UNIVERSITY OF ALASKA, INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH,

APRIL 1982, Vol. XiX, No.2

FEDERAL REVENUES
AND SPENDING IN ALASKA

INTRODUCTION

This Review looks at (1) how much the federal
government spent in Alaska in 1980 and earlier years,
as compared with how much it collected here in
taxes, and (2) how this flow of federal money into
and out of Alaska affected the state’s economy.l

Most of the information presented here is from a
study we recently did for the Alaska Statehood Com-
mission. 2 The commission asked us to examine the
fiscal relationship between Alaska and the federal
government, looking particularly at how development
of the Prudhoe Bay oil field has changed that rela-
tionship. 3

U1n this Review we consider only direct federal spending in
Alaska; the federal government also supports the state econ-
omy through loan programs.

2Federal Revenues and Spending in Alaska, by Seoit Gold-
smith and J. Phillip Rowe, Institute of Social and Economic
Research, University of Alaska, September 1281. The views
expressed here, however, are those of ISER and are not neces-
sarily shaved by the commission,

3The commission was established in 1980 to examine the
relationship that has developed between Alaska and the federal

We recognize as we write this in early 1982 that
both federal spending and revenue collection in
Alaska will be different this year than in 1980, as a
result not only of changes in federal tax laws and
spending policies but also the falling price of oil.
Nevertheless, we feel thal the detailed 1980 figures
we present here still provide useful information on
and insight into the fiscal relationship between Alaska
and the federal government. In a concluding section
we look at likely changes in federal spending and
collection here in 1982 and the coming years.

In the following pages we present a number of
statistics that are inferesting in themselves; but taken
together, the figures reveal how federal spending
and taxation affect Alaskans and their economy. In
the Conclusions section, we discuss what we find
most significant about these figures, and assess the
place of the federal government in Alaska’s economy
today.

THE FEDERAL GOVERNMENT IN ALASKA
The federal government has been a mainstay of

{Fooinote 3 cantinued)
government since Alaska became a state in 1959,

This Review, after briefly describing the role of the
federal government in Alaska’s economy over the past several
decades, looks in detail at federal spending in Alaska in 1980,
breaking out categories of federal spending: expenditures of
various federal agencies; largest grant programs in the state;
and federal wages, jobs and transfer payments by census
division. It also provides information on levels of federal
spending and numbers of federal jobs in Alaska in earlier years.

Turning next to federal revenue collection here in 1980,

we discuss the largest sources of federal revenues in Alaska, in-
cluding both those paid by corporations and by individual
Alaskans, and assess the effects of the progressive federal in-
come tax structure on Alaskans’ incomes,

We then look at the net effects of federal spending
and taxation on numbers of jobs in Alaska. Finally, we discuss
the significance of the statistics presented here, and talk
about likely changes in federal spending and collection in
Alaska in the coming years.
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Alaska’s economy since World War 1I, when the De-
partment of Defense recognized that Alaska’s loca-
tion would make it strategically important to U.S. de-
fense in the coming years. During and after the war,
the Defense Department established air bases, missile
gites, communications systems, and other military
facilities throughout the state. An Alaskan economist
has described these Department of Defense activities
as the biggest “industry” in Alaska throughout the
1950s and 1960s. 4

Apart from federal activities, Alaska’s economy
has historically been driven by production of natural
resources—fur, gold, fish, timber, and, most recently,
petroleum. But in the 1950s and 1960s, the economic
activity generated here by natural resource industries
was much less than that generated by activities of the
federal government in Alaska—primarily activities of
the Department of Defense and secondarily activi-
ties of various federal agencies responsible for man-
aging the vast federal land holdings in Alaska.
In the 1970s, natural resource development once

4g5ee George W. Rogers, “Alaska’s Economy in the 1960s,”
Alaska Review of Business and Economic Conditions 7
{December 1970).

outside the

again assumed prominance in Alaska’s economy, as
development, of the Prudhoe Bay oil field muliiplied
state government revenues and brought on sharp in-
creases in the number of jobs in the state. By 1980,
the federal government was no longer the dominant
force in the state economy that it had been two dec-
ades earlier, but, as shown in the following pages, the
federal government in the 1980s is still an important
force in an economy that is otherwise very much sub-

- ject to the vicissitudes of natural resource develop-

ment.

Federal Spending in Alaska

Federal Spending Statewide °
Of the $2.2 billion the federal government spent

in Alaska in 1980, 78 percent was for operational

5The figures in this section represent obligations of various
federal agencies operating in Alaska in 1980, as opposed to
amounts actually spent—the difference being that some money
obligated in & givenr year may not be spent until the following
year.. Also; the: figures presented here have been adjusted to
include - only.: money actually spent in Alaska; in some in-
stances; money; that is budgeted for Alaska operations is spent
stat‘g'ffor supplies and equipment, for instance.
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expenses and 22 percent for grants. The biggest
federai spender in Alaska that year was the Depart-
ment of Defense, with expenditures of $760 million;
the second largest was the Interior Department,
which spent about half that amount. One-third of
federal grant money in Alaska in 1980 was for
highway planning and construction, Other grant
programs that received substantinol shares of federal
money included education programs, state-operated
welfare programs, and programs for the unemployed.

In Alaska and across the country, the federal
government spends money primarily for its own oper-
ations and secondarily for grants to state and local
governments and private organizations. Operational

Table 1
Direct Federal Spending in Alaska, FY 1980

{in millions of dollars}

Percentage
Categories of Expense Amount o’ Total
Operations
Military Payroll $ 303.0 13.8%
Civilian Payroll 4227 19.2
Direct Transfers? 178.1 8.1
Other Operating Exp.P 823.0 37.4
Total Operations $1,726.9 78.5%
Grants
Grants to State, local,
and private agencies 410.2 18.6
Indirect Transfers® 63.7 2.9
Total Grants $473.9 21.5%
Total Expenses $2,200.8 100%

Direct federal transfer payments are those, like Social
Security payments, that the federal government itself pays
its citizens. See Table 8 for a list of direct federal transfer
programs.

