992 LEGISLATIVE SESSION

FISCAL NOTE

BILL NO. HJR 3

Revision Date: ___________________________________________________  Department Affected: Office of the Governor-Elections

Title: Amendment to the Constitution RE: Change Terms of RepresentativesBRlI: Division of Elections________________________

to 4 Years__________________________________________________________  Component: II-Primary and General Elections_____________

Sponsor: Representative Navarre________________________________ _______________________________________________________________________

Requestor: House State Affairs__________________________________

COMPONENT SERIAL NO. 0 n ? . 2..

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

PERSONAL SERVICES 0 0 0 0 0 0

TRAVEL 0 0 0 0 0 0

CONTRACTUAL 2.2* 0 0 0 0 0

SUPPLIES 0 0 0 0 0 0

EQUIPMENT 0 0 0 0 0 0

LAND & STRUCTURES 0 0 0 0 0 0

GRANTS, CLAIMS 0 0 0 0 0 0

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 2.2* 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND 2.2* 0 0 0 0 0

FEDERAL FUNDS 0 0 0 0 0 0

OTHER
FUND SOURCE: 0 0 0 0 0 0

TOTAL 2.2* 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year impact: 0

ANALYSIS: (Attach a separate page if necessary.) * This figure covers cost of inclusion of information about this issue in
the Official Elections Pamphlet as required by AS 15.58, and programing for DataVote counting of votes cast on this measure. 
However, only 4 measures can be printed on a single ballot card. Should this measure require printing an additional ballot 
card, the fiscal impact would be: 53.4.

Prepared by: Elizabeth Ziegler. Deputy Director  Phone: 465-4611
Division:___ Elections______________ ^ _______________________________________ Dote: 01/13/921/ I V I 9 1  Wl I • L t C U t lU I I J  U U IL .  » —* /  r C.

Approved by Comissioner:
Agency: Office of the Governor  ____________________________ S  Date: / P

Distribution (by preparer): Log. Fin., Legislative Sponsor, Requestor, 0M9/DBR, Gov. Legis. Ofc., & Impacted Agency(ies).

Rev 10/07/91 Page 1 of _
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v *  ̂ KTyp I
F I S C A L  N O T E

Revision Date: _____________
Title: Proposing amendments to the

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO: HJR 3

Department Affected: Legislative Affairs Agency 
BRU: Legislative Council________________

Constitution... relating to terms of representatives.
Sponsor: Representative Navarre_________
Requestor: House State Affairs____________

Component: Legislators’ Salaries & Allowance

COMPONENT SERIAL NO:

Expenditures/Revenues: (Thousands of Pol ars)
OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES o" ~ 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

776

REVENUE

FUNDING: (Thousands of Dollars)
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Fstimate oi current year impact:

ANALYSIS: (Attach a separate page if necessary)

Zero fiscal impact.

Prepared By: Pamela A Sloops. Director 
Division Administrative Services

Phone: 465-3850

Approved By: Warren W. Endicott. Executive Director 
Agency:

Da
Date: 1/29 91

D a

Legislative Alfairs Agency Date: 1/29 91

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor. OMB, & Impacted Agency(ies)
Page 1 ol 1



SUPPLIES
EQUIPMENT
LAND & STRUCTURES

CAPITAL

REVENUE

FISCAL NOTE

Revision D a t e : _____________

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO. HJR 3

I

Department Affected: D e p a r t m e n t  of L a w

Title: "...amendments to the constitution.. .8RU: L e g a l  S e r v i ce s

r~ lating to the terms of rep re s e n t a t i ve s . "  Component: O p e r a t i o n s

Sponsor: R e p resentative Navarre________  ___________________________

Requestor: House State Affairs________

Expenditures/Revenues: (Thousands of Dollars)

COMPONENT SERIAL NO.

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES
TRAVEL

GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

POSITIONS:

FULL-TIME

PART-TIME
TEMPORARY

Estimate of current year impact:.

OTHER
TOTAL

ANALYSIS: (Attach a separate page if necessary.) 

P lease see the attached analysis.

c v

h a r d  I. Pegues,
S . »  - „

Prepared By: R icha r d  I .  Pegues

Division: A d m i nistrative

Approved by Commissioner 
Agency: Department of lav

i- « *■ v- j  1

• X h a r l e s  E. C o l U  A t t o r n e y  Ge

Phone: 
Date: .

4 6 5 - 3 6 7 2

F e b r u a r y  11. 1991

General

Date: F e b r u a r y  I I .  1991

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/90 Page 1 of _2_



CONTINUATION of FISCAL NOTE ANALYSIS
F o r  B i l l / R e s o l u t i o n  No. H J R  3

House Joint R esolution No. 3 p r o p o s e s  a m endments to the C o n s t i t u t i o n  

of the S tate of Alaska that would c h a n g e  the terms of re presentatives from two 

y ears to four years and provide that o n e - h a l f  of the r e presentatives s hall be 

e l e c t e d  e v er y  two years, in the same m a n n e r  by w h i c h  senators are elected. In 

o r d e r  to p r o v i d e for a transition to this schedule, r e presentatives in t w e n t y  

p r e - d e t e r m i n e d  election districts e l e c t e d  i n  1994 w o u l d  serve for two y e a r s a n d  

the tw e n ty  representatives elected in the r e m a i n i n g  districts w o u l d  serve fo r  

f our years. If the resolution is a p p r o v e d  by the legislature, the a m e n d m e n t s  

w o u l d  be p l a c e d  before the v oters at the 1 9 9 2  general election. This is a m a t t e r  

i n v o l v i n g  a separate co-equal b r a n c h  of go ve r n m e n t ,  and it will not hav e  a f i s c a l  

i m p a ct  on the Department of Law.

page 2 o f  ____2





Alaska State Legislature
REPRESENTATIVE RANDY PHILLIPS 

HOUSE DISTRICT 15 
(907) 465-4949

P.O. Bu\ \ 
Stan* Capitol 

Juneau. AlaskaO ff ic ia l IJiisim* >>

M e m o r a n d u m

T O : R e p r e s e n t a t i v e  G e n e  K u b i n a
C h a i r ,  H o u s e  S t a t e  A f f a i r s  C o m m i t t e e

F R O M : R e p r e s e n t a t i v e  R a n d y  P h i l l i p s  ^ f

D A T E : F e b r u a r y  8, 1 9 9 1

R E : H o u s e  J o i n t  R e s o l u t i o n  No. 4,
" P r o p o s i n g  a m e n d m e n t s  t o  t h e  C o n s t i t u t i o n  o f  t h e  S t a t e  o f  
A l a s k a  r e l a t i n g  t o  c a p i t a l  p r o j e c t s  a n a  l o a n  
a p p r o p r i a t i o n s ,  a n d  t o  t h e  e x p e n d i t u r e  l i m i t . "

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

P l e a s e  c o n s i d e r  t h i s  a s  m y  f o r m a l  r e q u e s t  t h a t  H . J . R .  4 b e  s c h e d u l e d  
b e f o r e  y o u r  c o m m i t t e e  f o r  a n  e a r l y  h e a r i n g .

I f  y o u  h a v e  a n y  q u e s t i o n s ,  p l e a s e  d o  n o t  h e s i t a t e  t o  c o n t a c t  me. Y o u r  

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



FISCAL NOTE

Revision D a t e : _________________________
Title: "P r o p o s i n g  a m e n d m e n t s  to the

Constitution...to the e x p e n d i t u r e  limit:, 

Sponsor: R e p r e s e n t a t i v e  R. Ph i l l i p s

Requestor: H ouse State Affa i r s_________

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO. HJR 4

Department Affected:
BRU: L egal Services

D e p a r t m e n t  of Law

Component: O p e r a t i o n s

COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING - 0 - - 0 - - 0 - -0 - -0 - -0 -

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND -0 - - 0 - - 0 - - 0 - - n - . -Q- ,..
FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:

FULL-TIME - 0 - - 0 - - 0 - - 0 - -0 - -n -
PART-TIME
TEMPORARY

Estimate of current year impact:.

ANALYSIS: (Attach a separate page if necessary.) 

Please see the a t t a c h e d analysis.

Prepared By: R i c h a r d  I. Pegues. P la g e t o r  H _____________/ Phone: 465-3672

t iv e  r / t Date:

r; Char l e s  E. C o l e . M A t t o r n e v  G e n e ra l

Division: A d m i n i s t r a t i v e  . W v l f e /  r-J __ ik { M L  I. Date: February 1 1 , . I gg.L

Approved by Commissioner:
Agency: D e p a r t m e n t  of Law_______________________________________ Date: Fe b r u a r y  11. 1991

Distribution (by preparer): Legislative Finance. Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).



CONTINUATION of FISCAL NOTE ANALYSIS
F o r  B i l l / R e s o l u t i o n  No. H J R  4

H o u s e  J oint R e s o l u t i o n  No. 4 p r o p o s e s  p e r m a n e n t  and temp o r a r y  

a m e n d m e n t s  to the state's c o n s t i t u t i o n  that w o u ld  c h an g e  the state's e x i s t i n g  

c o n s t i t u t i o n a l  s p e n d i n g  limits. First, a new s e c t i o n  w o u l d  be a dded to A r t i c l e  

IX, w h i c h  p r o v i d e s  that ex c e p t  for the e x i s t i n g  p r o v i s i o n s  of S e c t i o n  16 n o t  less 

t h a n  ten p e r c e n t  o f  all m o n ey  a p p r o p r i a t e d  each fi s c a l y e a r  shall be a p p r o p r i a t e d  

f o r  c a p i t a l  p r o j e c t s  and loans.

S econd, the o p e r a t i o n  of S e c t i o n  16 of A r t i c l e  IX w o ul d  be s u s p e nd e d  

f r o m  J u l y  1, 1993 t h r o u g h  June 30, 1998. In its p l a c e  a t e m p o r a r y  s e c t i o n  w o u l d  

be a d o p t e d  w h i c h  imposes a $ 2 , 3 0 0 , 0 0 0 , 0 0  spend i n g limit. If the i n f l a t i o n  since 

the b e g i n n i n g  of a fiscal y e a r  is g r e a t e r  than six percent, a p p r o p r i a t i o n s  for 

t h a t  f i s c a l  y e a r  c o u l d  be made up to the amount n e c e s s a r y  to offs e t  the effect 

of the rate of i n f l a t i o n  that exce e d s  six percent. D u r i n g  a fiscal year, the 

l e g i s l a t u r e  c o u l d  e x c e e d  the te m p o r a r y  s p e nding l imit if e a c h  bil l  that exceeds 

the limits is p a s s e d  by an a f f i r m a t i v e  vote of t w o - t hi r d s  of the m e m b e r s h i p  of 

e a c h  h o u s e  of the legislature. All m o n e y  receiv e d  by the state that e x c e e d s  the 

s p e n d i n g  limit, a n d  that is not a p p r o p r i a t e d  w o u l d  be d e p o s i t e d  in the bu d g e t  

r e s e r v e  fund c r e a t e d  u n d e r  S e c t i o n  17 of Arti c l e IX.

The e x i s t i n g  sp e n d i n g  lim.t, u n d e r  S e c t i o n  16 of A r t i c l e  IX, is 

$ 2 , 5 0 0 , 0 0 0 .  T he  e x i s t i n g  l imit is i n d e x e d  in p o p u l a t i o n  a n d  i n f l a t i o n  since J u l y  

1, 1981, and m a y  rise or fall b a s e d  u p o n  the c u m u l a t i v e  c h a n g e  a f t e r  that date.

The r e s o l u t i o n  w o u l d  be p l a c e d  before the v o t e r s  at the 1992 g e n e r al  

e l e c t i o n .  The r e s o l u t i o n  wil l  not h a v e  a fiscal impact o n  the D e p a r t m e n t  of Law.



PASCAL NOTE

Revision Dato: 01/28/91________________
lillo: Amend. to  C o n s t itu t io n -C a p ita l 1311U: E le c t lone

STATE OF ALASKA
,12.')1 LEGISLATIVE SESSION

I31LL NO. HJRA

Department Allcclcd: Of f i c e  o f the (Governor -  E lc c t lo

P r o j ects,Loan A p p . & E x p e n d l t u r e  Limit Component: II - P r i m a r y  and G e n e r a l  Ele c t io n s

Sponsor: R e p r e s e n t a ti v e  R. Phillips

Requestor: State Affairs__________________ COMPONENT SERIAL NO. Q  C)

Expenditures/Revenues: (Thousands ol Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL 2 .2 *
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 2 .2 *

CAPITAL

REVENUE

FUNDING: (Thousands ol Dollars)

GENERAL FUND 2 .2 *
FEDERAL FUNDS
OTHER
TOTAL 2 .2 *

POSITIONS:

FULL-TIME
•

PART-TIME
TEMPORARY

Estimate of current year impact: - 0 -

ANALYSIS: (Attach a separate page if necessary.) * T his figure cov e r s  c ost of In c l u s i on  of info 

mation about this issue in the O ff i c i a l  E l e c t i o n  P am p h l e t  as r e q u i r e d  by AS 15.58, and 

progra m m i n g for D a t a V o te  c o u n ti n g  of votes cast on this measu r e.  However, only 4 

measures can be print e d  on a single ballot card. Sh o u l d  this m e a s u r e  require p r i n t i n g  

an a dditional ballot card, the fiscal impact w o u l d  be: 53.4.

Prepared Dy: /KTinda Edgeworth, I n f o r m a t i o n  O f f i c e r  Phone: 485-4811

Division: 7  D i v i s i o n  of Elections___________________  Date: 01/28/91

Approved by Commissioner:
Agency: D i v ision of Elections___________________________________  Date: / "  2  ‘7- ? /

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).



