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ks in the cards that l 970 through 

«l'i-l ,~ill bring to Alaska a construction 
:.0on1 that staggers imaginations. Money 
J!ld demand will be tl10:-;;;, in great quan­
tit\' and on short notice. 

~\nd w!iilc great benefits will accrue 
/rom the boom, Alaska will pay a certain 
price for the luxury of sudden prosperity. 
Dr. Arion Tussing, young Alaskan econ­
omist, offers insight into what 1970 to 
!974 will bring in a special interview 
with Alaska Construction & Oil Report. 

Tussing sees !970 leading into a 
two to three-year "pinch" in supply of a 
great demand for construction services 
in Alaska. Construction demand from 
three sources will coincide, peaking in 
! 971 and 197 2 with needs that Alaska's 
existing construction industry will be 
hard-put to meet. 

Building of the Trans-Alaska Pipeline 
and related access roads and feeder 
pipelines will place one kind of demand 
on the ir:dustl':,·, and it's higr.ly likely 
that public construction may spurt at the 
same time. State government, with $900 
million in bonus bid revenues, may be 
anxious to indulge a luxury long denied 
Alaska by providing matching funds for as 
many federal-state projects as possible. 
Local governments, with security and 
credit strengthened by a wealthier state, 
will be out with bond issues to build 
sorely-needed sewers, streets, power 
plants and other public services. Coin­
ciding with demand from industry and 
government, private commercial build­
ing will boom like never before; Alaska 
is becoming a 'gl;unor' investment area 
and financing will be available for new 
office and retail structures. Home­
builders, already hard-put to meet the 
market, will face increased demand. 

Consequence of the coming construc­
tion "pinch" (stiff competition for avail­
able labor and supply services) will be 
higher prices paid for construction ser­
vices right on down the line from main 
contractor to the laborer. Since con­
struction is the instrument contributing 
most to Alaska's artificial regional infla­
tion, Dr. Tussing believes that inflation. 
within the industry will spill out quickly 
into the general economy. J\laskaprices, 
with certain exceptions, will increase 
sharply. 

Land and housing costs will skyrocket, 
and will be the leading factor in in­
creasing Alaska inf!ation. Cost of p~-ofes­
sioni-J and manual services in Alaska 
will climb; business services such as 
accounting and legal advice, blue-collar 
services such as maintenance. 

Commodity prices will not be affected, 
at least as drastically, by the boom, 
Dr. Tussing believes. Cost of groceries, 
clothing and general merchandise hav,, 
been decreasing in Alaska's urban areas 
over the past few years, or at least the 

'real cost' of goods in relation to rising 
inflation Outside has decreased. Chain 
stores, and improved transportation to 
Alasf:n, have had a lot to do with this. 

In the end, commodity prices may 
actually decrease, or at least fail to 
inflate, because of increased volume de­
mands for goods from a larger popula­
tion. An increase in volume turnover in 
commodities will have a definite effect 
in producing lower unit prices. 

Inflationary instrnment 
The construction industry seems to 

been near the heart of the process 
of regional inflation in the past, Dr. 
Tussing contends. 

Here, in an interview with Dr. 
Arion Tussing, is insight into 
v,1hat the biggest Alaska con­
struction boom of all will bring: 
a "pinch" in meeting construc­
tion demand and more inflation 
for Alaska. Also, how the federal 
government has supported and 
perpetuated Alaska's inflated 
prices. 

"This will almos.t certainly be at the 
heart of the problem over the next few 
years, also, " he says. 

'' High construction costs cause or are 
associated with generally high levels of 
prices, high costs of living, high costs 
of doing business and high money wages 
through three related economic mecha­
nisms: One, building costs are trans­
lated directly into housing costs and costs 
of business overhead. 

Two, high wages and rates of return to 
capital and enterprise in construction 
become the norms for the rest of the 
Alaska economy. 