Bincludes maintenance, procurement, and other operations
costs not specifically included in other categories, as wetl as
costs of operating the Alaska Railroad and the U.S. Postal
Service in Alaska.

CIndirect federal transfers are monies the federa! govern-
ment contributes to transfer programs that the State of
Alaska administers and shares costs of. See Table 8 for a list
of state-administered programs partially paid for by the
federal government.

Sources: Community Services Administration, Geographic
Distribution of Federal Funds in Alaska, 1980;
Bureau of Economic Analysis, ““Major Sources of
Personal Income.”

costs include all the federal government’s costs of
providing services, paying ifs civilian and military em-
ployees, maintaining and constructing federal facili-
ties, and making transfer payments to individuais.
Federal grants are mainly monies the federal govern-
ment distributes to state and local governments to
help pay for a wide range of public programs. A
smaller portion of federal grants go to private, non-
profit organizations, and to individuals.

Table 1 shows that the federal government spent
about $2.2 billion in Alaska in fiscal 1980. About
$1.7 billion, or 78 percent, of that total was for oper-
ational expenses. Nearly half a hillion, or 22 percent,
was for grants,

The federal government’s biggest expenses in
Alaska in 1980 were $725 million for military and
civilan payrolls and $823 million for other kinds of
operating expenses. Those two categories of expense
accounted for about 70 percent of federal spending in
the state that year. Another $178 million, or about 8
percent of the total $2.2 billion, was paid directly to
Alaskans in Social Security and other transfer pay-
ments,

Federal grants in Alaska in 1980 totalled about
$474 million, with most of that money going to the
state and local governments, and smaller portions to
individuals and nonprofit organizations. Table 2 lists
the largest federal grant programs in Alaska in 1980.
Federal aid for trangportation planning and construe-
tion garmered by far the largest share of federal grant
money here in 1980—$136 million, or nearly one-
third of the total. Most of that $136 million was
specifically for highway planning and construction.
Alaska has historically received substantial federal
highway grants, because these grants are determined
in part by the proportion of federal land in the state;
until recent years, about 90 percent of the land in
Alaska was owned by the federal government,; and
today the federal government still owns about 60
percent of land in the state.

Other programs that received smaller but still
significant shares of federal grant money in Alaska in
1980 were education programs, state-operated wel-
fare programs, and programs for the unemployed.
Education programs received approximately $67
million, or about 14 percent of total grants. The
largest federal grants for education in 1980 went to
the School Aid to Federally Affected Areas program,
which provides money to schools in areas where the
federal government owns lands that are exempt from
local taxes, :

Federal contributions to three state-operated
welfare programs made up about 13 percent of fed-
eral grants here in 1980. The Food Stamp, Medicaid,
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Table 2
Largest Federal Grant Programs in Alaska,
FY 1980
{in millions of dollars}
Percentage of
Categories of Programs Amount Total Grants?

Aid for Transportation

Planning & Construction $136.1 29%
Highway Planning & Construction 108.6
Adrport Planning 17.2
Other Transportation 10.3
Aid for Education $66.9 14%
School Aid to Federally Affected
Areas 48.9
School Nutrition Programs 5.8
Head Start Program 3.3
Other Aid to Education 8.9
Aid to State-Administered Welfare
Programs $63.7 13%
Food Stamp Program 25.6
Medicaid 22.4
Aid to Families w/Dependent
Children 18.7
Aid to Unemployed & Underemployed  $54.8 12%
Comprehensive Employment &
Training Program (CETA)} 285
Econ. Develop. Grants 3.9
Unemployment Ins. Admin. 0.8
Other 10.5
Aid to Alaska Natives $26.4 6%
Indian Employment & Training
Program £ 12.0
Indian Employ, Assist. 6.0
Other Native Assist, 8.4

Other Programs® 26%

AAlaska received a total of $474 million in federal grants in 1980;
this column shows what propartions of that fotal the largest grant
programs received,

brederal grants to the state government for administration of the
unemployment insurance program.

CThere were more than 200 grant programs in Alaska in 1980, 72 of
which received at least $500,000 each.

Source: Community Services Administration, Geographic Distri-
bution of Federal Funds in Alaska, 1980.

federal government encourages employers to hire the
chronically unemployed by helping pay the wages of
such workers.

An additional 6 percent of federal grant money
in Alaska in 1980 went to aid programs specifically
for Alaska Natives, including employment and
training programs.

The balance of federal grant money—about one-
fourth of the total $474 million—was divided among
the remaining grants programs in the state. There
were motre than two hundred federal grant programs
here in 1980, and seventy-two of these received more
than $500,000 each.

Table 3 shows how federal operational and
grants spending changed in Alaska between 1974 and
1980. During that 6-year period, overall federal
spending in Alaska nearly doubled, growing from
$1.2 billion to $2.2 billion. Operational expenses
alone grew about 115 percent, increasing [rom $805
million to $1.7 billion. Federal grant spending in
Alaska also generally increased, although not as much
as operational spending. In 1974, grants accounted
for nearly 30 percent of all federal spending in
Alaska; by 1980, they made up only 22 percent.

The federal agencies responsible for spending
$2.2 billion in Alaska in 1980 are listed In Table 4,
The Department of Defense, which spent $760 mil-
lion, or nearly 35 percent of all federal money ex-
pended here that year, was by far the largest single
spender. This is not surprising; as we discussed earlier,
defense spending in Alaska has been substantial since
World War II. The Air Force spent about half of the
money expended for defense in Alaska in 1980.

and Aid to Families with Dependent Children
(AFDC) programs received about $64 million of fed-
eral money that year. The federal government pays
half the costs of the Medicaid and AFDC programs in
Alaska, and all but administrative costs of the Food
Stamp program.