FISCAL NOTE

STATE OF ALASKA
1991 LEGISLATIVE SESSION

BILL NO. HJR4

Revision Date: 0 1 /2 8 /9 1_______________
Title: Amend, to C o n s t i t u t i o n - C a p i t a l  BRU: Ele ct i o n s

Department Alfecteo: O ffice of the G o v e r n o r  - E l e c tion;

P r o j e c t s , L o a n  A p p . & E x p e n d i t u r e  L imit Component: II - P r i m a r y  and G e n e r a l  E l e c t i o n s

Sponsor: R e p r e s e n t a t i v e  R. P hi l l i p s  __________________________

Requestor: State A f f a i r s COMPONENT SERIAL NO. o JQ_

Expenditures/Revenues: (Thousands ol Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL 2.2 *
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 2 .2 *

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND 2 .2 *
FEDERAL FUNDS
OTHER
TOTAL 2 .2 *

POSITIONS:

FULL-TIME
•

PART-TIME
TEMPORARY

Estimate of current year impact:. - 0-

ANALYSIS: (Attach a separate page if necessary.) * Thi s  figure cov e r s  cost of i n c lu s i o n  of info 

m a t i o n  about this issue in the O f f i c i a l  E l e c t i o n  P a m p h l e t  as r eq u i r e d  by AS 15.58, and 

p r o g r a m m i n g  for D a t a V o t e  c o u n t i n g  of v o t e s  cast on this measure. However, o n l y  4 

m e a s u r e s  can be p r i n t e d  on a si n g le  ballot card. S h o u l d  this m e a s u r e  require printi. g 

an a d d i t i o n a l  b a l l o t  card, the fiscal impact would be: 53.4.

Prepared By: 
Division;

Ipd.a. Ed g e w o r t h ^ .Tnfprm a t I o n  O f f i c e r  

D i v i s i o n  of Ele c t i o n s

Phone: 485-461l
Date: 01/28/91

Approved by Commissioner:
Agency: D i v i s i o n  of El e c t i o n s Date: / -  2 9 -

Distribution (by preparer): Legislative Finance. Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/S0 Page _1__o f___L
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House Finance Committee

Randy Philli
State R epresentative 

H ouse  D istrict 15

M e m o r a n d u m

TO: Representative Gene Kubina, Chairman
House State Affairs Committee

P  /-FROM: Representative Randy Phi l ip s J ^ ^ T “ 1 5 $^$

DATE: January 15, 1991

RE: House Joint Resolution No. 4
"Proposing amendments to the Constitution o f the State o f  
Alaska relating to capital projects and loan appropriations, and 
to the expenditure limit."

The above referenced resolution has been referred to the State Affairs 
Committee.

Please consider this as my formal request that H.J.R. 4 be scheduled before 
your committee for an early hearing.

If you have any questions or comments do not hesitate to call me at 4949. 
Your cooperation is appreciated.



Alaska State Legislature s,a,eCap“01
. .

Mento

House Finance Committee

Randy Phillips
State Representative 

House District 15

State Capitol 
Juneau, AK 99801 

(907)465-4949

Tnterim

P.O. Box 142 
Eagle River AK 99577 

(907) 694-4949

TO:

FROM:

DATE:

RE:

Representative Gene Kubina, Chairman 

Representative Randy Phillips 

February 19, 1992

House Joint Resolution 4, Proposing amendments to the 
Constitution of the State o f Alaska relating to capital projects 
and loai: appropriations, and to the expenditure limit.

House Joint Resolution 4 has been referred to the State Affairs Committee.

Please consider this as my formal request that HJR 4 be scheduled before 
your committee for an early hearing.

If you have any questions or comments do not hesitate to call me at 4949. 
Your cooperation is appreciated.



Alaska State Legislature
C /

Mpmki

H ouse F inance C om m ittee

Randy Phillips
ntate Representative 

House District! 5

State Capitol 
Juneau, AK 99801 

(907} 465-4949

interim 
P.O. Box 142 

Eagle River AK 99577 
(907) 694-4949

M e m o r a n d e m

TO: Representative Gene Kubina, Chairman

FROM: Representative Randy Phillips

DATE: February 19, 1992

RE: House Joint Resolution 4, Proposing amendments to the
Constitution o f the State of Alaska relating to capital projects 
and loan appropriations, and to the expenditure limit.

HJR 4 would set a limit o f $2.3 billion for appropriations o f unrestricted 
general fund moneys from the state treasury for each fiscal year FY 93 to 
FY 98. HJR 4 would also provide that at least 10% of the amount 
appropriated in each fiscal year would be appropriated for capital projects 
and loans.

Alaska’s Constitution Article IX, Section 16 currently contains an 
“appropriation limit” which was approved by the voters in 1982. The 
current appropriation limit in the Constitution would allow for general 
fund spending of more than $4.5 billion in FY93. Given that unrestricted 
general fund revenues are predicted to be at or near $2 billion, it is easy to 
see that the current appropriation limit makes no sense. Alaska also has a 
“statutory appropriation limit”, AS 37.05.540, passed in 1987 which was 
intended to limit the growth o f spending to equal inflation and population 
growth. This appropriation limit is not effective for two reasons:

1. Since it is in statute and not in the Constitution, the Legislature can not 
be bound to it, that is. any appropri?fion bill that exceeds the limit is a 
new law that supersedes the law setting the limit.



2. The method used to set the appropriation limit in AS 37.05. 540 is 
confusing and has lead to a situation where the limit has been technically 
breached even though the Legislature made a conscious effort to keep 
appropriations within the limit.

Alaska’s Constitution does not require a “balanced budget” in the sense that 
annual expenditures must be balanced to annual revenues. Annual 
appropriations may exceed annual revenues and have in a number o f years, 
the only real appropriation limit that is faced by the Legislature at this time 
is the prohibition against long-term borrowing to fund government 
operations. It would be possible for the Legislature to appropriate all 
revenues, special accounts, budget reserve funds and the earnings o f the 
permanent fund all in one year.

In a perfect world, there would be no need to establish an appropriation 
limit in the state Constitution, Legislators would balance the demands o f the 
public against the resources available and plan for the future. In the real 
world, the pressures brought by the public to fund specific programs 
makes in nearly impossible to make budget cuts. The need for an 
appropriation limit has been shown by the fact that the Legislature and the 
people o f the State o f Alaska have acted twice to establish appropriation 
limits. However, neither appropriation limit has been effective. N ow  is 
the time to establish an appropriation limit that is in the Constitution, 
enforceable, and also realistic.

If you have any questions or comments do not hesitate to call me at 4949. 
Your cooperation is appreciated.
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THE ALASKA FISCALGAP
by Oliver Scott Goldsmith . ~V>7r
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Alaska faces a p roblem  that will be  very tough '- have already fallen to just half of what they were , c r, 
' to  solve but is easy to explain: state government 'in the early 1980s, because oil prices are much l;:;; 
is spending m ore than it collects. The problem ' lower now. If the  real price of oil remains in the 
will get much worse as time goes on. If state' range where it has been  for the last-few years, ~ V  
general fund spending stays at the current level of. petroleum  revenues will drop, by half again bv 
$2.25 billion (in 1989 dollars), we face a fiscal’ 2000. • V .  s--',’ -C,
gap—the difference between current spending • This figure does not inciude potential produc- r>
and projected revenues—that a m id  soon grow to tion and revenues from oil fields that may exist in •’*•••
$1 billion annually. * • A- . “•‘• V :/ • j . f  ■ the Arctic National Wildlife Refuge. (ANW R).

This budget crisis looms because oil production, Such revenues would of course help reduce the
which supplies'85 percent of the state’s general budget shortfall in thenext century. B utunder a n y .
fund revenues, will soon begin dropping as the reasonable assumptions (see the box on page 4) 

.huge Prudhoe Bay oil’field is depleted. Likely they would fall far short of revenues we’ve en- 
new p e tro leu m . production, higher oil prices, joyed from Prudhoe Bay, and could no t reverse ■: * 
and other economic activity in the  coming decade the  downward trend; Also, future production " 
won’t be able to generate  nearly enough tax and from A N W R  is extremely speculative right now. .’
royalty income to replace the loss of Prudhoe Bay Congress would first have to open the refuge to
production. "  •* '  exploration and oil companies/would have to dis-

Figure 1 shows projected oil production and cover commercial quantities of oil; after such
state petro leum  revenues over the next 20 years, discoveries it would take years to bring new fields 
based on the Alaska D epartm ent of Revenue’s into production. v .
estimates from producing fields and our own es- - . . - ~ • c- ■ - c *• ~ '
timates of new field production and per barrel . ' ■
revenue. Production is at its peak and will soon
begin a long decline. Even assuming production • -• * - •  "  .. *-
from new fields such as West Sak—the timing of How shrinking production and revenues trans- 
v-hich is uncerta in—production in 2000 will be late into trouble for Alaska is apparent in Figure 
only half of what it is today. Petroleum revenues 2 . It shows the potential size of the future gap
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accounts directly and indirectly for ...
•' m ore than one in four Alaska jobs,

Below we look at four possible 
V; ways to deal with the fiscal gap be- 

tween now and the year 2010. Brief- ' 
ly, our four cases are: (1) Stumble > r* 

r  F rom  Y ear to Year; this case as- 
/  "sumes that the state tries to main- 
. s ,  tain current spending for as long as - '•*'
• 'possib le- by using- all available J - r .  

reserves except the principal of the • - \  _-~
- P e rm a n e n t  F u n d  an d  th e n  cuts ^  

s p e n d i n g  to  m a tc h  r e d u c e d  
rev e n u es .  (2) D e p le te  th e  P e r - i

■; m anent Fund; this case examines 
w ha t w ould h a p p e n  if  th e  s ta te  . . < 7 -.

- -maintained the current budget level 
~ -’by spending the principal of the  Per- . c-;' * ’

m a n e n t  F u n d .  (3 ) F r e e z e  th e  
. . - ' ; -Budget; this case looks at how the ^
between general fund revenues and spending. If fiscal gap would be affected if the state did not •
annual spending were held at its current level of adjust the budget for inflation—in effect cutting ' -
ubout S2L25 billion (in 1989 dollars),* the  gap be- the budget by the annual ra te  of inflation. (4) Cut - ’•*'•
Jween spending and revenues could .be several Spending and Raise Taxes; this case describes the  ;
hundred million doDafs a year in the early 1990s com bined effects o f  reducing state  spending, " .v
I'ttd m ore than SI billion annually after the turn re im p o s in g .  the- p e r s o n a l  i n : o m e  tax, a n d  -
b f  the century. I f  future revenues turn out "to be  eliminating the Perm anent Fund dividend. . --
'tttSer than  we anticipate, the  fiscal gap could b e '  • T h e re  a re  "other possible combinations, bu t 
’E duced  for a short tim e bu t the overall picture " these  four" scenarios include the main options ' ;
would b e  the same. (See the box on page 4 for a available to. the state. W e do not discuss, no r have
descrip tion  of how ou r results would change we attem pted to analyze, the enormous political
d u d e r  d i f f e r e n t  a s s u m p tio n s  abpu t.  fu tu re  difficulties inherent in exercising any of these
developm ents and o ther factors.) —* * options: Some would require  changes in law or .

Such a gap of course can’t persist. W e’ll have to even amendm ents to the Alaska constitution. All '
balance the budget by cutting spending, raising would generate intense public debate, and most * • ' *
'axes, using savings, or some combination of the 
lhbcc. These  changes will affect not only those 
who currently enjoy state services, work for state 
^uvcrnm ent, o r pay taxes. Everyone who benefits 
trvun local governm ent services like schools and 
s tree t  m aintenance will also be affected. Budget 
v'u ts  will also affect recipients of government 
^ a n s f e r s  — i n c l u d i n g  P e r m a n e n t  F u n d  
v<tv id en d sr-an d  businesses that depend on the 
Purchasing power provided by a large public sec- 
h 'T *  ;

^ k n la n d n g  the budget will affect all Alaskans, 
b^vouse the economy and people of Alaska are 
d a n g e ro u s ly  d e p en d e n t  on  state  governm ent 
H V nding  financed by oil revenues. Even now,
;u*er several years of recession and a precipitous 
v'tV'P in revenues, staie government spending still

Figure 2. PROJECTED STATE FISCAL GAP* • ’ 
(Difference Between Revenues and Spending)

C U R R E N T  i P C N U I K O  L E V E L

•Piojected at the current lovel of state gereral fund expendi­
tures. Revenues include oil settlement es-jm ite .

FIGURE 1. PROJECT ED ALASKA PETROLEUM REVENUES 
AND PRODUCTION



REAL VS. INFLATED DOLLARS IN FISCAL ANALYSIS

F o r simplicity and clarity  all revenues an d  expenditures arc p resen ted  in 1989 dollars. U sing  this technique elim inates the need to  estim ate 
(he rate o f  inflation —th e  value o f  which has only a  marginal effect on  the  rest o f  o u r a n a ly s ts - a n d  avoids the  confusion tha t inflation can 
in troduce w hen we try to  com pare  the purchasing  pow er o f dollars received at different tim es. F o r exam ple, SI o f revenue collected in 2000 
would have the  purchasing pow er o f  just 61 cents, if inflation w ere 5 percen t annually over th e  nexi decade. O u r  use o f  1989 do llars throughout 
the analysis allows direct com parisons o f cu rren t and  future purchasing power.

T h e  use o f  real dollars also  correc ts a m isin terpre ta tion  that can arise  in revenue pro jections that use nom inal dollars, In such p rojections, * 
th e  inflation-proofing  p o rtion  o f  P erm anent Fund tam in g s  can ap pear to  be a source o f  recurring  revenues. In fact, in fla tion-proofing  is ju st 
the  portion  o f  eam ings needed  to  offset the  devaluation o f  the fund principal by inflation. D ecause we use  real dollars in o u r  analysis, 
in fla tion-proofingdoes not ap p ea r as a se para te  revenue source, and we avoid any poten tial m isin te rp re ta tio n .T h is  assum ption docs no t preclude 
the  policy op tio n  o f ap p ropria ting  inflation-proofing  to  fund governm ent spending. ,- ,

would face extremely strong opposition from program would not be changed, the principal of 
specific groups or from Alaskans in general. This the Permanent Fund would be retained, and no 
paper does not endorse any particular strategy to new tax measures would be enacted. 
ba lance  th e  budget. R a th e r ,  it describes in Revenues from the settlement of disputes with 
general the tradeoffs—who bears the pa in—and the oil companies over past royalty and tax pay- 
the ramifications of the various choices. : ' - ' ments, as well as with the federal government

Doing an analysis like this requires making cer- over ownership of leases in the Beaufort Sea, are 
tain economic assumptions. Those assumptions an important element of our revenue estimates 
are summarized in the box on page 4 and in the for the 1990s. T he amount and timing of any 
individual case descriptions. We can’t be sure that settlement money the state might receive is ex- 
these assumptions will prove correct, but chang- tremely uncertain, but we assume for this and the 
ing those assumptions in any reasonable way other cases that the settlements occur regularly 
would not substantially alter our findings. over the next decade in an amount equivalent to

— S1.7 billion today. (See also the box on page 4 for
‘ an example of how changing this settlement total

FISCAL CH OICE 1: STUMBLE FROM would change the analysis.) In reality the state 
YEAR TO YEAR may not be so fortunate as to receive a steady

stream of income from this source, and the budget 
shortfall would pressure the state to accept quick 
negotiated settlements in these disputes.

