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At statehood the economy was dominated by the federal
government, but today, at least in the larger communities, it looks surprisingly
like the rest of the US.
Booms and busts have and continue to exert a strong influence
on the economy, particularly on regional economies, in spite of this maturation.
The Petroleum Cycle has been the single most important
economic event since statehood. Oil with a market value of about $250 billion
has been produced from the NS. Production peaked in the late 1980s and the
price peaked at $60 (NS delivered to the lower 48) in the early 1980s.
We have had our share of happy events ranging from high oil
prices when production was high to a high flying stock market when we had a
Permanent Fund to invest, to a powerful congressional delegation when
Washington had $$ to distribute.
Now that we look more like the rest of the US and economic
growth has slowed, we can should take stock of where we are. There are a
number of surprises.
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Older In the last 10 years infusions of new young Alaskans
from migration slowed to a halt, the baby boomers aged, and seniors chose to
stay in Alaska. Although population increased 14 percent—76 thousand, the
under 40 population fell by several thousand, the number of middle ages
Alaskans grew by 70 thousand, and the over 65 population increased 60
percent compared to 11 percent for the US as a whole. This was the fastest
growth rate in the US except for Nevada.
More Diverse Racial and Ethnic Minority populations
increased faster than whites and now comprise about 1 in 4 statewide.
Anchorage in particular is fast becoming a diverse community with
inmigration of Alaska Natives and minorities from outside the state.
More Stable Alaskans are more likely to have been here 5
years ago than at any time in recent history based on trends from the US
Census. Figures for 2000 are not yet available but should confirm a
continuation of that trend.
More Urban Population is concentrating in the Railbelt from
the Kenai Peninsula up to Fairbanks and in Juneau in the Southeast. In the last
10 years over 90 percent of all the statewide population growth was in the
Railbelt and Juneau.
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This graph shows the share of the Alaska
population by age with infants on the left and seniors on the right. We can use
it to predict which age groups are likely to grow and shrink in the coming years
as the entire graph shifts to the right with the ageing of the population.
Today there is a peak in the 40-44 year old age group—the
younger baby boomers, and another peak in the 10-14 year old age group—the
children of the boomers.
Soon the baby boomers will start retiring, opening up slots in
the job market for their children, which is fortunate because there are a lot of
them. They will more frequently stay in Alaska, fueling continued rapid
growth in the senior population.
The children of the baby boomers will not only replace their
parents in the labor force, they will be entering college in larger numbers than
today. Following the children of the baby boomers are smaller cohorts that
will tmeporarily moderate the growth in the demand for primary education.
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All the indicators of economic activity, once growing faster than
the US average, have fallen to or below us average growth rates.
Population—grew at twice the us average in the decades after
statehood, but in the 90s grew no faster than the lower 48.
Resource based jobs—jobs we normally associate with
activities that bring new $$ into the economy and drive economic growth—fell
by 4k during the 90s after growing by 16k in the 80s.
Total job growth in the 90s was about 40K—with 2 of every 4
jobs in services, and 1 in 4 in trade.
The growth in trade and service jobs pulled the average wage
down 10 percent during the 90s, adjusted for inflation
The lower average wage was the main reason the average
household in 2000 had an income no higher than 1990, in spite of 10 years of
strong national economic growth. By 2000 per capita income in Ak was no
higher than the us average—the first time since at least the 1960s. After
adjusting for the higher cost of living, it was below the US average.
Total personal income—the best measure of consumer
purchasing power—increased no faster than population during the 1990s, and
Gross Product, the value of the output of the economy fell,
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driven by the drop in the market value of petroleum production.
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What accounts for the economic growth that did occur in the
1990s? There were two important, but largely invisible forces pumping money
into the economy at unprecedented rates.
Largely due to stock market gains, the amount paid out to
Alaskans through the PF Dividend doubled (99$) between 1995 and 2000,
increasing by nearly $600 million. In 2001 it fell slightly. This increase is like
adding an entire new industry to the state over 5 years with a payroll of $550
million—like the construction industry—or oil and gas.
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Federal grants to state and local governments (and others) per
capita have always been higher than the US average.