- Programs to help the unemployed in Alaska cost
the federal government about $55 million in 1980.
Chief among these was the Comprehensive Employ-
ment and Training (CETA) program, under which the

+

Table 3

Federal Expenditures for Operations and Grants
in Alaska, FY 1974—1980

{in millions of dollars)

Fiscal Year Operations Grants Total
1980 $1,726.9 $473.9 $2,200.8
1979 1,610.8 421.4 1,032.2
1978 1,354.8 398.3 1,763.1
1977 1,087.8 457.0 1,544.8
1976 1,113.6 254.5 1.368.1
1975 947.5 367.6 1,315.%
1974 805.4 3201 1,125.6

Sources: Fiscal years 1974-1976, Community Services Ad-
ministration, Federal Outlays in Alaska; fiscal
years 1977-1980, Community Services Administra-
tion, Geographic Distribution of Federal Fundsin

Alaska. J
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The next largest spender in Alaska in 1980 was
the Department of the Interior, with expenses of
about $350 million. The Department of the Interior
spends significant sums in Alaska because its various
agencies manage the federal government’s huge land
holdings in the state. In most earlier years, the Bureau
of Land Management (BLM) spent more money here
than any other Interior agency, because it had the
largest share of responsibility for federal lands. In
1980, however, expenditures of the U.S, Geological
Survey (USGS) were the largest because USGS was
overseeing a federal pefroleum exploration program
in the National Petroleum Reserve on the North

Slope. The USGS spent about half of all money
expended by the Department of the Interior here in
1980.

Table 4 shows that the departments of Transpor-
tation and Health and Human Services each spent
about $300 million in Alaska in 1980. Within the De-
partment of Transportation, the agency with the
largest budget was the Federal Highway Administra-
tion; as we noted in our discussion of grant programs,
most of this money was for federal highway grants to
the state. In the Department of Health and Human
Services, the biggest spender in 1980 was the Indian
Health Service, which spent about $120 million to

Table 4

Federal Expenditures in Alaska, by Department, FY 1980

{in millions of dollars}

Percentage
of Total
Department Expenditures Expenditures
Deafense $762.3 34.6%
Air Force 394.9
Army 261.5
Navy 53.4
Corps of Engineers 26.6
National Guard 25.9
Interior $346.8 15.8%
Geological Survey 167.8%
Bureau of Indian Affairs 89.2
Bureau of Land Mgt. 42.9
Fish & Wildlife Svc, 19.5
Office of the Secretary 12.3
National Park Service : 7.8
Other Agencies 7.3
Transportation $291.4 13.2%
Federal Hwy. Admin. 109.3
Federal Aviation Admin, 81.8
Coast Guard bh.6
Aldaska Railroad 34.7
Other Agencies 10.0
Health & Human Services $279.8 12.7%
Indian Health Sve. &
Facilities 121.1.
Social Security Admin. 93.4
Health Care Financing
Admin. 39.9
Office of the Secretary 14.8

Other Agencies 6.9

Percentage
. of Total
Department Expenditures Expenditures
Labor $82.3 3.7%
Employ. Training Admin. 77.0
Other b.3
Agriculture $81.3 3.7%
Forest Service 38.4
Food & Nutrition Sve. 33.7
Other Agencies 9.2
Education $71.6 3.3%
School Assist. Federally
Affected Areas 48.9
Educationally Deprived
Children’s Program 5.2
Indian Education Grants 3.9
Other Programs 13.6
Postal Service $55.0 2.5%
Commerce $46.4 2.1%
Nat'l. Oceanic & Atmos-
pheric Admin. 38.9
Econ. Develop. Admin, 4.8
Census Bureau 1.8
Other Agencies .9 ,
Veterans Admin. $37.1 1.7%
Treasury $34.9 1.6%
Other Departments $112.0 5.1%
Total $2,200.8 100.0%

*Expenditures of the Geological Survey were exceptionally large here in 1980 because that agency was carrying out a petroleum
exploration program in the National Petroleum Reserve on the North Slope.

Source: Community Services Administration, Geographic Distribution of Federal Funds in Ala.éka, 1980,
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provide services to Alaska Natives and maintain
health service hospitals and clinics. The Social Secur-
ity Administration spent about $93 million here in
1980, largely for payments to retired or disabled
Alaskans,

Table b

Federal? and Total Wages and Salaries in Alaska,
by Census Di\.'ision,b 1979

{in millions of dollars)

Federal All Federal as
Wages &  Wages & Percentage

Census Division Salaries® Salaries of Totat
Aleutian Islands $439 $ B6S8 51%
Anchorage 361.3 1,794.6 20
Angoon A 4.3 9
Barrow-North Slope 2.1 193.4 1
Bethel 10.1 39,7 2b
Bristol Bay Borough 71 17.4 41
Bristol Bay 2.1 23.8 Q
Cordova-McCarthy 2.1 25.2 8
Fairbanks 118.1 543.4 22
Haines g 8.0 g
Juneay 23.6 204.2 12
Kenai-Cook Inlet 3.7 154.5 2
Ketchikan 8.6 1145 8
Kobuk 3.5 13.9 25
Kodiak 13.0 83.0 14
Kuskokwim 4.6 1.5 61
Matanuska-Susitna 2.9 bG8 5
Nome 6.8 36.3 19
Quter Ketchikan 2.3 a1 25
Prince of Wales Rt ] 14.5 6
Seward 2.8 24.5 11
Sitka 16.9 86.1 18
Skagway-Yakutat 2.2 14.b 156
Southeast Fairbanks 19.1 315 61
Upper Yukaon .8 4,2 19
Valdez-Chitina-Whittier 1.9 49.0 4
Wade Hampton 3.2 7.5 43
Wrangell-Petersburg 4.8 46.0 10
Yukon-Koyukuk 17.9 61.0 29
Alaska $686.4 $3,764.4 18%
U.s. 6%

8|ncludes both military and civilian payrolls.