Three, enlarged cash flows from con­
struction create a ,,illingness and ability 
to pay higher prices and wages in other 
sectors of the economy, so long as there 
is someone willing to pay inflated prices 
for a large volume of construction." 

Dr. Tussing goes on: 
"This 'someone' in the past has largely 

been the federal government; in the near 
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future it will be the oil industry and 
industries associated with it." 

High constrnction costs stem f1'.om a 
number of interrelated factors, Tu~sing 
points out, including bur. not lirnitqd to: 

·' Environmental factors; permafrost, 
snow cover, wind, temperature\ ex­
tremes, seasonal variations in day)ight. 
v,hich affect both structural require-
ments and construction methods. ! 

"Two, avoidable or umwoidable ~ea­
sonal and cyclical fluctuations in con­
struction activi!y, ,,11ich incresse labor 
procurement costs, labor turnover, 
chart;es for idle equipment and invento­
ries, and unemployment insurance costs. 

'' Three, increased material costs as­
sociated with delivery delays and other 
transport unreliability. 

"Four, monopolistic restrictions and 
exploitation in the lahor, capital and 
materials markets. 

''Five, timing and methods of awarding 
government construction contracts. 

''Six, the inability to utilize economies 
of scale because of low population and 
economic densities, plus low productivity 
associated ,,ith poor organization, man­
agement and techniques in parts of the 
construction industry.'' 

"The effectiveness of any solution, o,· 
any program to deal with Alaska regional 
inflation depends upon an ability to cope 
with some or all of these conditions," 
Dr. Tussing s2.ys. 

"The existence of each·of them can be 
demonstrated, but we do not have a goud 
understanding of the relative importance 
of each one, or exactly how each factor 
operates. There is not sufficient infor­
mation for effective action." 

'' A serious study of the Alaska con­
struction industry is needed, urgently. 
One of the products of this study woulc be 
a sorting out of what parts of Alaska's 
high construction costs are inescapable 
and what parts can be remedied. Prior 
to such a study, however, the most 
promising area would seem to be in an 
agency finding information of future 
housing requirements, future business 
and government construction plans, fu­
ture business and government construc­
tion plans, furnre labor requirern(,nts 
and supply. 

'' There could be estimates or p1 o­
jections on a monthly basis for 18 months 
in the future, quarterly estimates for 
18 additional months, and annual esti­
mates for an additional two years, 2Jt 
revised monthly or quarterly. Thts 
would help both business and gcvernmcm 
to plan contracting activity and procure­
ment, and contractors would have stable 
projections with ,,hich to gauge equip­
ment purchases and material sources. 

"Another important part of such a 
study would be the ident.ifieation of inap­
propriate and wasteful techniques and 

I a/aska construction & oii rnport I march, 1970 35 



CONSTRUCTION 

CONTINUED ----------------­

their causes. Productivity in the parts of 
the construction industry is lower than 
can be explained by environment or lo­
cation. Are there new techniques or 
organizational methods which can im­
p rove productivity or circumvent par­
ticularly high-cost elements in the pro­
duction picture? 

'' Another area would be federal-state­
industry cooperation in timing and meth­
ods of contracting and procurement. The 
oil industry, and the federal and state 
government between them, account for a 
very high proportion of total construction 
activity in the state. Are there in 
which they can cooperate rather than 
compete to bid up the prices of labor 
and materials, productive factors which 
would be in limited supply ,,11en con­
struction contracts are "peaked". 

New techniques in cold-weather con­
struction can proceed all year around, 
Dr. Tussing points out. Why could con­
tracts not by cycled so that a contractor 
is busy at all times of the year, instead 
of in a rush during summer and closed­
down during winters. Labor costs could 
then be evened out. 

"The J. C. Penney's store in Fair­
banks was built largely during the winter. 
The contractor and client thus avoided 
excessive overtime costs for labor dur­
ing summer, plus the cost of closing 

down the job for the winter," Dr. Tussing 
says. 