U nder these conditions, the Railbelt Energy 
Fund, the Eamings Reserve Account of the Per­
manent Fund, and other f ind  balances could 
balance the budget for a short time. A  fiscal gap 
of S400 million would open in 1992 and grow to 
an aimual deficit of SI billion by 2000. In this 
scenario, stare government and the economy 
would adjust to reduced state spending as dis­
cussed below and shown in the graphs on page 7 .

Permanent Fund: The Permanent Fund would 
rem ain  ju s t  abou t the same size (inflation- 
proofed) that it is today. Contrary to popular 
belief, future earnings of the Permanent Fund will 
not be able to replace petroleum revenues in the 

In this case we look at what would happen if the support of state government. Annual additions to 
state government budgeted from year to year, the fund from petroleum revenues-w hich  the 
trying to maintain the current level of spending state constitution currently requires go directly to 
(S2.25 billion in 19S9 dollars) for as long as pos- the principal of the Permanent Fund —plus eam - 
sible, using available fund balances but making no ir.gs would largely be consumed by the Permanent 
changes in current fiscal policies. The dividend Fund dividend program, with little or nothing left
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accounts directly and indirectly for 
more than one in four Alaska jobs.

Below we look  at four possible 
ways to deal with the fiscal gap be- 
tween now and the year 2010. Brief­
ly, our four cases are: (1) Stumble 

H :  From  Y ear to Year; this case as­
sumes that the state tries to main- , 
tain current spending for as long as 

• possible- by using- all available 
reserves except the principal of the

- P e rm a n e n t  F u n d  an d  th e n  cuts 
s p e n d i n g  to  m a tc h  r e d u c e d  
re v en u es .  (2 ) D e p le te  the  Per- ,,  
m anent Fund; this case examines 
w hat w ould  h a p p e n  if  th e  s ta te

- maintained the current budget level 
■ by spending the principal of the Per-

m a n e n t  F u n d .  (3 ) F r e e z e  th e  
. . ; “Budget; this case looks at how the
between general fund revenues and spending. If fiscal gap would be affected if the state did not 
annual spending were held at its current level of adjust the budget for in f la t io n - in  effect cutting 
bbout S2L25 billion (in 1989 dollars); the  gap be- the budget by the  annual ra te  of inflation. (4) Cut 
hvcen spending and revenues could .be several Spending and Raise Taxes; this case describes the 
hundred million dollars a year in the early 1990s com bined effects o f  reducing sta te  spend ing , '  
bud m ore than SI billion annually after the turn re im p o s in g .  t h t  p e r s o n a l  in c o m e  ta x , ‘ and  
bt the century. If future revenues turn out to be eliminating the Perm anent Fund  dividend. •- 
'brger than  we anticipate, the fiscal gap could b e '  T h e re  a re  o ther possible combinations, bu t 
rtt iuced  for a short time bu t the overall picture ' th e s e  four' scenarios include the m ain options 
would be  the same. (See the box on page 4 for a available to. the  state. W e do not discuss, nor have 
descrip tion  o f  how o u r  results would change we attem pted to analyze, the  enormous political 
u n d e r  d i f f e r e n t  a s s u m p tio n s  a b o u t  fu tu re  difficulties inherent in exercising any of these 
developm ents and o ther factors.) ' -* * options; Some would require  changes in law or

Such a gap o f course can’t persist. W e’ll have to even am endm ents to the  Alaska constitution. All 
balance the  budget by cutting spending, raising would generate  intense public debate, and most 
bvxes, using savings, or some combination of the 
lhree. T hese  changes will affect not only those 
who currently enjoy state services, work for state 
governm ent, o r  pay taxes. Everyone who benefits 
t to m  local governm ent services like schools and 
stte e t  m aintenance will also be affected. Budget 
0vlts will also affect recipients of government 
^ a n s f e r s  — i n c l u d i n g  P e r m a n e n t  F u n d  
'>uvidendsr -a n d  businesses that depend on the 
Purchasing pow er provided by a large public sec­
tor, :
^ a l a n d n g  the budget will affect all Alaskans, 
b^vause the economy and people of Alaska are 
d a n g e ro u s ly  d ep en d e n t  on  state  government 
H a n d in g  financed by oil revenues. Even now,
;u . e r  several years of recession and a precipitous 
'-•top in revenues, state government spending still

Figure 2. PROJECTED STATE FISCAL GAP*' * 
(Difference Between Revenues and Spending)

C U I I K I N T  ( F C K D I N Q  L E V E L

tool ‘ 1   i I ■ 1 1 i I - I I l—i—I 1 1 1 L
t»#o _ >»»« -  jooo *oo« wto

•Projected at the current level ol state general fund expendi­
tures. Revenues include oil settlement estimate.
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Alaska faces a p rob lem  that will b e  very tough ' have already fallen to just half of what they were 

“to solve but is easy to explain: state government " in the early 1980s, because oil prices are much 
is spending more than it collects. The  problem ‘ lower now. If the real price o f  oil remains in the 
will get much worse as time goes on. If state  range where it has been  for the last-few years, 
general fund spendirg  stays at the current level of. petroleum revenues will drop, by half again by 
$2.25 billion (in 1989 dollars), we face a  fiscal’ 2000. i
gap —the difference betw een current spending • This figure does not include potential produc- 
and projected revenues—that could soon grow to tion and revenues from oil fields that may exist in 
$1 billion annually. ' • J-’V~ ' *  :  the  Arctic National Wildlife Refuge (ANWR).

This budget crisis looms because oil production, Such revenues would of course help reduce the 
which supplies'85 percent of the state’s general budget shortfall in the  next century. But under a n y . 
fund revenues, will soon begin dropping as the reasonable assumptions (see the box on page 4) 

.huge Prudhoe Bay oil field is depleted. Likely, they would fall far short of revenues we've en- 
new petroleum  production, • higher oil prices, joyed from Prudhoe Bay, and could not reverse 
and other economic activity in the coming decade the  downward trend ; Also, future production 
won’t be able to  generate  nearly enough tax and from A N W R  is extremely speculative right now. 
royalty income to replace the loss of Prudhoe Bay Congress would first have to open the refuge to 
production. "  •’ ~ exploration and oil companies would have to dis-

Figure 1 shows projected oil production and cover commercial quantities of oil; after such 
state petroleum revenues over the next 20 years, discoveries it would take years to bring new fields 
based on the Alaska Departm ent of Revenue’s into production. v  
estimates from producing fields and our own es- • < ? . i  ; a .
timates o f  new field production and per barrel . ‘ ' •  ~  \
revenue. Production is at its peak and will soon THE FISCAL GAP , •
begin a long decline. Even assuming production -•
from new fields such as West Sak—the liming of How shrinking production and revenues trans-
which is uncerta in—production in 2000 will be late into trouble for Alaska is apparent in Figure 
only half of what it is today. Petroleum revenues 2. It shows the potential size of the future gap
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face, and on the necessity for dealing with it soon. Wc hope this and later papers will provide policymakers with 
informau’on and analysis they will need when making the difficult decisions ahead.
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F o r simplicity »nd c larity  all revenue* and  expenditure* arc  p rc icn lcd  in 1989 dollar*. U sing th is technique elim inate* th e  need to  es tim ate  
the  rate o f in f la t io n - th e  value o f which has only a  m arginal effect on the rest o f  o u r  analysts—and  avoids the  confuiion  that inflation can  
in troduce w hen wc tty  to  com pare the purchasing  pow er of do llars received at d ifferent tim es. F o r exam ple, SI o f  revenue collected in 2000 
would have the purchasing  pow er o f  just 61 cents, if inflation w ere 5 percent annually  over th e  next decade. O u r use of 1989 do llars th roughout 
the analysis allows direct com parisons o f cu rre n t and future purchasing power.

T h e  use o f real dollars also correct* a m isin terp re ta tion  tha t can arise in revenue projections that use nom inal dollars. In such projection*, ■ 
the inflation-proofing p o rtio n  o f  P erm anen t Fund earnings can appear to  be  a source o f recurring  revenues. In fact, in fla tion-proofing  I* ju*t 
the po rtion  o f eam ings needed to  offset the  devaluation o f  the  fund principal by inflation. D ecause we use real do llars in o u r  analysis, 
infla tion-proofingdoes no t ap p ear as a sc pa ra te  revenue source, and  we avoid any po ten tia l m isin terp re ta tion . T h is assum ption  docs no t preclude 
the po licyoption  o f  ap p ro p ria tin g  in fla tion-proofing  to  fund governm ent spending.

REAL VS. INFLATED DOLLARS IN FISCAL ANALYSIS \

would face extremely strong opposition from 
specific groups or from Alaskans in general. This 
paper does not endorse any particular strategy to 
b a lance  the budget. R a th e r ,  it describes in 
general the tradeoffs—who bears the pain —and 
the ramifications o f the various choices.

Doing an analysis like this requires making cer­
tain economic assumptions. Those assumptions 
are summarized in the box on page 4 and in the 
individual case descriptions. We can’t be sure that 
these assumptions will prove correct, but chang­
ing those assumptions in any reasonable way 
would not substantially alter our findings.

FISCAL CH OICE 1: STUMBLE FROM 
YEAR TO YEAR

In this case we look at what would happen if the 
state government budgeted from year to year, 
trying to maintain the current level of spending 
(S2.25 billion in 19S9 dollars) for as long as pos­
sible, using available fund balances but making no 
changes in current fiscal policies. The dividend

program would not be changed, the principal of 
the Permanent Fund would be retained, and no 
new tax measures would be enacted.

Revenues from the settlement of disputes with 
the oil companies over past royalty and tax pay­
ments, as well as with the federal government 
over ownership of leases in the Beaufort Sea, are 
an important elem ent of our revenue estimates 
for the 1990s. T he  amount and timing of any 
settlement money the state might receive is ex­
tremely uncertain, but we assume for this and the 
other cases that the settlements occur regularly 
over the next decade in an amount equivalent to
S1.7 billion today. (See also the box on page 4 for 
an example of how changing this settlement total 
would change the analysis.) In reality the state 
may not be so fortunate as to receive a steady 
stream of income from this source, and the budget 
shortfall would pressure the state to accept quick 
negotiated settlements in these disputes.

U nder these conditions, the Railbelt Energy 
Fund, the Eamings Reserve Account of the P er­
m anent Fund, and other fund balances could 
balance the budget for a short time. A fiscal gap 
of S400 million would open in 1992 and grow to 
an annual deficit o f SI billion by 2000. In this 
scenario, state government and the economy 
would adjust to reduced state spending as dis­
cussed below and shown in the graphs on page 7.

Perm anent Fund: The Permanent Fund would 
rem ain  jus t ab o u t the  same size (infla tion- 
proofed) that it is today. Contrary to popular 
belief, future earnings of the Permanent Fund will 
not be able to replace petroleum revenues in the 
support of state government. .Annual additions to 
the fund from petroleum revenues—which the 
state constitution currently requires go directly to 
the principal of the Permanent Fund —plus cam - 
ingswould largelybe consumed by the Permanent 
Fund dividend program, with little or nothing left



If w r d ia n g td  the econom ic assum ptions used  in th is analysis, the m e  at which the  fiscal gap g row i would be d ifferen t bu t th e  o p iio tu  fo r 
dealing with the gap would be the tam e . T o  fo c u to n  th o te  o p tio n tw e  held the econom ic a ttu m p iio n sc o n tta n t th roughou t the  fou r eaten. T b e  
m ost im portant assum ptions a re  listed below. (Full de ta ils on  the  assum ptions a te  available from  the au th o r.)  • " .

O IL  P R O D U C T IO N : A laska D epartm en t o f  R evenue estim ate. Spring 1989, plus W est Sak production  scenario  developed by  au th o r
(oil com panies recently announced  postponem ent o f W es: Sak exploration) 1 .

O IL  F RICE: G u lf  C oast delivered  price fo r A laska N o rth  Slope (A N S) crude  averages $15 a barre l (in  1989 do llars)

R E T U R N  O N  P E R M A N E N T  FU N D : 3 percen t annually , net o f  inflation • —»

E M P L O Y M E N T  G R O W T H  RA T E: 1.75 percen t annually , independent o f  governm ent spending

SE T T L E M E N T  R E V E N U E S  F R O M  P E T R O L E U M  D ISPU TE S: $1.7 billion (in  1989 do llars), received over 10 years
•1

T A X  R E G IM E  R eflects the Econom ic L im it F ac to r (E L F ) as revised by the  A laska Legislature in Ju n e  19S9 • *

IN FLA T IO N  R A T E S  percen t annually  ■ . . . .  “ • • “ *

R E C U R R IN G  R E V E N U E S  (N on-petro leum  revenues): 1 percent growth annually, net o f  inflation . - v  .