DThis table shows census divisions as they existed in 1979;
in the 1880 census, the U.S. Bureau of the Census changed
the boundaries of some divisions and reduced the total
number of divisions from 29 to 23.

Source: U.S. Department of Commerce, Bureau of Eco-
nomic Analysis, Local Area Personal [ncome,
1874-1979, june 1981.

Together, the departments of Defense, Interior,
Transportation, and Health and Human Services spent
about 80 percent of all federal money expended here
in 1980. The remaining 20 percent was divided
among various departments, the chief of which were
the departments of Labor, Education, and Agricul-
ture,

Federal Wages and Jobs

In the preceding section we looked at overall
federal spending in Alaska; in this section we focus on
a single component of that federal spending—federal
wages—and how those wages translate into federal
jobs.

In 1879, the 41,200 federal civilian and military
jobs in Alaska made up 22 percent of all jobs in the
state, and federal wages accounted for 18 percent of
all wages—a proportion three times larger than the
national average. Federal jobs made up as little as 5
percent and as much as 60 percent of all jobs in
various Alaska census divisions in 1979. From 1959
to 1979, federal jobs declined ds a proportion of all
jobs in Alaska, because numbers of military jobs here
dropped while other- jobs, particularly those in the
support indusiries, increased significantly.

Table 5 shows federal wages as a proportion of
total wages in Alaska and in each of its census divi-
sions in 1979, the most recent year for which we have
such breakdowns by census division. Table 6 shows
how those wages translated into jobs.

In 1979, the federal government paid about
$690 million in military and civilian wages to 17,742
civilian and 23,323 military employees in Alaska.
Federal wages made up about 18 percent of all wages
in the state that year, while federal jobs made up 22
percent of all jobs. The proportion of federal jobs to
all jobs in the state is higher than the proportion of
federal wages to all wages, because military wages are
generally lower than civilian wages. As the table
shows, federal wages made up only 6 percent of all
wages nationwide in 1979,

More than 70 percent of the 41,265 federal jobs
in Alaska in 1979 were concentrated in the vicinities
of Anchorage and Fairbanks, where there are large
military bases; Anchorage is also the state head-
guarters for mosi federal civilian operations, Federal
civilian jobs in 1979 accounted for 13 percent of all
civilian jobs in Anchorage and 11 percent of civilian
jobs in Fairbanks.

In other Alaskan communities, with smaller pop-

ulations and fewer jobs, the importance of federal. S
jobs and wages varied greatly in 1979. Also, relative
numbers of civilian and military jobs varied among -
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Table 6

Federal and Total Jobs in Alaska, by Census Divisian,@ 1979

8Gee note b, Table 5.

Federal Jobs Total Jobs Federal Civilian All Federal Jobs
All Civilian &  as Percentage as Percentage

Census Divisions CivilianP Military Federal Civilian Military  of all Civilian of Total Jobs
Alaska 17,942 23,323 41,265 166,529 189,852 1% 22%
Aleutian Islands 704 2,175 2,879 3,317 5,492 21 h2
Anchorage 9,768 11,862 21,620 77,566 89,427 13 24
Angoon 8 3 11 247 250 3 4
Barrow-North Slope 248 . 17 2656 5,549 5,666 4 5
Bethel 411 15 426 3,459 3,474 12 12
Bristol Bay Borough 84 369 453 783 1,152 11 39
Bristol Bay 107 0 107 1,689 1,689 6 6
Cordova-McCarthy 37 54 91 1,137 1,191 3 8
Fairbanks 2,319 5,680 7,899 21,112 26,692 11 30
Haines 11 0 11 476 476 2 2
Juneau 1,177 - 275 1,452 10,450 10,725 11 14
Kenai-Cook inlet 104 b5 159 6,779 6,834 1 2
Ketchikan 265 188 453 5,317 5,606 5] 8
Kobuk 248 17 26b 1,364 1,381 18 19
Kodiak 286 892 1,178 4 831 5,723 6 : 20
Kuskokwim 78 1513] 133 504 559 15 24
Matanuska-Susitna 97 147 244 3,078 3,225 3 8
Nome 177 41 218 2,208 2,249 8 10
Quter Ketchikan b4 0 54 512 512 11 11
Prince of Wales 30 0 30 763 763 4 4
Seward 69 15 84 1,359 1,374 5 6
Sitka bo6 193 789 3,934 4,127 15 19
Skagway-Yakutat 638 12 80 1,105 1,117 4] 7
Southeast Fairbanks 336 849 1,184 1,130 1,979 30 60
Upper Yukon 35 28 63 386 414 9 . 1b
Valdez-Chitina-Whittier 46 .42 88 2,180 2,222 2 4
Wade Hampton 134 13 147 872 885 15 17
Wrangell-Petershurg 109 14 213 2,347 2,361 8 g
Yukon-Koyukuk 257 412 669 2,076 2,488 12 27

bFederal civilian jobs here include both military-related and other federal civilian jobs.

Sources: Alaska Department of Labor, Statistical Quarterly, 1978; and Alaska Population Overview, Degcember 1979,

census divisions. in some census divisions virtually all
federal employees were military personnel, and in
others they were mainly civilian workers. In Angoon
and Haines in southeastern Alaska, and on the North
Slope, federal jobs made up less than 5 percent of all
jobs. Conversely, in the Aleutiang, in the Bristol Bay
Borough, and in the Southeast Fairbanks census divi-
sion {which includes Glennallen, Delta Junction, and
other communities southeast of Fairbanks), federal
civilian and military jobs made up 30 to 60 per-
cent of all jobs.

Table 7 shows numbers of federal jobs in Alaska

from 1950 through 1979. The table breaks all jobs in-
to basic and support jobs, and shows federal jobs as a
proportion of all jobs and of just basic jobs. Basic
jobs are, as the name implies, the foundation of the
economy—jobs in industries that produce exportable
commodities, Basic industries in Alaska include fish-
ing, logging, farming, mining (including petroleum de-
velopment), manufacturing, tourism, and some con-
struction and transportation.® We also consider fed-
eral government jobs in Alaska as basic jobs. Al-

63ee note b, Table 7.
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though the federal government produces no commaod-
ities as such, it produces services that are ‘“‘export-
able” in the sense that they generally benefit all
Ametricans.