"It's known tJrnt a man has less overall 
productivity when he works a 12-hour 
shift than ,,hen he works an eight-hour 
shift. Thus, in reality overtime in Alaska 
is just a way of disguising a pay raise for 
the man to work for a given company 
during the peak labor-demand part of the 
season. Labor wages fluctuate according 
to whether the season is busy or slack, 
and overtime is just a way of increasing 
pay to attract good workers. 

"If the laborer were able to· work 
eight hours a day ,18 weeks a year, he 
would be less tempted toward offers of 
lush overtime abeit temporary employ­
ment. Industry costs would then be 
stabilized, with maximum productivity 
for the dollar paid, Dr. Tussing believes. 

Communication prob I em 
Another problem facing Alaska con­

tractors is a certain lack of communica­
tion within the industry, and between 
industry and government agencies re­
searching techniques for use in the North. 

"There is today a great deal of know­
ledge of how things can be built well, and 
inexpensively, in the North,'' Dr. Tussing 
says. 

"Yet few in the industry seem to be 
taking advantage of this information that 
is available. Organizations such as the 

Anny Corps of Engineers and the Univer­
sity of Alaska's Arctic Environmental 
Engineering Laboratory have done a 
great deal of work in Northern building 
problems. Yet for all of this, con­
struction in Alaska proceeds using the 
same techniques used 10 and 20 years 
ago, or patterns used Outside with more 
insulation added. 

"There are a few apparent reasons 
for this apparent technology-gap" Dr. 
Tussing said. "Innovation and newtech­
nology is expensive, although the long-run 
savings is there. With fhe scale of con­
struction activity in Alaska, particularly 
home building, it's just to use 
the old methods. 

"What we need is an "extension ser· 
vice" for the construction industry in 
.Alaska, something modeled after the 
university's extension service for farm· 
ers. Government bears the cost of 

_ research and practical application of new 
technology to agriculture because farm· 
ers by themselves can't affort research 
and experimentation. The same thing 
is true in Alaska's construction industry; 
contractors can't always afford re· 
search, and so government should sub· 
sidize research to benefit the industry. 
In the long run, government will save 
itself considerable expense by doing this, 

CONTINUED 

WE WANT YOU TO MEET LEOJ'i!.:!lfllJ 7/UOfvJAS, VICE PRESIDENT 
IN CHARGE OF WEST AND NORTHWESTERN ALASKA OPERA T!ONS. 

Leonard has been President of Alaska AGC and is active on the 
board now. 
He is well qualified, having been in construction all his life, 
and is a vital part of the J.B. Warrack Co. success. 

SEATTLE 
P.O. BOX 9265 

QUEEN ANNE STATION 

Telex 32-9645 

ANCHORAGE 
P. 0. BOX 2080 

FEDERAL STATION 

Telex 049-8-201 

JUNEAU 
P. 0. !lOX66 

SINCE 1917 
ENGINEERS-CONTRACTORS 
WASHINGTON - ALASl<A 
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since a good part of Alaska construction 
will always be funded from the public 
sector. 

The culprit 

SELECTED BUSINESS RATIOS, U.S. AND ALASKA CORPORATIONS 
MEDIANS, 1965 
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lf construction is the unwitting instru­
ment creating Alaska inflation, federal 
government policies are the final cause 
of inflation, Dr. Tussing believes. 

INDUSTRY TIMES PERCENT PERCENT TIMES TIMES PERCENT 

"For almost 30 years the federal 
government has dominated the economy 
of Alaska; and each federal agency has 
been willing to pay whatever prices 
demanded of it to accomplish its mission. 
Each agency has accepted the prevailing 

and by doing 
so has helped to validate and perpetuate 
it. 