ECONOMIC ASSUMPTIONS USED IN ANALYSIS

for fund growth. The total amount available 10 pay budget. Smaller annual cuts would be the rule 
dividends and the payments to individual Alas- ever the next two decades. Expenditures in 2000 
kans would stay fairly constant because popula- would be S1.2" billion — equal to revenues coi­
tion growth would roughly match growth in the lected that year. These cuts in state spending 
total available for dividends. Dividends as a com- would mean underfunding many and eliminating 
ponent of government spending would increase some government programs; reducing transfers 
because of decreased spending in all o ther func- to local governments (creating pressure on local 
tional areas. ' _  . . . .  . : governments to increase taxes and try to shift

. '  government functions back to the  state); and
Revenues: W ith no new recurring revenues, reducing  financial su p p o r t  for individuals, 
general fund revenues would steadily decline to Projected population growth would add to the 
about S1.2 billion in 2000. Perm anent Fund ad- problem of.deciding how the cuts should occur, 
ditions and eamings would remain relatively con- Uncertainty about the timing and magnitude of 
stant because of the stable size of the fund. _ cuts from year to year would create continuing

- . -- confusion and negative a ttitudes both within
Expenditures: Declining petro leum  revenues government and the private sector. _ 
would force significant budget cutbacks begin- ’ *
ning in earnest in 1992. The general fund would Alaska Employment: During the next decade 
need to be cut 18 percent that year to balance the 26,000 public and private jobs would be lost as

• WHAT IF \VE CHANGED TH E ASSUMPTIONS?

A question likely to be asked is: How much longer could wc maintain current spending if revenues turned out to
be greater than wc have assumed? If wc used up the entire Permanent Fund (as discussed in Case 2), we could
maintain current spending up until 2003. Alternate assumptions would add to the n u m b e r  of\’C3rs that the current
spending level could be maintained as follows:

•

SI increase in the price of oil 1 year
Gas pipeline in the 1990s 1 year
ANWR production shortly after 2000 1 year
Petroleum settlements of S3.4 billion 2 years

Another likely qi **.ion is: What would be the cost of a onc-> tr delay in closing the fiscal gap? Our analysis in
Case 4 indicates the. the state can sustain annual spending of about S1.45 billion (in 19S9 dollars) based on the
current tax regime, compared with the current spending level of S2.65 billion (including the approximately S400 
million paid in Permanent Fund dividends). The difference between current and sustainable sp en d in g -S l.2  
billion -  approximates the loss in state fiscal assets associated with each year of delay in closing the gap.



state general fund spending was cut virtually in 
half. (For simplicity we assume public sector jobs 
would be eliminated in proportion to the budget 
cuts. Wage rate reductions could partially offset 
this job loss. We also assume that local govern­
ments do not raise taxes in response to less state 
Fiscal support.) T he  drag on the economy created 
by a job loss of this magnitude would make it 
difficult if not impossible for the economy to 
grow, even assuming the private sector could 
g e n e ra te  new jo b s  a t a b o u t  the  sam e ra te  
projected for the national economy —1.75 per­
cent annually. Total employment in Alaska in 
2000 would be only slightly above what it is today.

Economic Well-Being: Annual percentage
changes in employment would hover near zero for 
most of the next 10 years, with a dramatic drop 
when government spending was first reduced in 
1992. Per capita general fund government spend­
ing would fall about 5 percent annually through 
most of the next 20  years.

FISCAL CH O ICE 2: DEPLETE THE 
PERMANENT FUND

I

CHOICE 2. FISCAL GAP FILLED BY:

BllllOA *386 t

Another strategy for dealing with the budget 
crisis —the most drastic and one which would re ­
quire an am endm ent of the Alaska constitution -  
would be to use the entire S10 billion in the 
Permanent Fund to plug the fiscal gap and keep 
spending at S2.25 billion (in 19S9 dollars) for as 
long as possible. W c do not endorse this strategy, 
but include it to cover the range of options avail­

able to the state. U nder this scenario, the portion 
of Permanent Fund earnings now used to protect 
the principal of the fund from inflation would be 
spent, as well as the principal of the fund itself. * 
. The first draw —S400 million from inflation- 
p roofing-v /ou ld  be required in 1992. Within 
two years, however, we would begin taking from 
the principal of the fund, and the withdrawals 
would grow rapidly—topping SI billion for the 
First time in 2000. The fund principal would be 
drawn down faster as time went on not only be­
cause of the growing Fiscal gap bu t also because 
the shrinking Permanent Fund would generate 
less eamings each year. U nder this scenario, the 
effects would be as discussed below and shown in 
the graphs on page 8. * • . - -

Perm anent Fund: More than S 6  billion from the 
Perm anent Fund would be needed to fill the 
budget gap between 1992 and 2000. The last year 
of withdrawals would be 2003, when the Per­
manent Fund would be depleted. T he Permanent 
Fund dividend would be an additional casualty, 
declining each year as the fund shrank and disap­
pearing when the fund disappeared. .

Revenues: Revenues flowing into the general 
fund would be the same as in Case 1, but the use 
of Perm anent Fund eamings and principal would 
disguise the shortfall until 2003, when the Per­
m anent Fund would be gone. By 2005, revenues 
would be about SI billion —60 percent less than 
the level expected in 1990. The additions and 
earnings of the Perm anent Fund would fall as the 
fund itself shrank. . . . .

Expenditures: The Permanent Fund would prop 
up expenditures  until 2003. T h en  a massive 
"forced transformation" of the public sector and 
the entire Alaska economy would occur because 
of the sudden drop in state general fund spend- 
ing--from  S2.25 billion to SI billion in just two 
years. Ail public services at the state and local 
levels would suffer dramatic cutbacks.

Alaska Employment: Extreme dislocation and a 
serious economic recession would start in 2003. 
About 30,000 jobs —both public and private-  
supported by general fund spending would disap­
pear over a two-year period. (To put such a drop 
in perspective, job loss during the 19S5-19SS 
recession was about 25,000.) Even assuming



private industry would continue to generate jobs 
at the rate of 1.75 percent annually, by 2010 Alas­
ka would still not have replaced all the jobs lost 
during the recession.

Economic Well-Being: A laska  em ploym en t 
would increase through 2002 because of growth 
in the private economy and constant general fund 
government spending. In the following two years, 
12 percent of total state jobs would disappear. 
Despite constant government spending through 
2002 , per capita state general fund spending 
would decline because private economic growth 
would be drawing people to Alaska. Per capita 
state general fund spending would be cut nearly 
in half when the "forced transformation" oc­
curred.

FISCAL C H O ICE 3: F R EE ZE THE BUDGET

The forced transformation of the public sector 
and the severe recession described in Case 2 
could be mitigated under a scenario in which the 
budget was held constant in nominal dollars — 
that is, not adjusted for inflation. Such a strategy 
would reduce the purchasing power of the budget 
each year by the rate o: inflation.

The average annual rate of inflation in the com­
ing years is expected to be in the neighborhood of 
5 percert. If the budget were not adjusted for that 
inflation, the real dollar value (the effective p u r­
chasing power) of the budget would fall by 5 
percent each year. If the state government imple­

mented a constant budget policy starting in 1991, 
the budget could be reduced to an arbitrary target 
level of S 1.5 billion (in 1989 dollars) by 1998.

A  gradual policy like this would require a large 
amount of political discipline, but it would have 
several attractive fea tu res-even  though it would 
not entirely solve the s ta te ’s long-term fiscal 
problem. Public pi ograms could be phased out on 
the  basis of plans developed to minimize the ef­
fects of the budget reductions. T he  economy 
w ould  no t suffer the  kind of massive shock 
described under Case 2, when state spending 
would be reduced by half in just two years. The 
effects of using inflation to cut the budget are 
discussed below and shown in the graphs on page 
9 .  . . . . . . .

Perm anent Fund: This strategy at first glance 
appears to preserve the Perm anent Fund, since 
the balance would hold relatively constant for 
several years after budget cuts ended. It would 
require use of portions of the annual appropria­
tions for inflation-proofing during the  1990s. 
After 2000 continuing declines in revenues would 
force significant withdrawals from principal. By 
2010 the fund principal would be only about $3.5 
billion, as compared with S10 billion today. As 
the Perm anent Fund shrank, the am ount paid out 
as dividends would also fall off.

• . ,
Revenues: G eneral fund revenues would be the 
same as in Cases 1 and 2. The spending reduc­
tions would not be sufficient to produce a general 
fund surplus; such a surplus could in itself be a 
new source of earnings. Additions and eamings of 
the Perm anent Fund would taper off after 2000 as 
the principal of the fund was spent.

Expenditures: State expenditures would fall off 
gradually but steadily each year until 1998 and 
then hold steady at S1..5 billion through the next 
decade -  but only because we would be using the 
principal of the Perm anent Fund to supplement 
o ther revenues. A lter 2010 the Perm anent Fund 
would be used up and a smaller "forced transfor­
mation" of the public sector and the economy 
would occur. U nder this scenario, dramatic cuts 
in stare spending -  as much as 40 percent -  would 
be forced by 7015 (no: shown on the graph).

(Terr continued on page 11)

6



Fiscal Choice 1: Stumble from Year to Year t

CASH ASSUMPTIONS

• SPENDING: GonoroJ Fund spending baaed on availability 
of revonuoa up to $ 2.25 billion (1989$)

• TAXES: No now taxes
• DIVIDEND: Flo tain Pormanont Fund dlvldond
• PERMANENT FUND: Loavo Pormanont Fund principal 

Intact, continue contributions and Inflation proofing, 
spond warnings ronorvu account

• OIL PRICE (constant across cases); Averago ANS Gulf 
Coast o il price $15 (1989$)

• SETTLEMENTS (constant across cnsos): $1.7 billion of 
oil settlements collectod and spent over 10 yoars

STATE GOVERNMENT REVENUES 
(Pormanont Fund Included)
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Fiscal Choice 2: Deplete the Permanent Fund

CASE ASSUMPTIONS .

• SPENDING: Goneral Fund spending based oo ava ilab ility 
of revenues up to $ 2.26 billion (19005)

» TAXES: No new taxes
• DIVIDEND: Retain Permanent Fund d iv idend
• PERMANENT FUND: U fa Permanent Fund principal to 

maintain spending aa long aa poealb le
• OIL PRICE (constant across caeea): Average ANS Gu lf 

Coast oil price 515 (19005)
• SETTLEMENTS (constant across cases): 517 billion of 

oil settlements co lloctod and spent over 10 years

PERMANENT FUND BALANCE
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*41
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REAL A/HUAL EARNINGS 
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Fiscal Choice 3: Freeze the Budget

CASE ASSUMPTIONS

• SPENDING: Goneral Fund upending constant In nominal 
dollars from 1991 to 1908. (The budget oec lln o i to
• target of $1.5 billion In 1989$)

• TAXES: No now taxos
• DIVIDEND: Retain Permanent Fund dividend
• PERMANENT FUND: Ueo Permanent Fund principal to 

maintain spending at targeted level as long as 
possible

• OIL PRICE (constant across cases): Average ANS Gulf 
Coast oil price $15 (1989$)

• SETTLEMENTS (constant across cases): $L7 billion of 
oil settlements colloctod and spent over 10 years

PERMANENT FUND BALANCE

I t s  

lit 

110 
t* 
u
14

I t  
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tw o  w « s  2000  t o o s  TOO

Bllon 1080 S
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Fiscal Choice 4: Cut Spending and Raise Taxes

CASE ASSUMPTIONS

• SPENDING: Conor*] Fund apandlng I t  r td u c td  2.6% 
annually (1989$) Irom 1091 to 2000. (Tha budoot 
Oaclinaa to a larpat o f $1.7 billion In 1989$)

• TAXES: Paraonal Inoom t tax ralmpoaed In 1991

• DIVIDEND: Parmanant Fund dlvldand eliminated In 1995

• PERMANENT FUND: Leava Parmanant Fund principal 
Intact, contlnua contrtbuUona, tpond aarnlnga raasrva 
account. Appropriate real aamlnoa to General Fund. 
U at In lla tlon proofing to fill rwa.<ua gap.

• OIL PRICE (conatan i acrota caaaa): Avsraga ANS Gulf 
Coaat 0.1 prica $16 <1989$)

• SETTLEMENTS (conalant acrota caaaa): $17 billion of 
on aattlamanta collectad and apant ova ' '0  year*

PERMANENT FUND BALANCE 

Dlllor 989$
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( Text continued from page 6)

Alaska Employment: The number of public and 
private jobs supported by state spending would 
suffer gradual attrition throughout most of the 
1990s, dropping by about 20,000 over the decade. 
Private industry'would be hard pressed to replace 
those jobs that had been  supported by state 
spending. Total Alaska employment would stag­
nate until 1995 and only then begin a gradual 
increase. However, after 2010, when state spend­
ing dropped off very abruptly, a shock wave would 
again travel throughout the economy, eliminating 
public and private sector jobs and precipitating 
another recession.

Economic Well-Being: There  would be little 
year-to-year change in Alaska employment until 
the late 1990s. In the following decade, modest 
growth in the private sector combined with stable 
public employment would result in small annual 
increases in employment. Per capita general fund 
state spending would decline eveiy year for the 
next two decades, but the drops would be smaller 
after the 1990s. Again, both per capita state 
spending and employment would suffer after 
2010, when state spending dropped sharply.

FISCAL CHOICE 4: CUT SPENDING AND  
RAISE TAXES

CHOICE 4. FISCAL GAP FILLED BY:
B llHon T280  $ 

1 1 .4 , -----------------------

The cumulative budget reductions described in 
the first three cases, combined with the elimina­

tion of the Permanent Fund in the second and 
third, may be more than Alaskans are willing to 
endure. An alternative to those kinds of reduc­
tions would be for the state government to use 
new sources of revenues. The most likely sources 
are a personal income tax and the earnings of the 
Permanent Fund that now finance the dividend 
program. Those two together could contribute 
$650 million annually—S250 million from the in­
come tax and S400 million from the dividend 
program —to the general fund. In this scenario, 
we look at what would happen under one possible 
combination of these two new revenues. We as­
sume the income taxis reimposed in 1991 and that 
beginning in 1995 the revenues now used to fvrid 
the Permanent Fund dividend program are in­
stead used to supplement general fund revenues.

The state would still need to cut the budget, 
because at the current level of spending the fiscal 
gap  w o u ld  so o n  e x ce e d  th e  S650 m il l io n  
generated by these new revenue sources. Further­
more, cutting the budget at the same time new 
revenues were added would distribute the pain 
between the taxpayers and the beneficiaries of 
public spending.

Our analysis suggests that the state is spending 
S I .2 billion more annually than it can support in 
the long run, without an income tax ($800 million 
in general fund spending and S400 million in 
dividends). If we chose to reimpose the income 
tax and use the earnings of the Perm anent Fund 
to support public spending, sustainable revenues 
would increase S650 million annually and S550 
m illion  in n o n -su s ta in ab le  sp en d in g  w ould 
remain.Thus the general fund budge: would need 
to be cut to Sl.7 billion —about a 25 percent 
reduction . In com bination  with the revenue 
generating measures, such a budget cut would 
eliminate the fiscal gap not only in the 1990s but 
into the following decades as well — and the Per­
manent Fund would remain intact.