Support jobs, on the other hand, provide ser-
vices to local residents rather than produce commod-
ities for export, Support industries here include refail
and wholesale trade, finance, real estate, services, util-
ities, transportation, and insurance. We also classify
state and local government jobs as support jobs,
because they provide services only to Alaskans,

As Table 7 shows, federal military and civilian
jobs made up more than 70 percent of all basic jobs
in Alaska in 1950, and 80 percent of basic jobs when
Alaska became a state in 1959. By 1979, federal jobs
as a proportion of basic jobs had declined, but still
constituted half of the basic jobs in the state.

From 1959 through 1979, federal jobs as a pro-
portion of all jobs—both basic and support—declined
more rapidly, from about 50 percent to 22 percent.
This decline occurred because: (1) there were fewer
federal jobs in Alaska in 1979 than there had been in
1959, and (2) other kinds of jobs in the state, particu-

Percentage

85T

80
Graph 1. Federal Jobs

as a Percentage of
Basic Jobs

Graph 2. Federal Johs
as a Percentage of
All Jobs

e

0 ‘ , , ,
1950 1955 1960 1966 1970

1075 1979

Note: The sharp dip in federal jobs as a proportion of all basic jobs
in the mid-1970s occurred because thousands of temporary
basic jobs were created during construction of the trans-
Alaska pipeline, The dotied line in Graph 1 shows what the
trend of federal jobs to all basic jobs in Alaska would have
looked like in the mid-1970s if the effects of pipeline con-
struetion jobs were excluded.

Figure 1. Federal Jobs as a Percentage of Basic Jobs
and of All Jobs in Alaska, 1950-1979

larly support jobs, incieased significantly during that
same period. Numbers of military personnel assigned
to Alaska peaked at about 50,000 during the Korean
War in the early 1950s; by the time Alaska had be-
come a state in 1959, they had declined to 34,000.
By 1979, total military personnel in Alaska had fallen
to 23,000, Federal civilian employees, on the other
hand, increased somewhat between 1959 and 1979,
growing from about 17,000 to 18,000. This increase
in federal civilian jobs in Alaska did not, however,
offset the decline in military jobs, so that between
1959 and 1979 total federal jobs in Alaska dropped
from nearly 51,000 to 41,000—a decline of 20 per-
cent.

During the period when federal jobs here were
declining, other kinds of jobs were on the increase.
Basic jobs other than federal jobs more than doubled
between 1959 and 1979, growing from 12,500 to
more than 29,000. But support jobs grew at a much
faster rate than basic jobs. Over that 20-year period,
support jobs in Alaska grew from less than 34,000 to
more than 119,000—an increase of 250 percent.

Figure 1 graphically shows the decline in the
relative importance of federal jobs to basic jobs and
to all jobs in Alaska between 1950 and 1979.

Graph 1 of the figure shows the changing pro-
portion of federal jobs to basic jobs. Federal jobsas a
proportion of basic jobs peaked at more than 80 per-
cent in the 1950s, then gradually declined to about
70 percent by 1973. Between 1973 and 1976, the
proportion dropped to less than 50 percent. By
1979, it once again increased to nearly 60 percent.
The federal share of basic jobs dropped off sharply in
the mid-70s because construction of the trans-Alaska
pipeline created thousands of temporary construction
jobs in the state. After the pipeline was completed,
the overall number of basic jobs decreased and federal
jobs as a percentage of basic jobs again increased.

Graph 2 in Figure 1 shows the changing propot-

.tion of federal jobs to all jobs—both basic and sup-

port—in Alaska from 1950 to 1979. We can see that
the decline in the federal share of all jobs was much
greater during that period than was the decline in the
proportion of federal jobs to just basic jobs. As far
pack as 1967, when federal jobs made up 45 percent
of all jobs in the state, the federal government’s share
began a sharp decline that continued until 1976, and
then essentially leveled off in the late 1970s. By
1979, federal jobs made up only about 22 percent of
all jobs here.

Federal Transfer Payments
In this section, we look closely at another part
of federal spending in Alaska: transfer payments that
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Table 7

Total and Federal Jobs in Alaska, 1950-1979

{in thousands}

Basic Jobs?
Federal Basic & Federal Johs Federal Jobs
Ali Other All Support Support as % of as % of

Year Civilian Military Federal BasicP Basic Jobs® Jobs Basic Jobs Total Jobs
1979 17.9 233 41.2 29.4 70.6 119.1 189.7 58% 22%
1978 18.1 22.5 40.6 30.1 70.7 1181 185.8 57 22
1977 17.7 25.0 427 38.0 78.7 110.4 188.1 h4 23
1976 17.9 25.0 429 457 88.6 107.5 196.1 43 22
1975 18.3 249 43.2 40,3 835 102.7 186.2 52 23
1974 18.0 275 45.5 27.7 73.2 82.5 1b5.7 62 29
1973 17.1 27.5 44.6 20.2 64.8 72.7 137.5 6o 32
1972 17.2 26.4 43.6 18.2 62.5 68.1 130.6 70 33
1971 17.3 30.1 47.4 185 65,9 62.3 128.4 72. 37
1970 17.1 31.4 48.b 18.6 67.1 57.4 1245 72 39
1969 16.5 323 48.8 17.4 66.2 52.7 118.9 74 41
1968 16.9 32.6 49.5 156 65.0 47.4 112.4 76 44
1967 17.4 33.7 51.1 14.8 65.9 44.6 1105 77 46
1966 175 31.0 48.5 16.7 64.2 49.0 113.2 76 43
1965 174 33.0 50.4 16.6 66.0 48.0 114.0 76 44
1964 17.2 35.0 52.2 14.5 66.7 438 110.5 78 a7
1963 16.6 34.0 50.6 13.0 63.6 42.1 106.7 80 48
1962 15.7 33.0 48.7 12.6 61.3 40.3 101.6 79 48
1961 15.6 33.0 48.6 12.5 61.1 38.9 100.0 80 49
1960 15.6 33.0 48.6 14,9 63.5 36.6 1001 77 49
1959 16.8 34.0 50.8 12.6 63.3 33.6 96.9 80 52
1958 16.8 35.0 b1.8 13.0 64.8 31.1 95.9 80 b4
1957 17.4 48.0 65.4 13.9 79.3 30.6 109.9 82 60
1956 16.3 45.0 61.3 15.6 76.9 30.0 106.9 80 57
1956 15.7 0.0 65.7 14.8 80.5 28.3 108.8 82 60
1954 15.7 49.0 64.7 15.1 79.8 26.4 106.2 81 61
1963 15.9 0.0 65.9 17.9 83.8 27.1 110.9 79 59
1962 14.5 50.0 64.5 20.7 85.2 27.0 112.2 76 57
1951 13.8 38.0 51.9 21.9 73.8 25.9 99.7 70 52
1950 13.6 26.0 39.6 17.0 56.6 21.9 78.5 70 50