General Building 
Contractors 

Heavy Construction 
Contractors 

Plumbing, Heating, Air 
Conditioning Contract~rs 

Electrical Contractors 

Food & Kindred Products 
Manufactures 

Canners 

Lumber Manufacturing 

Printing, Publishing, 
Etc. 

u. s. 
Alaska 
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Alaska 
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Alaska 

U.S. 
Alaska 
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Alaska 
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1.5 
3.4 

1.7 
3.0 

1.8 
4.3 

2.1 
3.5 

2.7 
5.0 

1.7 
4.4 

2.4 
7.8 

u. s. 3.0 
Alaska 14.3 

Grocery 'M1olesalers U. S. 2.7 
Alaska 5.4 

Machinery, Equipment U.S. 2.5 
Whilesalers Alaska 2.6 

Miscellaneous Wholesalers U. S. 2.4 
Alaska 17.4 

Lumber & O!her Building U. S. 3.7 
Materials Dealers Alaska 2.5 

Groceries and Meats U. S. 2.0 
Dealers Alaska 2.9 

1.4 
6.6 

3.2 
12.5 

1.7 
4.7 

2.2 
4.9 

5.0 
5.3 

2.5 
5. 
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11.1 

7 .4 
14.1 

1.2 
2.1 

1.9 
8.6 

2.4 
2.4 

1.9 
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1.3 
2.3 

9.7 
29.1 

11.5 
76.4 

9.0 
28.0 

11.7 
32.1 

\3.6 
19. l 

10.1 
14.6 

10/0 
35.5 

14.7 
37.6 

10.0 
24.2 

9.6 
33.9 

12.9 
19.1 

7.4 
27.6 

12.2 
13.7 

7 .2 
7.6 

3.7 
9.2 

5.8 
8.3 

5.3 
5.7 

8.6 
3.2 

3.6 
2.8 

2.6 
3.2 

2,7 
3.1 

11.0 
18.0 

4.8 
3.6 

11.4 
7 .7 

3.4 
5.8 

9.0 
6.4 

31 

4.5 
2.0 

5.6 
3.2 

50.5 
5.4 

6.8 
2.1 

2.2 
5.1 

7.7 
2.8 

16.6 
7.3 

196.0 
171.1 

109.3 
161.0 

156.1 
88.1 

119.4 
52,3 

95.4 
69.2 

95.4 
57 .2 

70.5 
44.6 

81.5 
161.4 

150.8 
290.3 

112.0 
110.5 

154,7 
372.2 

89.i 
214.1 

87.1 
167.8 

'' The biggest individual item in this de­
mand over the whole period," Tussing 
says, "had undoubtedly been defense con­
struction. Whatever the mode of con­
t-racting or the cost-rationale at the par­
ticular time, defense construction has 
been de facto a "cost plus" operation 
since the beginning of World War II. It 
remains so today. Defense Department 
missions have been charged with excep­
tional urgency, and if they had cost con­
straints they were small compared with 
those of other government agericies, and 
virtually nonexistent compared to the 
normal situation in private industry. 

'' The small munber of contractors 
CONTINUED 

Sources: United States: Dun and Bradstreet, Key Business Ratios, 1965. Alaska: calculated irom 
state business tax returns by Roger A. Bye for the Federal Field Committee for Develop­
ment Planning in Alaska. 

They're right in stock at North Star Terminal 
and Stevedoring Company, Anchorage, Alaska. 

So you don't have to wait weeks for your 
urethane foam resins to come up from 'way 

down in the lower 48. 
They're ready and waiting for you to use 

in anything from pipe insulation to industrial 
insulation to building panels or roofing. 

For delivery information contact North Star 
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Terminal & Stevedoring Company, P.O. Box 
2019, 2320 Post Road, Anchorage, Alaska 
(Telephone: 277-8323). 