Depending on when the state receives settle­
ments in tax and other disputes, this scenario 
might require budget cuts in years of increasing 
revenues. T he  state would intentionally collect 
more than it s p e n t - th u s  setting aside a small 
balance of settlement reserves tosm ooth the tran­
sition to a smaller budget. Although that might 
be a rational decision when we consider the 
projected revenue decline in the later years, the 
plan would be tough to justify in the short run, 
particularly in the presence of fluctuating oil

; ;



prices. The effects of this fourth scenario arc 
discussed below and shown in the graphs on page 
10.

Perm anent Fund: T he  principal of the Per­
manent Fund would grow slowly through the next 
two decades, with the addition of revenues from 
petroleum and withdrawals only of real earnings 
to fund government. The fund would have a con­
tinuing capacity to generate real earnings of S400 
million annually that could be used to support 
public spending. Individual Alaskans would, 
however, lose their annual dividends in 1995.

Revenues: E v e n  w i th  th e  a d d i t io n  o f  new  
revenues from the income tax, total general fund 
revenues would still fall under this scenario, be­
cause the new taxes would not completely offset 
lost petroleum revenues. But the drop would not 
be as dramatic as in the other cases—revenues 
independent of the Perm anent Fund would be 
$1.5 billion in 2000 and fall to $1.25 billion in 
2005. As noted above, the Perm anent Fund 
would produce about S400 million in real earn­
ings annually, some of which could be reinvested 
in early years.

Expenditures: Annual budget reductions would 
continue for 10 years, cutting expenditures by 25 
percent over the decade. (If the annual rate of 
inflation averaged 5 percent, then the budget in 
nominal dollars would be increasing at 2.5 per­
cent in this case.) These cuts would of course 
reduce the level of government services, but the 
reductions would be much more gradual than in 
the other cases w e’ve looked at. After 2000 ex­
penditures could be maintained at the target level 
indefinitely.

.Alaska Employment: About 12,000 public and 
private jobs supported by general fund spending 
would disappear as state  spending  declined. 
.Another 3,000 jobs would be eliminated when the 
income tax was reirnposed and 5,000 more when 
the dividend program ended. .Although the rate 
of job loss from these government actions over a 
10-year period would be gradual, private industry 
would have to create new jobs at a rate greater 
than 1.75 percent annually to produce significant 
total employment growth before 1996.

Economic Well-Being: The economy would con­

tract when the income tax was reirnposed, and 
again when the Permanent Fund dividend was 
e lim ina ted . R eim position  of the  income tax 
would draw purchasing power out of the private 
economy. Elimination of the Permanent Fund 
dividend would shift purchasing power from an 
activity with a high multiplier to one with a lower 
m ultip lier—because the money would be spent 
not by thousands of individuals but by govern­
ment. Per capita general fund spending would 
decline in the 1990s, but the loss would be less 
than in the other cases. In contrast, per capita 
discretionary income of Alaskans (not shown on 
the graph) would fall in this case due to the reim­
position of the income tax and the elimination of 
the d iv idend.. :

TRADEOFFS AMONG STRATEGIES

We have described four ways — all of them pain­
fu l—of dealing with the fiscal gap. In each case 
the level of public services — both aggregate and 
per capita —would fall. In each case the private 
economy would also suffer, since reduced public 
spending and transfers and increased taxes would 
mean less buying power. There  is no strategy that 
would close the fiscal gap without creating pain, 
because the gap can only be filled by taking from 
somewhere in the economy.

In each case the  pain would be distributed 
among citizens —present and fu tu re—in a dif­
ferent way. Those different distributions are the 
distinguishing features of each strategy. We 
recognize, of course, that the effects of balancing 
the budget will vary among individual Alaskans 
and in different areas of the state. For example, 
areas where state spending makes up a larger 
share of economic activity would be harder hit by 
budget cuts. Similarly, eliminating or reducing 
P e rm an en t  Fund dividends would affect the 
pocketbooks of low-income Alaskans more than 
those with higher incomes, while reimposing the 
personal income tax would have more impact on 
those with higher incomes. Despite these in­
dividual and regional differences, there are broad 
kinds of tradeoffs all .Alaskans wall need to con­
sider; some of these are discussed below.

Present vs. Future Public Spending: If we spend 
less of our petro leum  wealth now, more will 
remain for future needs —our own or those of



later generations. Should we discount the needs 
of the future, because such needs are not easily 
identifiable or because we think the wealth of 
future generations is currently underestimated? 
Or should we weight the needs of the future 
heavily because new public needs are continually 
being identified, the population is growing, and 
we may be overestimating future revenues?

Figure 3 shows state spending levels over the 
next 20 years under our four choices. All the 
choices show much lower spending by 2010—but 
how much we spend along the way varies sharply 
among the choices. Choice 1 and Choice 2 offer 
the biggest contrast in spending over the next 
decade; under Choice 1 we would continue cur­
rent fiscal policy, using all available reserves ex­
cept the Permanent Fund; while in Choice 2 we 
would prop up spending by draining the Per­
manent Fund. Although spending would obvious­
ly be much higher under Choice 2 over the next 
decade, by 2010 spending under both cases would 
fall to about the same level —but the Perm anent 
Fund would be gone under Choice 2. Choice 3 
also would prop up state spending by using the 
Permanent Fund, but at a slower rate. Spending 
under Choice 4 would be highest in 2010 — but we 
would maintain that spending level without draw­
ing on the Perm anent Fund principal. .  ,

Figure 4 shows how each of our four choices 
would affect the Perm anent Fund, our primary 
repository of oil wealth. T he fund and its earning 
power would not last long if we opted to use the 
principal to prop up state spending. In Choice 2, 
the fund would be used up in 2003; in Choice 3 it 
would dwindle after the 1990s and be gone by 
2015. The fund would increase somewhat under 
both Choices 1 and 4. But under Choice 1 the fund 
would be left intact while state spending shrank 
and the state  governm ent and the econom y 
floundered from year to year. U nder Choice 4, 
state  spending  w ould  b e  stabilized and the 
economy would not be jo lted  by continuing 
spending cuts over 20 y e a r s - b u t  it would be 
stabilized at the cost of a new personal income tax 
an d  th e  e l im i n a t i o n  o f  P e r m a n e n t  F u n d  
dividends.

The most straightforward benefit to the average 
.Alaskan from the Perm anent Fund has been the 
annual dividends paid out of fund earnings. Fig­
ure 5 shows how dividend payments would be 
affected under each of our four choices. Under 
Choice i, real dividend payments (in 19S9 dol­

lars) to each Alaskan would remain fairly constant 
over the next 20 years, since population growth 
would roughly match growth in the amount avail­
able for dividends. Under Choice 2, the dividends 
would shrink over the next decade as the principal 
of the fund was being drawn down and its earnings 
reduced; the last dividends would be paid in 2004. 
The attrition of dividends would be somewhat 
slower under Choice 3, but the result would be the 
same: shrinking and then disappearing dividends 
by 2015. U nder Choice 4, the dividend program 
would end in 1995 and the money that formerly 
went into that program would be shifted over to 
the general fund.

To conclude our discussion of spending, we 
should note that in the past decade the state 
government has spent part of its oil wealth in ways 
intended to stimulate future economic growth 
rather than simply to maintain current programs. 
Many of these ventures have so far had limited 
success, and it’s outside the scope of this paper to 
assess their value to the state as investments. But 
to the extent that the state can use its oil wealth 
to prom ote economic growth, that kind of spend­
ing should be viewed as investment and distinct 
from spending that simply creates jobs and in­
come in the present. _ •

Present vs. Future  Economic Activity: The Alas­
ka recession that followed the "petrodollar boom" 
of the early 1980s demonstrated that a large por­
tion of the economic activity stimulated by state 
spending of oil revenues could be sustained only 
as long as the flow o f oil dollars continued. We 
can continue to spend oil revenues when we 
receive  them , and im m edia te ly  rece ive  the  
benefits of the jobs and income produced by that 
spending. Alternatively, we can postpone spend­
ing som e of the  rev en u es  and  rece ive  the  
economic benefits at some future lime. The 
choice should depend on when those jobs and 
income will contribute most to the economy and 
on what we want to save for future generations. 
Until we make such a choice, the marketplace -  
essentially the O PE C  cartel and the petroleum 
production cycle—will continue to dictate the 
booms and busts of our economy.

Figures 6 and 7 show how the num ber of jobs 
supported  by state spending —including both 
public and private jobs -  and the total number of 
jobs in Alaska would vary under our four choices. 
Under Choice 1, the number of jobs supported by



public spending would decline steadily for the 
next 20 years. U nder Choice 2, spending of the 
Permanent Fund would keep such jobs at about 
their current level until the fund was exhausted in 
2 0 0 3 - t h e n  many jobs  would be e lim inated  
quickly, and by 2010 there would be about half as 
many jobs supported by public spending as there 
are today. U nder Choice 3, which involves more 
gradual use of the Perm anent Fund, the number 
of jobs created directly and indirectly by state 
spending would drop somewhat by 2010—but not 
shown on the graph is a very sharp drop that would 
occur after 2010, when the Permanent Fund was 
depleted. As with the other cases, the number of 
jobs supported by state spending would also drop 
under Choice 4, but the decline would be som e­
what smaller and the number of such jobs would 
stabilize after 2000.

How total jobs in the state —including both 
those supported by public spending and those by 
private industry —would fare under each of our 
choices depends largely on the timing of public 
spending and on w hether the Permanent Fund is 
depleted. We assume in all cases that private 
industry in Alaska is able to generate new jobs at 
an average annual rate of 1.75 percent. Under 
Choice 1, it would take about 10 years for private 
growth to offset the job loss from reduced public 
spending. Use of the Perm anent Fund would 
keep the number, of jobs growing under Choice 
2 —until the fund was used up; then a severe 
recession would occur. By 2010 .Alaska employ­
ment would be lowest under Choice 2. U nder 
Choice 3, total jobs would grow slowly but steadily 
through 2010—but again, not shown on this graph 
is a sharp decline in jobs that would happen 
around 2015. Em ployment under Choice 4 would 
be slightly lower than under Choice 3, because in 
that case spending of the Perm anent Fund would 
not be supporting jobs. However, unlike Choice 
3, Choice 4 would not involve a recession in 2015.

Public vs. Private Consumption: How much we 
are able to consume as a state ultimately depends 
on the p roductive  capacity of our basic in­
d u s tr ie s-p e tro leu m . seafood, tourism, mining, 
forest products and federal government spend­
ing. The split between public and private con­
sumption does not affect this capacity unless 
government raises taxes so high that private 
economic incentives are adversely affected. How­
ever, the distribution of the benefits docs depend

on that split. We have argued that the current 
rate of consumption can’t be sustained (because 
pub lic  spend ing  exceeds susta inab le  public  
revenues), but we have not suggested what the 
proper balance is between public and private con­
sumption. Is public consumption in Alaska too 
large because of historical accident and because 
the only constraint on public spending seems to 
have been the availability of revenues? Or should 
we increase  public  consum ption  re la tive  to 
private  consum ption to m eet the continuing 
growth in those needs best served through public 
action? Do we need a large public sector to 
balance the dominant economic influence of a 
single commodity? Or does high public consump­
tion hamper diversification in the private sector?

G radual vs. Abrupt Transition: A gradual tran­
sition to a sustainable level of public spending 
would allow both the public and private sectors to 
adjust in ways that would minimize the pain from 
the loss of public services, income, and employ­
ment. A t the same time, a gradual transition 
would be veiy difficult to manage politically and 
would have a lasting negative psychological effect 
on the state and population. A quick transition 
would not leave much time for adjustments and 
would cause some inefficiencies as public agen­
cies, businesses, and individuals reorganized in 
the wake of budget cuts. On the other hand, the 
detrimental psychological effects would be short­
lived.

Figure 8 show-s the different rates of spending 
cuts under the four cases. The most drastic would 
be Choic;. 2, where state spending would drop by 
more than half shortly after 2000. Choice 1 would 
see sharp cuts in the early 1990s and then a con­
tinual downward drift for the next 20 years. 
Choice 3 w'ould result in a fairly stiff drop in the 
early 1990s followed by relatively stable state 
spending through 2010 —but then another sharp 
cut in the next decade. Under Choice 4 we’d see 
small but steady decreases throughout the 1990s 
but a leveling off after that.

Public vs. Private Economic Activity: Delivering 
p u b l i c  s e r v i c e s  r e q u i r e s  h i r i n g  p u b l i c  
employees —teachers, construction workers, of­
fice workers —and indirectly generates private 
employment. Delivering private goods and ser­
vices requires hiring private em ployees-c le rks , 
construction workers, office workers. Is the mix
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of public and private jobs in the economy an different than we project, Alaska faces a serious 
important consideration, independent of the mix fiscal problem. Despite the uncertainties always 
of goods and services provided? inherent in planning for the future, this analysis

It would be if the economic m u lt ip l ie r - th e  suggests positive action is w arran ted—and the 
capacity of one job to create other jo b s—were sooner it is taken the better. 
significantly different for public and private jobs. D i f f e r e n c e s  a m o n g  t h e  f o u r ’ c h o i c e s
However, there doesn’t seem to be a significant demonstrate that we can influence outcomes and 
difference be tw een  the m ultip lier effects of change tradeoffs through public choices. F o rex - ,  
public and private jobs, since most of the multi- ample, we can choose w hether the Perm anent ‘ 
plier effect in the Alaska economy comes from Fund will be a lasting asset, throwing off income 
the successive re-spending of income earned as for future generations of Alaskans, or whether we 
wages and salaries, independent of who writes the will spend it to get ourselves through the next 
checks. : decade without sacrifice. W e can decide on the

-  ̂ - mix of current versus future spending, total public
/  versus private spending, and when to take the

CONCLUSION: A CALL FO R  ACTION • inevitable hit on the economy. With advance
_ warning, we have an opportunity to plan spending 

These cases show some of the consequences of reductions in an orderly fashion. *
four different choices for closing the fiscal gap It is clear that what actions to take are political
facing Alaska. As we noted at the outset, we have rather than economic decisions. Nonetheless, 
not assessed the political difficulties of putting each decision will have significant economic con- 
budget changes into effect—but of course we sequences. Policymakers need information about 
recognize that enormous difficulties will accom- the implications of different choices to make in- 
pany any such plan. Further, we don’t know formed political decisions. Fu ture  issues of this 
w h e th er  the  assum ptions w e’v e 'u s e d  in this series will seek to enlarge the scope of public 
analysis will turn out to be accurate. But whether inform ation to help in this im portan t public  
the price of oil is higher or lower than we’ve debate. . -
assumed, or other circumstances are somewhat . " _
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THE FISCAL GAP: FICTION OR REALITY ?

by
SCOTT GOLDSMITH 

PROFESSOR OF ECONOMICS 
UNIVERSITY OF ALASKA ANCHORAGE

After preparing my remarks for today I realized a better title than Fiscal Gap: Fiction or Reality would 
have been FISCAL GAP: FACT OR FANTASY ? When we enter the Alaska fiscal world we enter a world 
of fantasy. Those of us who have lived through the oil boom years know what I mean. Those who have 
not experienced it will never really comprehend what happened. Events are now forcing us back into the 
real world, but who wants that? I have tried to pepper my remarks with some glimpses of that reality 
because, I guess, somebody has to do it. But take heart--reality Is not that bad.