4Basic Industries are generally those which produce exportable commodities that drive the economy; these industries include ag-
riculture, forestry, mining (including petroleumn development), manufacturing, fishing, tourism, and some glements of construc-
tion. We also consider federal civilian and military jobs as basic jobs. Although the federal government does not produce any
commodities as such, federal activities produce services for all Americans.

bNumbers of basic jobs other than federal jobs shown in this table are estimates which do not include jobs in fishing and tour-
ism, because little historical information exists on numbers of jobs in those two industries. Because jobs in tourism and fishing
are not included here, the importance of federal jobs to total basic jobs may be somewhat overstated. However, we have in-
cluded all construction jobs as basic jobs here, when in fact some construction jobs are support jobs, Thus, the exclusion of fish-
ing and tourism jobs and the inclusion of all construction johs tend to balance each ather, and the pattern of growth in numbers
of “other basic jobs” as shown in column 4 is accurate,

CSupport industries are generally those which do not produce commodities but rather provide goods and services to Alaskans.
Support jobs include jobs in retail and wholesale trade, real estate, services, utilities, finance, insurance, and in state and local
government. Unlike federal jobs, which are considered basic jobs, state and local government jobs are support jobs because state
and local governments provide services just to Alaskans.

Sources: Scott Goldsmith and Lee Huskey, Institute of Social and Economic Research, “Structuraf Change in the Alaskan
Economy: The Alyeska Experience,”” paper presented at 29th Alaska Science Conference; and Man in the Arctic
Program (MAP) model data base.
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the federal government makes directly to Alaskans
and contributions it makes to state-administered
transfer programs.

Federal transfer payments in Alaska totaled
$242 million in 1980, with payments to retired
persons covered under federal pension plans account-
ing for roughly half of that total; by far the largest
single transfer program in Alaska in 1980 was the
Social Security program. Federal contributions to
state-operated welfare programs made up one-quarter
of total federal transfers in 1980. The importance of
federal transfer payments to per capita income varied
substantially among the state’s census divisions in
1979, making up as little as 4 percent and as much as
30 percent of-per capite income in different regions
of the state.

Transfer programs are primarily programs under
which the federal or state governments make direct
payments to individuals, for a variety of reasons.
Most such direct federal transfer payments are of two
kinds: (1) payments to retired persons covered undeyr
federal pension programs , and (2) payments to aged

or disabled persons qualified to receive federal help in
paying medical or other costs. The federal govern-
ment also contributes to state-operated welfare
programs for poor individuals or families.

Table 8 shows direct federal transfer programs in
Alaska in 1980, and state-operated programs to which
the Tederal government contributed. Federal transfer
payments totalled $242 million in Alaska in 1980, or
about 11 percent of all federal spending here.

By far the largest direct federal transfer program
in Alaska in 1980 was the Social Security program,
under which retired or disabled Alaskans collected
about $74 million. Retived military persons collected
$34 million in retirement pay, and retired federal
workers collected about $10 million.

Veterans entitled to federal help in paying med-
ical and other costs received about $29 million in
Alaska in 1980, while older Alaskans collected about
$17 million for medical costs under the Medicare pro-
gram, Alaska Natives were paid almost $14 million
under the Indian General Assistance program .

The federal government also contributed about

Table 8
Transfer Programs with Federal Funding in Alaska, FY 1980

Amount
(in millions
Programs of dollars}
Direct Federal Transfer Programs®
Social Security $73.9
Military retired pay 34.4
Veterans benefits 28.6
Medicare 17.1
fndian General Assistance 13.9
Federal Employee Unemployment & Compensation 10.2
Al Direct Transfers $178.1
Federal Contributions to State-Administered Programsb'
Food Stamp Program $ 25.6
Medicaid 22.4
Aid to Families with Dependent Children {AFDC) 15.7
All Federal Contributions $ 63.7
Total Direct Federal Transfers and Federal Contributions to State-
Administered Programs $241.8

@Transfer programs under which the federal government itself makes payments to individuals.
BTransfer programs administered by the state but funded jointly by the state and federal governments.

Source: Community Services Administration, Geographic Distribution of Federal Funds in Alaska, 1980,
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$64 million to three state-operated welfare programs
in 1980. Two of these state-operated programs which
we have classified as “transfer” programs do not in
fact involve direct payments to individuals. Under the
Food Stamp program, qualified Alaskans can buy
food stamps, which they in turn can use to buy gro-
ceries worth more than they paid for the stamps.
Under the Medicaid program, the federal and state
governments pay medical costs of poor Alaskans.
Still, although these two programs do not put money
directly into pockets of Alaskans, as do other transfer
programs, we include them in Table 8 because the
programs do increase purchasing power of recipients.

