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The ISER report on the impact of the Alpetco project
met with a flurry of criticism regarding one of its main
conclusions--that the project would result in greater
additional expenditures by the state than the increases
in revenue the State would receive. While major portions
of the increased revenues were exogenous inputs to the
MAP model which was used for the simulations, e.qg.,

Alpetco's estimates of corporate income tax liabilities, some
of the revenue increases were derived by the model.

The model categorizes State revenues as petroleum-
related, federal transfers, income from the permanent fund,
and endogenous, meaning those related to general economic
activity. All petroleum revenues are exogenous to the
model; the latter categories are computed by the model.

In Table II.7 from the Alpetco report (appended) the
ratio of endogenous revenues to personal income (RENSRAT)
declines from 9.8% in fiscal year 1977 to 5.8% in FY 2000
in the base case simulation. The report states "the slight
downward trend in this proportion over time is indicative
of the fact that the structure of government revenues in
Alaska does not respond proportionately to an increase in
economic activity."

Table I (appended) displays historical figures for
personal income, some major non-petroleum unrestricted
revenues, and total non-petroleum unrestricted revenues
excluding investment income. The latter category should
approximate that of endogenous revenues used in the MAP
model which appears to include special fund revenues as well
as unrestricted.

Table 2 (appended) displays the revenue figures from
Table I as percentages of personal income. For the period
1961 to 1978, the ratio for total revenues increased
from 5.5% to 7.6%. There is a sub-period from 1965 to
1974 during which the ratio of total revenues to personal
income steadily declined, but upon constuction of TAPS, the
ratio jumped to a new high of 8.8% in 1977. Of course,
the TAPS project being of unparalled magnitude relative
to Alaska's economy may mean that that high may not be
reached again.



However, examination in Table 2 of the main component
of endogenous revenues, the personal income tax, reveals a
more definite upward trend in its ratio to personal income.
This is logical, given that individual incomes have been
rising and that the personal income tax structure is pro-
gressive. Indeed, this fact of an upward trend is re-
flected in recent efforts to index income taxes to avoid an
increasing percentage government take due to inflation.

It appears that personal income in proportion to
endogenous State revenue in the base case simulation
(Table II.7) in 1977, 9.8%, is correct, allowing for special
funds. However, whether this ratio should decline over
time as in the simulation is open for question.

There will be a one-time downtick in State endogenous
revenues due to the repeal of most of the business license
tax. The Department of Revenue estimates this will drop
business license revenues from $21.3 million in FY 79 to
$4.1 million in 1980.

Also, the upward trend in the ratio for personal in-
come will certainly be held in check for the next few years
by tax credits enacted into law in 1978. However, it
should resume its climb thereafter barring indexation (not
unlikely - SB 76 and HB 268 were introduced for this pur-
pose in 1977) or further tax reduction measures. The move-
ment of the personal income tax should be more determinate
of the trend in endogenous revenue in the future since
by FY 1978, it accounted for 48% of all endogenous revenue
up from 28% in 1961.

Of course, what was of concern in the Alpetco report
was not the way the model's assumptions worked themselves
out in the base case, but their depiction of Alpetco's
impact. In Table 3 (appended), the increases in personal
and non-petroleum corporate income taxes generated by
Alpetco are compared to increases in personal income stem-
ming from the project. These figures are derived from
Tables III.4 and III.6 in the Alpetco report (appended).
Alpetco's estimated corporate income taxes are excluded
from non-petroleum corporate income taxes.

From this last table, it appears that the increase in
non-petroleum corporate income taxes relative to increases
in personal income is at the level of recent historical
averages, .7%, over most of the simulation while that for
the personal income tax ranges well below the historical
averages in Table 2. In the absence of legislation, the
ratio for personal income taxes in Table 3 should increase
over time due to the effect of a progressive tax structure
on increasing incomes, both nominal and real.



However, the ratios in Table 3 are measures of the
marginal responsiveness of taxes to increases in personal
income and should be judged for reasonableness by looking,
not at the average ratios in Table 2, but by some marginal
measures that can be derived from Table 1. For example,

Change in Personal Change in Non-Petroleum
Income Tax as a % Corporate Income Tax as

of Change in a % of Change in
Fiscal Year Personal Income Personal Income
1975 5.2% 1.8%
1976 6.7 .8
1977 20.2 1.3
1978 83.1 2.6

Certainly these marginal rates for the pipeline con-
struction years are only relevant to the construction phase
for Alpetco. Yet, the highest marginal rate of personal
income tax to personal income increases during Alpetco con-
struction is only 3%. Given the cavalier expenditure of
funds for TAPS construction, a proper ratio for Alpetco
would perhaps be less than those experienced during TAPS
construction.

The model might be improved by making income taxes more
responsive to inflation and changes in wage rates, as well
as re—evaluating the direction and degree of a trend, if
any, in the relation of endogenous revenues to personal
income.