To begin we need a definition of the fiscal gap notion. Most simply put it is the question of whether 
our state government is spending beyond its means. Concern naturally springs from the recognition that 
85% of our revenues come from the production of oil, and as anticipated, after a dozen years at record 
levels, depletion of the main North Slope field has set in. Our tax base is literally being shipped south at 
the rate of nearly 2 million barrels per day.

I am going to tip my hand right now and confess that for an economist a question like this has at 
least 4 answers. But before I share them with you lets quickly review the last two years of public 
consciousness raising on this issue.

We introduced the idea of the fiscal gap to a broad audience in August 1989 with the publication 
of our first Fiscal Policy Paper. In it we projected a S400 million gap by 1992 growing to 31 billion by 2000 
under a scenario aptly entitled 'Stumble from Year to Year*. Five subsequent papers have fleshed out the 
basic idea. These publications have reached a broad audience, stimulated a great deal of interest and some 
discussion, but have had only questionable influence on public policy.

I am aware of only 2 challenges to our analysis. Both claim that we have underestimated the 
petroleum revenues the state will receive during this and the next decade-either through some myopia of 
vision or some ulterior motive. Let me quickly dispense with these challenges so that we can move ahead 
to the main topic for today.

The first is that the forecasted decline in petroleum production will not become significant for a long, 
long time. This is because the official forecasts are based on initial reserve estimates and don't consider 
the typical subsequent upward revisions. This challenge Is buttressed by the fact that the Alaska Depanment 
of Revenue has recently boosted their projections ol estimated production through the 1990s by about 150 
thousand barrels per day. Furthermore when the final numbers are tallied production for 1991 will probably 
come in a bit higher than 1990.

The upward revision in the forecast, if it pans out, Is certainly good news. But the fact is that 
production peaked In 1988 and has trended down since. By 1990 it was off the peak by 12%. As with most 
economic processes it is hard to identify the turning point until after the fact, especially for those hoping for 
continued growth. President Bush was the last to admit the nation was in a recession.

Aggregate oil production is down because we are not replacing the Prudhoe oil with new production 
from other fields. The average productivity of the five North Slope fields brought on line since Prudhoe is 
just 7 percent of this super giant. The current forecast says we will be sending only half our current 
production level out of Valdez in 2000 and only a fourth by late in the next decade.
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But we know there Is still lots of oil on the slope that technically could be produced and that there 
are undoubtedly other fields that have not been discovered. That production could ultimately replace 
today's depleting reserves. Even If that were to happen, the fact Is that the replacement production is 
coming from marginal fields where the tax base per barrel of oil produced Is much smaller than todays 
average. The average well in the Prudhoe field produces over 2.500 barrels per day. The average 
productivity in the marginal fields Is in the range of 200 barrels per day. There seems no escaping the 
conclusion that the decline in this tax base is real and will continue. The only uncertainty is its rate.

The second challenge has been the notion that an Increasing price of oil would offset declining 
production thus maintaining the value of oil production. This challenge is buttressed by the fact that the 
average price of oil has. up until now at least, been higher than we assumed in our 1989 analysis.

But high oil price means something different today than it did 10 years ago. If we ignore the 6 
months during the Iraqi crisis, the 6 year average price for ANS delivered to the Gulf Coast in today’s dollars 
has been a not very earth shaking $17.20. And today, In spite of the absence from the market of Kuwait 
and Iraq, two of the biggest OPEC producers, it is about $16. The price of oil Is in perpetual motion but it 
lacks direction. In particular it is difficult to see the 7 percent annual growth in the price of oil. after inflation, 
necessary to offset a 7 percent decline rate in production,

Interestingly, we have not been challenged on our assumption that government spending would 
continue to increase in our "Stumble from Year to Year" scenario. In fact our assumption that the general 
fund budget would increase no faster than the rate of inflation from a base of $2.3 billion in 1989 lacked 
imagination. This year we are spending $2.8 billion.

If we combine the higher than anticipated budget levels with the higher than anticipated production 
and oil price we find state finances In 1992 just about where we had projected. Revenues are in short 
supply. Why should the precariousness of the state budget concern us. There are 3 reasons.

1--We all benefit from government services and want to make sure our government gives higher 
priorty to needs than luxuries.

2--The economy is addicted to state spending. One in three jobs statewide can be traced to the 
state budget. When Juneau sneezes the economy gets a cold.

3--Economic development has an aversion to uncertainty. Potential developers trying to guess how 
Alaska will deal with the loss of petroleum revenues may be scared away by some of the solutions they 
might imagine.

Let us turn now to answer my question.

IS THERE A FISCAL GAP? ANSWER #1. NO. THERE IS PLENTY OF MONEY IN THE GENERAL FUND.

There is plenty of money in the state general fund to pay for the current year, FY 1992, budget of
S2.8 billion.

Furthermore there is plenty of money in special accounts, in relatively liquid assets, and hidden 
under assorted rocks to make up any shortfall in the budget for FY 1993, tho year after, and perhaps 
beyond.

The list ol these special pots ol money Includes (in one possible order of political ease ol raiding)- 
the statutory budget reserve
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the Railbelt energy fund
the Exxon ollspill settlement money
the constitutional budget resen/e
the earnings reserve of the Permanent Fund
the assets of AHFC and other state corporations
settlement proceeds of disputed oil tax and royalty payments

I am 95% convinced that we will spend our way through all of these without taking our foot off the 
gas. In my mind worse than the fact that this approach amounts to liquidation of assets to pay the 
operating expenses of government Is the wringing of hands and a moaning and groaning that will emanate 
from Juneau as it happens. We will hear all about the shaky state fiscal condition, the need for constraint, 
and the tough decisions to be made.

But what message will really be sent to the average citizen who will judge not by what is said, but 
by what is done ? The message will be that there Is no problem. The noise is there merely for political or 
tactical reasons. Perhaps it Is to pay lip service to the notion of fiscal responsibility for the sake of 
organizations such as Common Sense, or perhaps it is to ease the pain for the few unfortunates whose pet 
projects must be sacrificed.

But what are we really doing here. The current year revenues may be as much as S2.4 billion, if 
the price of oil bounces back in the spring as it typically does, but as I have already mentioned we are 
spending $2.8 billion. The amazing thing is that we actually planned to spend more than we collected, and 
furthermore we are planning to do the same thing next fiscal year.

The logical consequence of this strategy Is that when all other assets have been liquidated we break 
into the corpus of the Permanent Fund--not of course by a direct assault, but by the back door, thru a 
redefinition of investment policy and criteria.

Incredible as it may seem even with $2.8 billion In spending we are having a hard time scrapping 
together the cash to pay for the basics-police and fire protection, roads, schools. Anchorage’s difficulties 
in coming up with the money for these valid public services are being played out in communities across the 
state.

IS THERE A FISCAL GAP? ANSWER #2. YES. WE CANT AFFORD TO PAY FOR THE BASICS OF 
GOVERNMENT.

To find out why we need look no further than 2 popular state transfer programs.

The first Is municipal assistance, one of the main sources of money for local governments to pay 
for basic services. Appropriations for this program have been shrinking at the same time that inflation has 
been driving up costs and population growth has been increasing needs. In fact the appropriation tc this 
program has declined 40 percent between 1986 and 1991. Anchorage and other communities have 
responded by tightening their belts.

Tho second is the Longevity Bonus Program, which pays a cash transfer to all residents over 65. 
Appropriations *or this program havo been increasing In response to growth In the over 65 population. 
Curiously the growih rate for this segment of the population surpassed all others in the last decade. 
Appropriations increased 25 percent between 1986 and 1991. In 1986 its appropriation was half as large 
as municipal assistance. Today it Is considerably larger.

You might think that the over 65 population has benefited from expansion of this program until I 
remind you that the payment does not increase with Inflation. Even as the total appropriation grows the
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value of the payment continuously erodes. If current trends continue In 10 years we will be spending twico 
as much and each recipient will be receiving a payment worth half of today's. I have a hard time 
understanding how this scheme best serves the needs of our over 65 population.

And what does the juxtaposition of these two transfer programs demonstrate? That our method of 
budget making Is producing a perverted result. In this example we are squeezing out needs in favor of a 
poorly targeted program with screwy incentives. We give a subsidy to anyone over the age of 65 for living 
in the state, regardless of need or worth, while at the same time cutting funding for those local government 
services that make our communities livable for these very same residents.

Up to this point I have been discussing very recent events, but if we look at what has happened 
since the mid 1970s then wo get the third answer to my question.

IS THERE A FISCAL GAP? ANSWER #3. WE HAVE HAD A FISCAL GAP SINCE THE EARLY 1980s.

Not only are we selling off our assets today, we have been living beyond our means since we 
started draining the Prudhoe field. All through the 1980s as the oil and dollars flowed we were reinvesting, 
but only a small portion of the proceeds of our asset sales. By one estimate we were selling off $1 billion 
a year in assets. In 1977 our primary asset was our ownership share in Prudhoe Bay. Today our primary 
assets consist of our ownership share of the much smaller pool of oil still remaining at Prudhoe and the 
Permanent Fund. The combined value of these two is much less than was the value of our share of oil in 
the ground alone in 1977.

Over the years we have consumed a lot of money under the pretext of investing, but lets face it. 
when it comes to business type investments the government has a real knack for taxing the winners to 
invest in the losers. This has not contributed significantly to the asset base of the state.

But lets not dwell on opportunities foregone. When you compare our performance with that of our 
friends in OPEC and elsewhere who also enjoyed oil windfalls, our $12 billion Permanent Fund attests to the 
fact we have done better than most in maintaining our wealth.

Let's take stock of where we are today and look forward. What I see brings me full circle back to 
my first answer to the fiscal gap question.

IS THERE A FISCAL GAP. ANSWER #4. NO. WHAT WE HAVE IS A FORTITUDE GAP.

We HAVE the resources to restore balance to our fiscal affairs. The question is whether we want 
it badly enough to make it happen.

I doubt if there is a state in the union that would not trade their own fiscal problems, compounded 
by the recession, for our own. Our tax base and public resources are more than sufficient to provide for 
our needs. So why do we feel so bad?

I think Its because we carry with us the legacy of the fantasy time of the 1980s in Alaska when the 
normal rules governing public sector behavior did not apply. During the decade of the 1980s the state had 
$48 billion at its disposal-and we rose to the challenge of disposing of tho $100 thousand allotted to each 
of us.

L
In fact there was so much money in the 1980s that no one even noticed when we blow $2 billion. 

Not surprisingly $48 binion attracted a few folks from Outside. We set them up with houses, schools with 
teachors, the PF Dividend and all the other accoutrements of the good life in the Great Land. But when the 
state budget stopped growing we pulled the rug out from under a lot of those folks, and there was a mass
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outmigration. The bill for those short timers was S2 billion. $2 billion wo would have saved If we had not 
created our own boom-bust cycle with petrodollars.

An example of this sense of fantasy occured to mo as I listened to the President of AMAX earlier 
this week describe their $150 million purchase of the Fort Knox gold mine outside Fairbanks. Everyone In 
tlio audience understood that this was big-time and real money. Today were are talking nonchalantly about 
billions, rather than millions, and yet I don't think any of us, with the exception of those of you in the oil 
business, sense these billions to be real money.

In spite of longing for the good old days, the typical Alaska household continues to receive more 
in cash from state and loca! government than it pays In taxes. A measure of how we compare to our 
neighbors Outside Is the $500 million that the application of national average tax rates applied to our 
households would generate in a year.

On hearing this some Alaskans argue they are already quite heavily taxed because the taxes and 
royalties paid by the oil companies are really coming out of their pockets since the oil is owned by the 
people of the state. Any non-Alaskan would find this reasoning preposterous. Future generations of 
Alaskans have as much right to that oil as the current generation and will not look kindly on those of us 
read/ selfishly to claim their inheritance for ourselves. The oil wealth is ours, but ours as a group, not as 
individuals.

The truth is the government is paying us to consume its services. Shouldn't this state of affairs 
embarrass us at least a little? And this has persisted long enough that we now have a whole new generation 
of Alaskans brought up to believe that it is their birthright to oe getting something for nothing from the state. 
Ask any kid what the justification is for the state sending him a check for $1000. I’ve asked a few and 9 out 
of 10 say they "deserve it*.

Looking at the budget are we really so needy that we can justify the state spending 3 times the 
national average, after inflation, on each of us. Ot our $2.8 billion budget 4 things are clear:

1. Some spending is unique to Alaska. Some is justified based on small population, low population 
density, resource stewardship and so on. Some unique programs are luxuries. A simple rule of thumb to 
identify possible luxuries would be to look at new and transformed programs since in the 60s and early 70s 
when we were spending a more modest double the national average.