The state-operated program that received the
most federal money in 1980 was the Food Stamp
program, to which the federal government contrib-
uted nearly $26 million. The federal government also
paid $22 million to the Medicaid program that year
and roughly $16 million to the AFDC program. The
State of Alaska pays half the costs of the Medicaid
and AFDC programs, and only the administrative
costs of the Food Stamp program,

Table 9 shows per capita federal transfer pay-
ments as a proportion of total per capita income in
the various census divisions of Alaska in 1979, the
most recent year for which we have such information.
Federal transfer payments shown in column 2 of the
table include both direct federal payments to individ-
unals and federal contributions to state-operated
programs. Column 3 shows combined federal and
state per capita transfers in 1979. In addition to
transfer programs that the state funds jointly with the
federal government, Alaska funds several of its own
transfer programs, including the pension program for
retired stafe workers, longevity bonus payments to
persons who have lived in Alaska for af least 25 years,
general assistance payments to low-income persons,
and supplements to the federal Supplemental Secur-
ity Income program. A comparisen of columns 2 and
3 of Table 9 shows us that federal transfers made up
about 60 percent of all transfers statewide in 1979. In
some census divisions federal transfers made up 75
percent of all transfers, and in no census division did
federal transfers make up less than half of all frans-
fers,

Federal transfers made up about 5 percent of
the state’s 1979 per capita income of $11,152. The
importance of federal transfers to per capita income
varied greatly around the state that year. In Anchor-
age, Fairbanks, and Juneau, which had per capita in-
comes higher than the state average, federal transfers
made up less than 5 percent of per capita income. In
areas of the state where per capita incomes were near
the state average, federal transfers generally made up

between 5 and 10 percent of per capita income in

1979.
It was in the census divisions with fthe lowest

per capita incomes that federal transfers were most
important in 1979. In these poorer areas of the state,
federal transfers made up 20 to 30 percent of per
capita income. The Wade Hampton census division in
western Alaska had the state’s lowest per capita
Income in 1979, and federal transfers made up 30
percent of its $2,730 per capita income. In three
other census divisions with very low per capita
incomes—Angoon in southeastern Alaska, Kobuk in
western Alaska, and Kuskokwim in northwestern
Alaska—federal transfers made up 20 percent of per
capita income,

Federal Revenues From Alaska

In the previous section, we described federal
spending in Alaska in 1980 and earlier years; in this
section we examine the reverse: federal tax and other
revenue collections from Alaska in 1980 and earlier.

Individual Alaskans paid about $1.3 billion in
federal taxes and other levies in 1980, and overall
economic activity in the state generated about $3.7
billion in federal revenues. The lorgest source of
revenue generated by economic activity that year was
the corporate income {ax, which cosl businesses
operating in the state—primarily oil companies
operating at Prudhoe Bay—nearly $2 billion. The
largest source of revenues from individuals in 1980
was the personal income lax, which cost Alaskans
$685 million that vear.

Table 10 -shows us that the federal government
collected either $1.3 billion or $3.7 billion from
Alaska in 1980, depending on which of two valid
methods we use to calculate revenues.” These two
methods of calculating revenues from Alaska essen-
tially measure (1) federal taxes paid directly and in-
directly by individual Alaskans and (2) federal taxes
generated by economic activity in the state, including
taxes paid both by Alaskans and by businesses operat-
ing in the state. Both these methods in some sense
measure federal revenues ‘“from Alaska.” The first
shows the federal tax burden on Alaskans themselves,
while the second shows the importance of economic
activity in Alaska—chiefly production of oil at Prud-
hoe Bay—to the federal treasury.

TThere is in fact a third measure of federal revenues from

Alaska; the Internal Revenue Service annually reports on tax
coliections by state, These reports, however, show only where
the taxes are collected—which would in many cases be differ-
ent from where the tax liability was actually incurred. Theve-
fore, we do not believe these IRS reporis accurately show
federal revenues generated in Alaska.
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*See note b, Table 5.

Table 9
Alaska Per Capita Income and Transfer Payments, by Census Division.* 1979
{in dollars}
Total Federal Transfers
Federal (Federal & State) as Percentage of
Per Capita per Capita per Capita per Capita

Census Division Income Transfers Transfers Income
Aleutian Islands $10,793 $1,038 $1,180 10%
Anchorage 12,200 456 769 4
Angoon 5,491 1,065 1,493 19
Barrow—North Slope 10,018 b33 827 5
Bethel 5,772 779 1,122 13
Bristo] Bay Borough 12,737 802 1,236 7
Bristo! Bay 5,973 715 1,028 12
Cordova—McCarthy 11,042 521 875 b
Fairbanks 12,308 461 918 4
Haines 7,364 776 1,204 10
Juneau 14,605 811 1,148 4
Kenai—Cook Inlet 8,868 364 702 4
Ketchikan 14,003 722 1,191 B ;
Kobuk 4,760 923 1,383 19 ‘
Kodiak 9,616 471 747 5
Kuskokwim 3,929 929 1,309 24
Matanuska—Susitna 8,878 509 1,057 6 '
Nome 7,223 884 1,289 12 :
Outer Ketchikan 8,420 952 1,371 11 )
Prince of Wales 8.699 486 819 6 :
Seward 11,408 753 1,213 7
Sitka 14,064 669 979 5
Skagway—Yakutat 8,684 718 1,115 8
Southeast Fairbanks 7134 439 838 6
Upper Yukon 11,081 1,434 2,048 13
Valdez—Chitina—Whittier 9,145 720 1,176 8
Wade Hampton 2,737 816 1,070 30
Wrangell—Petersburg 12,263 73b 1,156 (4]
Yukon—Koyukuk 12,422 213 1,338 7
Alaska 11,152 540 903 5

Sources: Bureau of Economic Analysis, Local Area Personal Income, 1974-1979, Vol. 9, Far West Region,
June 1981; Bureau of Economic Analysis, “Transfer Payments by Major Source,” Regional Eco-
nomic Information System computer printouts, April 1981,

The two yield such different results in Alaska
today because the “economic activity” method in-
ciudes very substantial federal taxes paid by oil com-
panies operating at Prudhoe Bay. Until the mid-
1970s, revenues measured under either method were
gimilar because there was no large tax-generating eco-
nomic activity in the state. Below we describe the
two methods of revenue calculation in more detail.