In 1990 they were highest in the nation and , at $2000, about
double the national average. Growth from 1990 to 1995 was modest, but since
1995 the increase for Alaska has been quite dramatic, particularly compared to
other high recipient states. Today per capita grants are over 3 times the
national average ($3,468 in 2000). This is pumping over $2 billion into the
economy each year.
Total federal spending in the state has also been on the rise and
in 2000 was nearly at $6 billion--$9500 for every man, woman, and child in
the state.
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Neither growth in the Dividend nor Federal transfers can sustain
future growth in the economy. More likely both will fall and create a drag on
growth.
Petroleum will continue to be strong, but not a driver like the
80s—the gasline does not carry the punch of the oil line and ANWR at best
would result in activity levels like the 80s.
Traditional resources—fish, timber, minerals—face challenges
from supply constraints and global competition.
New resource industries—like tourism and air cargo—will grow
but do not carry the economic punch of petroleum.
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Nearly all state GF revenues for the last 25 years have come
from petroleum, and since statehood we have collected more than $80 billion
from oil production and transportation (98$).venues. The GF is the source of
funding not only for basic public services.
After peaking at
over $5 billion in the early 1980’s (99$) oil revenues they have been trending
downward for three reasons.
Oil production in Alaska peaked at over 2 million barrels per
day in 1988, and is now hovering at about half that amount.
The oil price, which in the early 1980s was over $60 per barrel
in today’s dollars, fell in mid decade and has averaged less than $20 since.
The state “take” has fallen for each $ of production value as
field size diminishes and production moves to federal land where the state
must share revenues with the federal government.
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GF non-oil revenues—averaging about $500 million a year-not only have not filled the gap left by declining oil revenues, they have
remained virtually constant for the last 10 years in spite of economic growth.
This is largely due to the Alaska Disconnect—without a broad based tax,
economic growth does not add much to state revenues. Not shown here is the
other side of the Alaska Disconnect coin—economic growth that adds to the
population creates a demand for additional public services in education,
transportation, health, and other areas that must be paid out of petroleum
revenues.
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Public spending increased when oil revenues expanded, and by
all indicators public spending is moderating as oil revenues fall.
We can see this by looking at public outlays in Alaska–state and
local government combined including all funds. In the 1960s the ratio of
public outlays in Alaska to the US average was about 1.5—after adjusting for
the higher Alaska cost of living, using our own resources and with the help of
the federal government, we spent $1.50 on public services for every $1 spent in
the rest of the US. That ratio jumped to over 3 times the national average in
the early 1980s. Since then it has been trending downward and now stands just
a bit over the 1.5 ratio of the late 60’s—if the PF Dividend is netted out. Thus
is spite of the movement of state expenditures “off budget” (a code for moving
things out of the state general fund), spending continues to fall toward the
national average.
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In spite of moderation in the trend in public expenditures, state
GF revenues have fallen short of expenditures in 8 of the last 10 years. We
have been drawing down our financial assets to cover our current account
deficit. The first line of defense has been draws from the Constitutional
Budget Reserve, funded by petroleum settlement $$s in during the 1990s. The
CBR has a balance of about $3 billion but without new revenues or significant
budget reductions, the money in the CBR is projected to run out sometime in
FY 2005 which starts just 31 months from now.
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$1 billion, a difficult number to comprehend, is a rough estimate
of the size of the GF annual deficit when the CBR runs dry in the near future.
Although there is a long list of supposedly painless solutions to
dealing with this problem, neither finding a source of revenues that will
generate a billion dollars year in and year out nor cutting the GF budget
essentially in half are easy tasks or we would have already done one or the
other or some combination of the two.
Revenues from more petroleum activity offer the most attractive
solution—a gas pipeline and ANWR would help—but we cannot count on
either of those projects in the near term and even if these developments were
announced today, no responsible analysis has suggested they could generate
revenues of $1 billion for the state year in and year out.
Absent that possibility, there will be a squeeze on aggregate
economic purchasing power to cover this deficit—no matter if it is done by
budget cutting or imposing taxes. This will be a drag on the economy, unless
we choose to raid the PF—but even that is not a bottomless pit.