2. We pay more than necessary for a lot of our public goods and services. I believe labor falls in 
that category. Our average wage bill per employee is 25% above the national average after a generous 
COLA adjustment. This statement could be true even if no single individual is overpaid, in fact it could be 
true even if each were underpaid. We might just have too many underpaid high salaried managers and not 
enough underpaid low salaried workers.

Incidently, this comparison is based on a COLA that ignores the fact that every Alaska worker, 
private as well as public, gets a residence subsidy in the form of the Permanent Fund Dividend. This is a 
partial offset to COLA.

3. Service delivery Is not always by the most cost effective means. We have been willing to pay 
exfa in order to further other public objectives in the delivery of public services. These include most 
obviously local control and equality of service regardless of location.

4. Assistance programs are not targeted to those with a need. We have been loath to distinguish 
the truly needy. A large part of each dollar spent on assistance programs ends up being simply a transfer 
payment without justification.
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If wo were serious about controlling the budget, these would be some of the most promising areas 
to look for savings. Over time a 10% reduction could be engineered with a minimum impact on the quality 
of service delivery for genuine needs. Spending would still be close to 3 times the national average.

Some combination of budget reductions and contributions from households to support government 
services would give us a combination of higher public service levels at lower cost to residents than any other 
state. It would be a big first step In the direction of bequeathing a sustainable public sector to the next 
generation of Alaskans. The potential Is there and the goal Is achievable.

How do we get from here to there? It Is not going to happen under the current system for reasons 
that should now be obvious. We are wishing against human nature.

As long as the government is paying us to consume services it should be no surprise that we will 
demand the maximum while at the same time piously decrying the fiscal Irresponsibility of It all. It is naive 
to continue to think that if we only had rational decision makers who listened to the voters they would trim 
the budget and adopt a plan of action just as any family or business would if faced with falling revenues.

It will not happen because our collective state financial resources suffer from the “tragedy of the 
commons'. What rational individual or legislator would willingly step forward and volunteer his favorite 
programs for the budget ax in the full knowledge that the savings would end up funding some other less 
deserving, or positively wacko, program?

Under current conditions nothing short of a crash in revenues is going to force us to start the 
process of balancing our public needs and resources. Rational argument won’t. The prospect of 
appropriating $400 million more than projected revenues won’t. The prospect of liquidating our assets won’t.

Short of a crash I see only 2 changes to our system that could instill discipline into our fiscal affairs. 
The first is to get all the money off the table. This won’t happen as long as there is free money in accounts 
under rocks in Juneau that can be tapped. The second is to employ the incentive device that guides our 
free market system-prices. If public services had a price attached in the form of a tax, people would sit 
right up and take notice of how public funds were being spent. I think a price of even 5 cents on the dollar 
would create a sic- "cant 'price effect' as taxpayers discovered lots of spending that was not even worth 
5 percent of the cost.

I don’t relish paying taxes and would not suggest such a course of action in the absence of a 
guarantee of constraint on the size of the budget. But with adequate assurance that government would 
deliver restraint I would be willing to buy some. I would accept taxation to purchase some fiscal constraint, 
knowing that others were also paying their share.

Perhaps a compromise could be packaged In which taxpayers would trade SI in support of 
government for each $1 reduction in the size of the budget from a base level. Perhaps some other scheme 
would work.

But I am convinced that if we are unwilling to commit to discipline ourselves, it is wishful thinking 
to believe that others will willingly sacrifice for the common good. The goal Is attainable but if we cannot 
find the means to act together to move toward it we will not act at all. This finally is the reality of the fiscal 
gap.
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OVERVIEW OF SUBCOMMITTEE WORK

The House Finance Fiscal Policy Subcommittee has been meeting 

since early in the session to address issues arising from the state's 

critical financial circumstances. This initial report summarizes the 

Subcommittee's work to date, including the development of potential 

budget reduction scenarios, an approach for identifying specific 

cuts, and information about alternative revenue options. The 

Subcommittee also has initiated a bi-partisan public information 

e ffo r t .

Subcommittee members are Reps. Brown, Swackhammer, and Rieger. 

The informal fiscal policy working group includes Reps. Larson, 

Hoffman, Ulmer, Boucher, Cotten, Koponen, Boyer, Goll, Davidson, 

Navarre, Grussendorf, Davis, Leman, and Miller.



SUBCOMMITTEE RECOMMENDATIONS*

• Enact a balanced budget that delivers essential public services 

and meets constitutional responsibilities.

• Adopt a long-range fiscal plan that reduces spending, increases 

revenues, or both, to bring the budget to a level that can be 

sustained with recurring revenues.

• Reduce General Fund spending in the range of $150 to $175 

million in FY90, and continue reductions over the next three 

years. To minimize impacts on resident jobs and the economy, 

make reductions over several years.

• Spread use of reserve funds over several years.

• Expeditiously review revenue options so that they can be 

considered along with the budget cuts.

• Make reductions to entitlements, personal services (salaries 

/benefits), and non-essential programs; cut costs of essential 

programs through efficiency improvements and reorganization.

• Do not rely excessively on uncertain litigation revenue.

* These points reflect a consensus of the three Subcommittee members. However, 
several members of the working group felt it was premature to select a specific level of 
reduction at this time.
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m iL E B O B L E M

In Fiscal Year 1989 petroleum revenues will be about 82% of state 

general fund revenues. Alaska's dependence on oil was underscored 

in 1986 when the world price of oil collapsed and state general fund 

revenues dropped by about 40%.

Figure 1

GENERAL FUND 
PETROLEUM VS. NON-PETROLEUM REVENUES 

F isca l Year 1989

Fiscal Policy Subcommittee 4

□  Non-Oil Revenue O  Oil Revenue

Source: Legislative Finance Division

Although the world price of oil appears to have stabilized recently, 

price fluctuations integrally affect the state's financial status. 

Moreover, the state faces a significant decline in oil revenues 

because production of oil from the huge North Slope fields will 

decrease substantially during the 1990s. As we move down the 

slope of the Prudhoe production curve, the gap between spending and 

income will widen unless action is taken to reduce spending and/or 

raise revenues.

The graphic presentations on the following pages illustrate the 

problem.
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The decline in state petroleum revenues is attributable to a 

combination of factors, including the drop in world oil prices as 

shown in Figure 2.

Figure 2

ALASKA NORTH SLOPE CRUDE OIL 
at the U.S. Gulf 

Fiscal Year 1981 - 1988 
(do llars  per barrel)

35  
30  
25  
2 0

S/bbl ^
1 0 

5
0 i--------- 1 ■ i--------- 1--------- 1---------1 i
FY 81 FY 82 FY 83 FY 84 FY 85 FY 86 FY 87 FY 88

Fiscal Year 
Source: Department of Revenue

Also, the state’s total oil production is projected to decline 

substantially throughout the remainder of the century.

Figure 3

PROJECTED ALASKA OIL PRODUCTION 
Fiscal Year 1988 - 2005 

(m illio n s  b b is /y e a r)
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Fiscal Year
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Source Department of Revenue
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As illustrated by Figure 4, th§ state is confronted by a substantial 

"gap" between projected state revenues and the level of revenue that 

would be required to maintain the state budget at current (FY 89) 

levels.

Figure 4

REVENUES AND EXPENDITURES 
Unrestricted General Funds 
Fiscal Year 1980 - 1994 

(m illio n s  $)

4 5 0 0  
4 0 0 0  
3 5 0 0  
3 0 0 0  
2 5 0 0  
2000 
1 500  
1 000 

5 0 0  
0

F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y  
80  8 1 82  83  84  85  86 8 7  88  89 9 0  9 1 92  9 3  94

Source: Department of Revenue and Legislative Finance Division

POSSIBLE SOLUTIONS

REDUCE SPENDING

Two major approaches to reduce spending have been suggested:

• Reduce all spending (or categories of spending) by a set percentage 

(across-the-board cuts); and

• Reduce individual programs based on objective and subjective
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The Subcommittee suggests the following framework for 

consideration of budget reductions:

• Evaluate policy issues;

• Identify essential state functions;

• Improve efficiencies of service delivery and administration 

(consolidation, reorganization);

• Make cuts fairly with respect to regions of the state; and

• Minimize adverse impacts on the Alaska economy.

Criteria for evaluation of individual programs in the 

Finance Subcommittee process:

• Law:

C o ns titu tio n

S ta tu te s

Court order or settlement (e.g., Cleary decision)

Federal requirements

• Tradition:

Life, health, safety

Existed prior to statehood

Existed prior to FY80 (oil revenue spike)

• Appropriate level of responsibility:

F e d e ra l/s ta te / lo c a l/p r iv a te  

Individual in itiative v. government action

• C ost/benefit:

Consequences of discontinuation or reduction 

Wno is affected?

Ability to be self-sustaining through user fees
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Ability to generate surplus income 

Administrative overhead burden 

• Adm in is tra tive /organ izationa l characteris tics :

Candidate for consolidation/reorganization due to:

Overlapping responsibilities 

Duplication of effort 

Organizational misfit 

Decline in demand for services

Spending Analysis

The following graphic illustrations provide a variety of perspectives 

on state spending.

Figure 5
GENERAL FUND OPERATING BUDGET CATEGORIES 

Fiscal Year 1989 
($ 2 ,1 2 9 .7  m ill io n )

LEG ISLATURE 1.5%

DEBT SERVICE 7.0%
COURTS 1.9%

U N IV E R S IT Y  
7 .1  %

STATE
AGENCIES
4 0 . 0 %

FORM ULA  
PROGRAMS 
4 2 .5  %

Source: Legislative Finance Division



As shown by Figure 5, about 58% of FY1989 general fund operating 

budget appropriations went to support executive operations, the 

legislature, court system, university and debt service. About 42% of 

the budget was used to pay for formula-funded grants, direct benefit 

payments and other "pass through" programs (eg, payments to school 

districts, Longevity Bonus, low income assistance programs,

Municipal Assistance and Revenue Sharing).

As shown by Figure 6, state agency expenditures for executive 

operations in FY 89 totaled $854.8 million.
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EXPENDITURES FOR EXECUTIVE OPERATIONS 
Fiscal Year 1989 
($ 8 5 4 .8  m illio n )

Figure 6

GOVERNOR
2.0 *

HEALTH St 
SOCIAL SERVICES 
1 9 . 0 *

FISH & 
GAME 5 . 3 *

ECONOMIC DEVELOPMENT 4 .4 *
NATURAL M IL ITA RY  AFFAIRS 1 .2 *
RESOURCES
5 . 6 *

Source Legis'ative Finance Division
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Figure 7 breaks down total F7 89 operating expenditures by line 

item.

Figure 7
OPERATING BUDGET EXPENDITURES BY LINE ITEM 

Fiscal Year 89 - Total Funds
MISCELLANEOUSt.lt

COMM ODIT IES /
EQUIPMENT
1.3/S

Source: Legislative Finance Division

Figure 8

STATE GENERAL FUND APPROPRIATION HISTORY 
Fiscal Year 1979 - 1989 

(m illio n s  $)

4 0 0 0
3 5 0 0
3 0 0 0
2 5 0 0

FY 79 FY 80 FY 81 FY 82 FY 83 FY 84 FY 85 FY 86 FY 87 FY 88 FY 89
Fiscal Year

□  Loans □  Debt Capital □  Operating

Source: Office of Management and Budget
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As shown by Figure 8, state spending over the past decade grew 

rapidly during the early 1980 s with the availability of surplus 

petroleum revenues. Following the collapse of oil prices in 1986, 

general fund appropriations have since fallen back to a level below 

FY 81.

When measured in real (ie, inflation-adjusted) terms on a. per capita 

basis, as shown in Figure 9, the current state spending level is once 

again close to the FY 79 level.

Figure 9

REAL PER CAPITA GENERAL FUND APPROPRIATIONS 
Fiscal Year 1979 - 1989 

(1 9 8 9  $)
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Source: Legislative Finance Division

Potential Spending Cut Scenarios

Subcommittee members developed hypothetical scenarios for budget 

reductions of $100 million, $175 million, $300 million and 

$822 million, relative to the Governor's FY 90 proposal.
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The $100 million scenario proposed 5% cross-the-board 

reductions in the major entitlement progiams, with the remainder of 

the reduction in "non-essential" programs and.personal services.

The $175 million scenario proposed selective reductions in state 

agencies, legislature, university, court system and entitlements.

The $300 million scenario proposed a roll back in non-formula 

programs to the FY88 level, added an increase for new facilities, and 

made a further cut of 12.5% in state agencies and entitlements.

The $82'2 million scenario would completely eliminate many "non- 

essential" programs, and in addition would reduce state agencies by 

30-40%.

In addition, the Subcommittee also considered major reductions in 

support for local governments (municipal assistance/revenue  

sharing). A 20% cut would reduce local government support by 

$19.3 million; a 50% cut would reduce it by $48.4 million.

INCREASE REVENUE

Considerations for analyzing the state's revenue system include its 

Sufficiency 

Diversity

• Fairness

• Adequacy for local governments
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Reliability

Ease of Administration.

Revenue Analysis

Figure 10 shows the sources of state revenue.

Figure 10 
REVENUE SOURCES BY TYPE 

Fiscal Year 1989

(0 1-*) PtNTS AND P-ORFE1TVRES

Source: Legislative Finance Division

Potential New Revenue Sources

The Subcommittee has gathered information on a variety of 

suggestions for raising new revenue. Most of the proposals have not 

been introduced as legislation, but are being discussed as general 

concepts. Amounts shown for tax proposals are estimates of the
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annual revenue that could be generated. Reserve amounts shown 

indicate current account balances.

• T a x e s

The proposal in HB 118 would lower the severance tax on marginal 

fields and increase it on the Prudhoe Bay and Kuparuk fields.

Under one proposal put forward to the subcommittee, tax rates 

would be 3.2% and 5.7%, with lower effective rates for residents due 

to exemptions and credits. Lower income people would pay less due 

to the progressive rate structure. Under certain structures, up to 

30% of revenue generated could come from non-residents.

State Sa les Tax: $ 49 million

Under one proposal, the tax rate would be 1% and would be in 

addition to any sales tax levied at the local level. No exemption for 

food, medicine, or utilities; no credit for local sales tax.