And for technical data or technical assistance 
on Reichhold urethane foam resins, contact 
Reichhold Chemicals, Inc., 

~--'~---------
2340 Taylor Way, ~1~}}· f1!EICMMOLD 
P.O. Box 1482, L---· -J _______ _ 

RCI Building 
Tacoma, Washington. White Plains, New York 10602 

--CIRCLE Ii 



with the experience and capability to 
operate in Alaska and the requirement 
that defense contractors pay'' prevailing 
wages'' in an area ,,here the current 
wages prevail precisely because govern­
ment is willing to pay for them, has pro­
vided a bonanza for construction entre­
preneurs and transient construction la­
borers alike. 

Tussing goes on: "Another cost-in­
flating aspect of the Alaska construction 
situation v.i1ich federal agencies have 
consistently accepted and per· 
petuated in their contracting practices 

!;t ;e>J---,, ~.., 1~,,, ,i~u 
lie c,_,...,j ll> f<'CC•,~ "c,<j 

lr,,'T' t"''" [ l<rn,~>!<-t 
) ,hdt<1, Imm <•11 IT)~ 
pbt<1.-

EXTRA HIGH 
STRENGTH 

Al.LOY STEEL 
MARINE 
SHACKLE 
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is the extreme seasonality of Alaska 
construction activity, even in those areas 
with relatively mild climates. Coupled 
with this seasonality is the practice of 
paying for great amounts of overtime 
during the short construction season. 
This happens despite great evidence that 
construction crews accomplish little 
more in twelve hours than in eight." 

"It is instructive to see that con­
struction wage differentials are among 
the highest in Alaska industries. Nor is 

that construction con-
tractors constitute the most profitable 

2935 UTAH AVENUE SO. 
SEATTLE, WASM. 98134 
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business sector in our recent regional 
inflation study (ed.-see chart), with a 
median net profit in 1965of76.4%against 
tangible net worth, 6.6 times the com­
parable ratio in the rest of the United 
States. 

"Market power in the construction in­
dustry is based upon 'normal' (like any­
where in the U.S.) barriers to entry of 
labor, capital and enterprise, and upon 
the sluggish adjustment of these factors 
to increases in demand, coupled with a 

of the federal government to 
pay ,matever costs 'prevail' under these 
circumstances. The rates of return to 
labor, to capital and to entrepreneur­
ship in government contracting have thus 
become the opportunity costs of respec­
tive productive factors in the private 
housing market and in business construc­
tion. It would not be surprising if 
inefficient patterns of work and of sea­
sonal activity, developed in a sector 
,mere cost constraints are minimal, 
were also carried over into the non­
government sector. 

Tussing goes on: 
'' To the extent that parts of the local 

service sector also have market power, 
to the extent that federal recognition of 
differentials becomes a benchmark for 
other markups, and to the extent that 
construction payrolls provide the income 
with ,mich to finance inflated prices for 
other gcods and services, federal con­
tracting and procurement sustain both 
the demand factors "pulling" and the 
cost factors "pushing up" Alaska prices. 

'' Defense contracting and procurement 
is not the only culprit here," Tussing 
says. 

"Almost every federal agency and pro­
gram in Alaska has participated in the 
inflationary process to the extent that 
it was required to pay Alaska prices for: 
construction, materials, services and 
personnel. Earthquake and flood re­
cove1)' projects underwritten by the 
Corps of Engineers and Small Business 
Administration; projects of the Economic 
Development Administration for depres­
sed areas, real estate appraisals for the 
Federal Housing Authority, the Veterans 
Administration and other mortgage-guar­
antee agencies, cost ievels authorized 
by the Bureau of Public Roads in Alaska 
Highway projects, and vel)' important, 
the 25 percent cost-of-living allowance 
for federal employees and the setting of 
wage-board rates for federal personnel 
at rates prevailing in Alaska, all of these 
are part of the picture. 

"In addition, federal regulatory agen­
cies seem to have been tolerant of 
transport monopolies, and have been in­
clined to predicate rates upon the pro­
tection of particularly inefficient car­
riers. 