TNDICATORS OF STATE FISCAL POSITION

SIMF RENSRAT EXRITES vinul2

1977 245,672 0,098 0,222 0.748
1278 149,935 0,082 0,257 0.A58
1979 A3L.177 0.078 0.257 0,636
1980 814,892 6.072 04236 0.633
1981 324,85 G084 0,219 0461

1982 881,842 0,087 0,232 Q.568
1783 703,154 0,072 0.32463 0.539
1294 13920.42 0,07 0,225 3,549
1485 15431 0,048 0,247 0.531
1786 1591.33 0.047 0.244 0,345
1967 14164, 0,046 Q.243 0,54

17838 1185.,44 0.065 s 24 013533
19389 ?48,255 0.064 C.237 0. EZ2
1990 702,343 0,063 0.237 0.516
1921 469,357 Q2.062 0.234 s 509
1992 221,125 0,082 G235 0.3

1993 -15.101 0,061 0.233 0,495
1994 ~276.078 0.06 0.23 Q.47

1973 . ~367.083 0.059 Q.227 0,484
1996 -918,563 0.059 0.228 0.475
16997 ~1304.77 0,058 0. 227 0,47

1998 ~1716.03 0.038 2 0,465
L7999 -21%538.33 0,088 0.9462
2000 ~2654.3 0,058 0.459

STMP = general fund revenus=s minus geneval fund expanditures {(willlon §)
RENSRAT == eandogenous revenues as a percentaze of persoral income (percent)
LZBITES state total expendiipures as a parceatage of nersonal iccome (pa2rcent)
VIABL2 = non—-petronleum ravanues (not including permanent fuand sarnings)

as a percentage of general fund eiupenditures (pexcent)



TABLE 1

NON-PETROLEUM UNRESTRICTED REVENUES
($ millions)

Total
Non-Petroleum
Unrestricted
Revenue
Personal Non-Petroleum Business Selected Sales & Licenses, Fees Excluding

Fiscal Personal Income Corporate license Gross Receipts and Investment

Year Income(l) Tax (2) Income Tax (3) Tax (2) Taxes (4) Permits (2) Income (2,3)

1961 657 10 1 1 8 3 36

1962 651 12 2 1 11 4 42

1963 693 13 2 2 11 5 43

1964 745 14 2 2 11 4 51

1965 842 16 2 3 11 5 64

1966 886 19 4 3 13 6 62

1967 972 23 3 3 13 6 63

1968 1066 23 4 4 15 7 68

1969 1163 25 4 4 17 7 75

1970 1350 32 5 5 19 8 89

1971 1470 36 6 6 20 9 95

1972 1618 39 6 6 21 9 104

1973 1840 43 6 7 23 10 115

1974 2165 49 7 8 25 11 132

1975 2900 87 20 11 31 14 204

1976 3774 146 27 19 41 16 287

1977 4091 210 31 23 40 16 362

1978 4014* 146 29 22 44 19 305

Sources:

(1) U.S. Dept. of Commerce, Bureau of Economic Analysis (fiscal year basis)

(2) Alaska Dept. of Revenue, "Revenue Sources"

(3) Alaska Dept. of Revenue, unpublished data

(4) Includes fuel, alcoholic beverage, tobacco products, insurance premiums and electric and
telephone utilities taxes

*Based on Commerce & Economic Development estimate for 4th guarter 1978



TABLE 2

NON-PETROLEUM UNRESTRICTED REVENUES AS A % OF PERSONAL INCOME

Total
Non-Petroleum
Selected Unrestricted
Sales & Revenue
Personal Non-Petroleum Business Gross Licenses, Excluding
Fiscal Income Corporate License Receipts Fees, and Investment
Year Tax Income Tax Tax Taxes Permits Income
1961 1.5% 2% 2% 1.2% .5% 5.5%
1962 1.8 .3 .2 1.7 .6 6.5
1963 1.9 .3 .3 1.6 .7 6.2
1964 1.9 .3 .3 1.5 .5 6.8
1965 1.9 .2 .4 1.3 .6 7.6
1966 2.1 .5 .3 1.5 .7 7.0
1967 2.4 .3 .3 1.3 .6 6.5
1968 2.2 .4 .4 1.4 .7 6.4
1969 2.1 .3 .3 1.5 .6 6.4
1970 2.4 .4 .4 1.4 .6 6.6
1971 2.4 .4 .4 1.4 .6 6.5
1972 2.4 .4 .4 1.3 .6 6.4
1973 2.3 .3 .4 1.3 .5 6.3
1974 2.3 .3 .4 1.2 .5 6.2
1975 3.0 .7 .4 1.1 .5 7.0
1976 3.9 .7 .5 1.1 .4 7.6
1977 5.1 .8 .6 1.0 .4 8.8
1978 3.6 .7 .5 1.1 .5 7.6



TABLE 3

ALPETCO IMPACT
RESPONSIVENESS OF INCOME TAXES TO INCREASES IN PERSONAL INCOME

Increase in Non-Petroleum
Increase in Personal Income Tax Corporate Income Tax
Fiscal as a % of : as a % of Increase in
Year Increase in Personal Income Personal Income

1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
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1
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(or 1.0%)*
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*Depends on whether a negative tax liability for
Alpetco for this year as shown in the simulation
is deducted from state tax receipts.



fable I11.4.

THEACT OF ALTETCO ON INCOMI AND VRILCHES
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0,011
0,01
0,01
Q.01
0,01
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Q0,009
0,009
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Q,007
0,007
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PI = perconal income (million §)

PINRPC = real per capita persomal income (deflared by RPI)
RPI = relative price indax for Alaska (1967US = 100)
PRAT = ratio of RPI to U.5. CPL

Nota: All variables measured as the diffarence from the base case.
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IMPACT OF ALPETCO ON INDIVIDUAL COMPONENTS
OF STATE ENDOGENOUS REVENUES
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