Schoo l Tax $ 10 million

Under one proposal, the tax would be $50 annually per member of the 

work force regardless of residency, with a credit of up to $50 for 

local school taxes paid. Non-residents would contribute about 30% 

of the estimated revenues.

ELF $100 million (eff. date 7/1/89)

Personal Income Tux: $100 million (first year)
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Motor Fuel Tax $ 34 million

There is a proposal to double the current motor fuel tax of eight 

cents per gallon; the six cents per gallon exemption for off-road use 

would continue.

Fiscal Policy Subcommittee 1 5

Tobacco Tax $ 4.3 million

The proposal in HB 80 increases the levy from 5.5 mills per 

cigarette to 10 mills per cigarette.

• User Fees/Program Receipts $5-50 million

Fees for state services could be instituted or increased to directly 

charge all or part of the cost of the service to the beneficiary or 

user.

• R e s e r v e s

The state has no money held specifically as a reserve for operating 

purposes.

Budget Reserve Fund $000

Created in 1985 from the Rainy Day Fund and oil tax settlement

money. The balance of $432 million was appropriated in FY 88.
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• Other Funds

Railbelt Energy Fund $234 million

Originally established to fund energy projects.

Permanent Fund Earnings Reserve $601 million

Earnings in excess of the amounts needed to date for dividends and

in f la t io n -p ro o fin g .

• Liti.qg.ti9 n_R.g_vgn.u9 antL  Uncollected Oil and Gas Taxes

The timing of receipt of any litigation or settlement monies is 

uncertain. Major cases pending include:

Amerada Hess unknown

Dispute with producers over the value of the state's royalty share of 

North Slope oil production. Lawsuit pending in State Superior Court. 

Some of the proceeds are constitutionally dedicated to the 

Permanent Fund.

Dinkum Sands $930 million (in escrow)

Dispute with federal government over ownership of Beaufort Sea 

leases. Lawsuit pending in U.S. Supreme Court. Some of the proceeds 

are constitutionally dedicated to the Permanent Fund.
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Oil and Gas Taxes $1.4 billion (S2.7B w/ interest)

Disputes with producers over unpaid tax obligations assessed by the 

Department of Revenue. Under administrative review in the 

department.

• Permanent Fund Income Stream

Numerous ideas have been suggested for use of the Permanent Fund 

income stream, including capping the dividend at various levels, 

designating a percentage of the income for operating expenses, and 

designating a portion of the stream for an education endowment.

• Other Proposals

Repayments to General Fund from AHFC, AIDEA, etc.

A return on the capital invested in state corporations could be 

repaid to the General Fund on a regular basis.

illegal Substances Tax

HB 32 would impose a tax of $150 per ounce on marijuana by 

requiring purchase of tax stamps when a transaction occurs. Non­

payment of the tax would result in a 100% penalty. Provis iat 

would extend coverage to other illegal substances are under 

consideration. This type of tax would, in effect, generate revenues 

through enforcement efforts.



Alcohol, Fish, Insurance *

Increased or new taxes on alcohol, processed fishery resources, and 

insurance premiums have been suggested and will be investigated by 

the Subcommittee.

Observations on Revenue Measures

ELF Change

• progressive

• encourages certain marginal field development

• raises taxes on the oil industry

• increases reliance on petroleum revenue

• may impede development of marginal

deposits within Prudhoe Bay and Kuparuk

Income Tax

• is designed to take different percentages of income at

different income levels

• can be structured to capture non-resident income

currently escaping the state; as much as 30% of the 

income tax revenues could come from out-of-state 

w o rke rs

• deductible from federal income tax payment

• traditional source of state revenues (Alaska had one

from 1959 - 1981; 43 other states have a personal 

income tax) 

unpopular politically

Fiscal Policy Subcommittee 1 8



• removes dollars from disposable income of individuals

that otherwise may be spent in the local economy

State Sales Tax

• new revenue source

• does not distinguish on basis of ability to pay

• difficult to administer and enforce

• interferes with municipal revenue source options

Fiscal Policy Subcommittee 1 9

State School Tax

• generates more revenue than allocated for school

construction in FY 90 budget proposed by the 

Governor

• affects resident and nonresident workers uniformly;

captures income from nonresident workers

• puts a new tax burden on workers

• exempts some workers

Motor Fuel Tax

• easy to understand

• in line with proposals at national level

• makes gasoline more expensive

• raises issue regarding Alaska Railroad fuel

IflSacco-Eax
• discourages use, especially among younger people

• makes small contribution to revenue needs
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Us-sr-Eaes
• beneficiaries pay cost of service

• increases cost of doing business 

increases administrative burden for agencies

AHFC Funds

• $1.5 + billion Fund Equity

$479.6 million liquidity

• most equity is not liquid

• use may jeopardize State Bond Rating unless carefully

done

• potential for bond holders to bring suit

AIDEA Funds

• $347.7 million Fund Equity

• not all equity is liquid

• some liquid assets in long term treasury bonds

• use may jeopardize State Bond Rating unless carefully

done

• potential for bond holders to bring suit

Illegal Substance Tax

• creative revenue source

• added drug enforcement tool

• discourages drug use

• can be misinterpreted as condoning drug use
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ECONOMIC IMPACTS O r SPENDING/REVENUE OPTIONS

Several efforts have been made to ana'yze the economic impacts 

associated with reducing state expenditures and/or raising new 

revenues. Three separate reports have been prepared by the 

University of Alaska, Institute of Social and Economic Research 

(ISER).

A May 1987 ISER report prepared for the legislature's Joint Special 

Committee on Tax Policy provided a comparative analysis of the 

economic effects, as measured in terms of employment and 

disposable income, of relmposing personal Income taxes; 

reducing permanent fund dividends; and reducing state 

spending by an equivalent amount of $467 million. The 

analysis concluded that while reimposition of income taxes or 

lowering dividends would both reduce the purchasing power of 

Alaskans and therefore cost the economy jobs and income, reducing 

dividends would cost the state somewhat more jobs and reduce 

disposable income more than reimposition of income taxes. The 

economic impact of reducing state expenditures by $467 million 

would vary greatly depending upon the nature of the reductions.

A June 1987 ISER study prepared for the Senate Finance Committee 

compared the effects of reducing state employee compensation  

by $100 million versus employee layoffs that would  

accomplish the same level of savings. The report found that
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layoffs would have a significantly larger economic impact than 

across-the-board compensation reductions.

A January 1989 ISER analysis of regional economic impacts of state 

budget reductions prepared for the Office of Management and Budget 

analyzed the potential effects of a reduction of $349 million 

in state appropriations. In summary, budget reductions of $349 

million would reduce personal disposable income of Alaskans by 

$325 million and average annual employment by a total 8,481 (with 

4,688 jobs lost in the public sector and 3,793 lost in the private 

sector). The study also examined the regional effects of reductions.

The Subcommittee reviewed the Governor's proposed 20-year fiscal 

plan and several other alternative plans.

Figures 12A and 12B: New Revenues/No Cuts (Governor)

LONG-RANGE FISCAL PLANS

Figure 13: 

Figure 14:

ELF/'Income Tax/Phased Cuts 

FY'90 10% Reduction/Cap Dividend at 

$1000/ELF Retroactive
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OBSTACLES TO SOLUTION

The Subcommittee believes decisive action is needed to close the 

gap between spending and revenues. However, obstacles to 

resolution remain, including:

Complexity;

Legal constraints;

Time require to implement changes;

Conflicting political views;

In e r t ia /h is to ry ;

Preference for delaying unpopular action; and

Need for information on the effects of budget cuts and taxes.

Q & l E Q i m S

The Subcommittee will continue its work effort with the following 

ob jec tives :

• Continue analysis, including the timing and impact, of budget 

reductions and revenue options.

• Make timely recommendations to House Finance Committee, 

other House members and Budget Summit.

• Inform community leaders and the public about spending and 

revenue alternatives.

Public Fo.ums

Review of fiscal situation 

Discussion of alternatives
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Public television *

Public radio 

Lay groundwork for future work 

Tax structure study 

Public forums 

Role of Permanent Fund

Role of state government (what further cuts to make) 

Develop 5-, 10- and/or 20-year plans
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F ig u re  12B- GOVERNOR COWPER'S LONG RANGE PLAN

FY 1990 •  FY 2010 

$13.50 P tr  Barra! Scenario

BASE REVENUE:

Forecast Unrestr. G.F. 
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ANNUAL
BALANCE:

OTHER REVENUE: 
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Income Tax 
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ANWR 

Gas Line 

Utigatten Galnt
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49
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1991 1992
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Office of the Governor, Division of Policy 01/31/89



Figure 1.1 FY 90-94: ELF/lncomo Tax/Phased Cuts

Sources of Revenue I FY 90 | FY 91 ! FY 92 I FY 93 | FY 94 , TOTALS

Carry Forward -1 2 .5 0.0 0.0 2.6 80 .3 70 .4

UGF Revenues (1) 1 ,640.9 1 ,389 .0 1 ,405 .5 1 ,395 .8 1 ,3 6 6 .8 7 ,1 9 8 .0
Other Adjustments (2) 57.8 57 .8 57 .8 57 .8 57 .8 2 8 9 .0
New Program Receipts (3) 20.0 20 .0 20 .0 20 .0 2 0 .0 100 .0
Reserves 188.9 118 .3 0.0 0 .0 0 .0 3 0 7 .2
ELF 115.0 129 .0 148.0 172 .0 171 .0 7 3 5 .0
Income Tax (4) 104.0 250 .0 260 .4 27 1 .2 2 8 2 .5 1 ,1 6 8 .0
Sales Tax 0.0 0.0 0.0 0 .0 0 .0 0 .0
Litigation Revenue 50 .0 100 .0 100 .0 100 .0 100 .0 4 5 0 .0
TOTAL REVENUE 2,1  6 4 . 1 2 , 0 6 4 . 1 1 , 9 9 1  .7 2 , 0 1 9 . 4 2 , 0 7 8 . 3 1 0 , 3 1 7 . 6

TOTAL EXPENDITURES 
• 2 , 1 6 4 . 1 2 , 0 6 4 . 1 1 , 9 8 9 . 1 1 , 9 3 9 . 1 1 , 9 1 4 . 1 1 0 , 0 7 0 . 5

Reduction from previous FY (5) - 1 5 0 . 0 -1 00 . 0 - 7 5 . 0 - 5 0 . 0 - 2 5 . 0 - 4 0 0 . 0
Reduction % - 6 .5 % - 4 . 6 % - 3 . 6 % - 2 . 5 % - 1 . 3 %

Carry Forw ard /(D efic it) (6) 0 . 0 0 . 0 2 .6 8 0 . 3 1 6 4 . 2

BALANCE w/o New Revenue (7) - 4 7 7 . 9 - 6 1 7 . 3 - 5 2 5 . 8 - 4 8 2 . 9 - 4 0 9 . 2 - 2 , 5 1 3 . 1

(1) FY 90 revenue al $13.50 price plus the FY 90 production adjustment.
FY 91 estimate and beyond from DOR mid-case scenario (October 1988).

(2) Program reciepts estimated at 49.8 and other minor adjustments as budgeted in Governor's FY 90 proposal.
(3) Increased user fees.
(4) FY 90 income tax only partial year; thereafter at 250.0/year adjusted for inflation at 4.15%.
(5) Total FY 89 expenditures at 2314.1 from Consensus Revenue Analysis FY 89/90 Balance Sheet.
(6) No allowance has been made for the annual $34 million payment to the Ak. Science and Technology
(7) Shows level of reductions required if no new revenues adopted.

REP. K. BROWN - 2/6/89 elm



u r e  I'l 10% Reduclion/Cap. Dividend at $1000/ELF Retro

Sources 
of Revenue FY90 i FY91 | FY92 1 FY93 I Totals I

Carry Forward 0.0 100.0 150.0 32 2 .3
UGF Revenue (1) 1,640.9 1,389.0 1,405.0 1,396 .0 5 , 830 .9
Revenue Adj. (pgm. rcpts & other) 57.8 60 .0 60.0 60.0 237 .8
Capital Project Cleanup 14.0 0.0 0.0 0.0 14.0
PF Earnings to GF 0.0 16.1 0.0 0.0 16.1
PF 1000/50/50 GF portion (2) 0.0 191.0 191.0 197.0 579 .0
ELF (3) 181.0 1 15.0 148.0 172.0 616 .0
Income Tax 0.0 0.0 0.0 0 .0 0 .0
Sales Tax 0.0 0.0 0 .0 0 .0 0 .0
Litigation Revenue (4) 100.0 150.0 200.0 200 .0 650 .0
Railbelt Energy Fund 179.5 57.1 0.0 0.0 236 .6
TOTAL REVENUE 2 , 1 7 3 . 2 2 , 0 7 8 . 2  2 , 1 5 4 . 0 2 , 3 4 7 . 3

TOTAL EXPENDITURES 2 , 0 7 3 . 2 1 , 9 2 8 . 1  1 , 8 3 1 . 7 1 , 7 4 0 . 1
Reduction from previous FY 230.4 145.1 96.4 91 .6 563 .5
Yearly Reduction % 10% 7% 5% 5% 24%

Carry Fo rw ard /(D efic it) (5) 1 0 0 . 0 1 5 0 . Q 3 2 2 . 3 6 0 7 . 2

Total reduction in dollars 
Total % red. from Gov’s FY90

NOTES:

(1) Revenue figures for FY89 & FY90 are from Concensus Revenue Analysis 1/24/89 with FY90 at $13.50. 
FY91 - FY 93 is at DOR mid case, October 88 forecast.
(2) Dollar amounts represent 1000/50/50 Plan. Dividend capped at $1000 after FY90.
(3) ELF Amounts for FY90 represents a 1/1/89 effective date, (preliminary estimate from DOR)
(4) Since litigation revenue is uncertain, it will be spent the following year as carry forward allows.
(5) No allowance has been made for the annual $34 million payment to the Ak. Science and Technology 
Endowment as provided in Sec. 189, Ch. 173, SLA 1988.

OTHER: Governor's FY90 Spending Plan has been reduced to $230 3.6 (by $13.5) to reflect the reduction in the 
proposed supplemental, HB 154.

Representative Lyman Hoffman - HFC 2/5/89
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