"The inability of competitivecostcon­
CONTINUEC 



:: tL, 1 'nivvrsily of J\faska press and 
, ... .i,w to the public for $12 a copy. 
•. , :,::,: 11,- 111 pages of maps, tables, 
: ,:, • ._1 iplions of building design cri­
.. , ::i .-\laska, permafrost, thawing and 

: ,r.:, indexc•s, geology, glaciation, sun­
. t, .,.:,,:itlwr, and data on Alaskanwa­

i1.tludi11g depths, currents, tides, ice 
:::,,n,, and temperatures. 

;·,,, IJ.,uk is di\·ided into five main sec­
:.· ( J) l'hysical description of Alaska 

_,, .-\hskan waters (3)Light(4)Climate, 
::.: i :) ) Engineering Information. 
;·,,iJip H. ,Johnson of the Institute of 

JI 

Charles \\'. Hartman of the Institute of 
Water Resources co-authored the book. 
It draws from and develops information 
researched and compiled by the U.S. 
Weather Bureau, U.S. Geological and U. 
S. Coast & Geodetic Surveys . 

The Atlas was published under the di­
rection of Dr. Charles E. Behlke, director 
of the Institute of /\retie Environmental 
Engineering and former director of the 
Institute of Water Resources. It was 
funded by the Federal Field Committee 
for Development Planning in Alaska. D 

"120", "300", Ali\'![} "600" UNriS 

O HIGH INSULATING EFFICIENCY 

o MINIMUM WATER ABSORPTION 
0 HIGH DIMENSIONAL STABILITY o SELF-ADHERING 

(;) STRUCTURAL STRENGTH 0 SELF-EXTINGUISHING 

0 No Pumping Machine 

0 No Cleanup Time 

0 No Solvent Flush 

0 No Training Needed 

u )I ~~Jc~ .. 
AIRPORT ROAD ANCHORAGE, ALASKA 277 9222 
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James A. Anderegg, a sanitary engi­
neer, has been named to head the newly­
created Division of Environmental Health 
in the Alaska Department of Health and 
Welfare. 

"We are fortunate, indeed, to have a 
professional in environmental health with 
the training and experience of Mr. Ande­
regg," Governor Keith i\liller said in an­
nouncing the appointment. "Hewillplaya 
vital role in carrying out my Administra­
tion's effort to insure a proper balance 
between development and our unspoiled 
natural environment." 

Anderegg, on loan to the Alaska De­
partment of Health and Welfare from the 
United Public l-lealth 
graduate of the University of Cincinnati 
with a master's degree in Sanitary engi­
neering from the i\fassachusetts Institute 
of Technology. 

Before accepting his present assign­
ment, Anderegg was Chief of the Environ­
mental Health Section in the Division of 
Public Health, Department of Health and 
Welfare. 

Prior to this, he had a series of assign­
ments with the United States Public Ser-
vice, including six years in Alaska, not 
counting his more recent work with the 
State. D 
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strain ts in the private sector of Alaska's 
economy so far to hold down the prices 
and wages paid by the federal govern­
ment reflects the fact that the private 
economy is relatively small and com­
posed of a new natural resource in­
dustries unable to resist inflationary 
pressures generated elsewhere, and of 
service activities dependent upon the 
mu! ti plier effects of income from federal 
expenditures and crude-resource export. 

"There's little doubt," Dr. Tussing 
S'.3-YS, "that, as the largest economic 
force in Alaska, the federal government 
must bear direct responsibility for the 
economic backlash its spending policies 
have developed in Alaska. In 1968 federal 
payrolls were more than one-third of 
Alaska personal income; federal, state 
and local government together consti­
tuted about two-fifths of all employment 
and for about half of all wage and salary 
payments in the state. In addition, 
activity of the service sectors of the 
private economy and of construction 
ultimately depend largely upon income 
injected into the state from federal ex­
penditures. 

'' Prior to the Arctic oil boom of 1968-
69, federal expenditures must have been 
responsible through income multipliers 
and 'backward-linkages' for about three­
fourths of Alaska's gross product.'• D 
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