13

Management of the natural environment in Alaska is
complicated by the pattern of land ownership.
Of the 375 million acres of Alaska, the federal government
owns 221 million—59 percent.
State and local governments own 107 million acres, for a
combined public sector ownership of 87 percent.
The remainder—47 million is in private hands. Of that 44
million is held by Native Corporations.
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Population growth and economic development are putting
increasing pressure on the utilization of Alaska’s fish and game resources. The
vast majority of the total harvest by weight (excluding bottomfish) is taken by
the commercial fishery. Subsistence takes about 3 percent and sport harvesters
about 1 percent.
In spite of this there are growing conflicts among users for
particular species and at particular locations. Compounding the issues
surrounding the sharing of these resources is the increasing importance of nonresidents in the annual sport harvest, which in turn is important for the tourist
visitor industry—one of the expanding sectors of the economy bringing new
dollars into the state.
In 1990 the number of non-resident sport fishing licenses first
surpassed the number of resident licenses. Since then the annual number of
resident licenses has not increased but the number of non-resident licenses has
grown by 100k.
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Due to our vast size, data on water and air quality is sparse.
The Alaska Department of Environmental Conservation reports
Alaska’s watersheds are in relatively pristine condition, but urban runoff,
mining in the Interior and Northwest, seafood processing in the Aleutians, and
wood processing in the Southeast have polluted individual waterways. Ground
water is probably of excellent quality in most of Alaska but leaking fuel
storage tanks, improper wastewater disposal, contamination at military
installations, failed septic systems, and other problems have harmed ground
water in specific locations.
Alaska has good air according to the Environmental Protection
Agency, at least in the 5 urban and rural sites it monitors. The biggest air
pollution problems have historically been in Anchorage and Fairbanks during
winter temperature inversions. Newer cars, ethanol blended gasoline, vehicle
inspection programs, and other changes have sharply reduced emissions.
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Alaska’s adult population is better educated than the US
average—but the gap is narrowing. 88% of Alaskans are high school graduates
compared to the US average of 82 %. 26% have college degrees compared to
the US average of 25%. This is partially the legacy of the high number of
professional jobs in government and resource development.
In spring 2001 10 grade students took the high school exit
exam.
56% failed math
53% failed writing
34% failed reading
Low income and minority students are most likely to fail
84% of HS seniors graduated compared to 92% of the us as a
whole.
40% of graduates started college within a year compared to 61%
for the US as a whole.
In recent years 60% of HS graduates starting college went
outside Alaska, the highest share in the nation.
Alaska teacher salaries were 25% above the US average in
1990, but only 8% in 99—after adjusting for the COL.
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The children of the baby boomers are fast approaching college
age and the job market. Demand for higher education and technical training
will continue to grow even if the economy slows.
The Alaska Native population is young and over-represented in
our primary and secondary schools. Although 17% of the non-Native
population is of school age, about 24% of the Native population is school age.
Other minority groups are also younger than the white
population. In the Anchorage School District 38 percent of students are
reported as being of a racial or ethnic minority.
The children of the baby boomers will not only be going to
college and getting jobs, they will start having children. After a period of slow
growth or decline, in a few years time the grandchildren of the baby boomers
will start filling the primary school classrooms.
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There are at least 3 very different life styles practiced in Alaska
--urban, maritime, rural.
All these lifestyles are partially paid for (some would say
subsidized by) oil.
The average household receives more in PF Dividend payments
than they pay in state and local taxes.
However, Alaska is the only state to move towards more income
equality in the last 20 years, at least partially due to the PF Dividend. On the
other hand geographic inequality remains. For example the share of school
children with parents receiving public assistance is over 60% in the poorest
districts.
The composition of households is changing. Today only 5 in 10
households consists of a couple, and only 3 in 10 are the traditional family with
children. 1 in 10 is a household headed by a single mother. The rest are
mainly people living alone and people living with housemates to whom they
are not related.
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Although we have made significant progress on many health
related issues, the state still ranks worse than the national average in all these
areas.
Alaska natives are particularly vulnerable:

Natives

incidence of cigarette smoking among Adult
2 times US Average
Accidental Death
3

times
Suicide
4
times
Tuberculosis
5 times
Babies born with fetal alcohol syndrome
10 times
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Marketable Resources
Natural Environment
Physical Infrastructure
Native Corporations
Financial Assets
Personal Assets
Social Capital
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