Personal Incidence Method. Under this method
of revenue calculation, only those federal taxes paid

directly and indirectly by individual Alaskans are
considered revenues from Alaska,

Alaskans—and other Americans—pay federal
taxes directly and indirectly. Personal income taxes
are direct taxes on individuals; what we pay is the
amount we calculate on our federal tax returns. But
federal business taxes also fall indirectly on indi-
viduals. The government collects various taxes direct-
ly from businesses, but businesses can shift the
expense of taxes to: (1) their employees, by paying
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lower wages than they would have in the absence of
federal taxes,8 or (2) to their customers, by charging
more for goods than they would have if there had
been no federal tax, or (8) to their stockholders, by
paying lower dividends, 2

Economists disagree about precisely how busi-
nesses pass on taxes to individuals; some economists
believe all individuals ultimately bear business taxes,
while others believe that business taxes are borne
mainly by certain groups of individuals. Economists
do agree that businesses in fact pass on their tax
costs somehow,

The amount of federal taxes that individuals
pay directly and indirectly is known as the “personal
incidence” of taxes. To estimate federal taxes paid
directly and indirectly by Alaskans in 1980—column
1 of Table 10—we had to make a number of assump-
tions about who ultimately pays federal business
taxes, We believe these assumptions are reasonable;
however, we emphasize that the resulting figures
could have been somewhat different had we used dif-
ferent assumptions. 10

Economic Activity Method. Under this method
of revenue calculation, all federal revenues generated
by economic activity in the state are considered rev-
enues from Alaska. We make no attempt here to mea-
sure how business taxes are passed on to individuals;
we estimate taxes that the federal government col-
lects directly from Alaskans, from others who work
in the state but live elsewhere, and from businesses
operating in the state.

By far the largest sources of federal revenues
from Alaska in 1980 were federal taxes on Prudhoe
Bay oil. To estimate these corporate revenues, we had
to make some assumptions about the size of the cor-
porate tax base in Alaska. Essentially, we used the
State of Alaska’s 1980 definition of the corporate tax
base. The state government at that time taxed the
gross value of Prudhoe Bay crude oil at the point of
production. 11 For example, if Prudhoe Bay oil was

8Businesses can also shift tax costs to individuals other than
employees who are involved in production,

9Businesses could also pass federal taxes on to state and loeal
governments, if they could offset an increase in federal taxes
by a reduction in state and local taxes. However, the state and
local governments would in furn recoup lost revenues by rais-
ing taxes for some group of citizens, and thus the incidence of
the federal tax would again ultimately fall on taxpayers as
individuals,

10g, general, we used the same assumptions that are used by
the Tax Foundation, Inc., a nonprofit organization that pub-
lishes information on federal revenues and other aspects of
government finance. See Appendix K of Federal Revenues and
Spending in Algska for a diseussion of these assumptions.

1y, 1980, the State of Alaska defined gross taxable corporate

worth $20 per barrel when it entered the trans-Alaska
pipeline, the state government considered that $20 as
gross income generated in Alaska.

This definition of the corporate tax base impli-
citly assumed that all the activity associated with
Prudheoe Bay oil production occurs in Alaska. How-
ever, the companies producing that oil have oper-
ations in many states, and some of the activity that
has made possible the discovery and development of
the giant cil field in fact has occurred outside Alaska.
For example, banks that loaned money to oil com-
panies for petroleum exploration here were located
outside the state, and some of the planning and
engineering that goes into the continuing devel-
opment of the Prudhoe Bay field takes place in oil
company headquarters outside Alaska. Therefore, the
oil companies have argued that part of the “economic
activity” involved in producing Prudhoe Bay oil takes
place outside the state, and thus part of their taxable
Income from that oil production is actually generated
in other states. Partially in response to these argu-
ments, the state government recently altered its defi-
nition of the corporate tax base here. 12

Our findings, however, would not have been
substantially different had we used a different defini-
tion of the corporate tax base; the overwhelming
importance of petroleum revenues as a gource of
federal tax dollars here would be apparent in any
case. We do want to emphasize, however, that our
revenue estimates are more useful as indicators of the
importance of Prudhoe Bay oil to federal tax coffers
than as precise measures of federal petroleum rev-
enues actually generated in Alaska.

Column 2 of Table 10 shows our estimates of
various federal taxes generated by economic activity
here in 1980.

Personal Incidence vs. Eeonomic Aectivity. Col-
umn 1 of Table 10 shows us the federal tax burden

{Footnote 11 continued)

income of petroleum companies operating in Alaska as the
value of oil at the point of production. Adjustments we made
to the state corporate {ax base include allowances for acceler-
ated depreciation, state oil and gas income tax payments, and
others. See Appendix C of Federal Revenues and Spending in
Alaskg for a complete listing of these adjustments. The state
also taxes income Alyeska Pipeline Service Company receives
for transporting oil through the trans-Alaska pipeline, and
other kinds of petroleum-related income.

12For state tax purposes, a number of state governments are
party fo the Multistate Tax Compact, which allocates “eco-
nomic activity” of multi-sfate eorporations ameng the various
states in which they operate through a three-part formula, This
formula allocates taxable income of a given corporation among
various states based on proportions of total company payroll,
property, and sales in each state. The State of Alaska now uses
a modified allocation formula based on property, sales, and ex-
traction to determine taxable pefroleum income here.
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Table 10
Federal Revenues from Alaska, FY 1980

{in millions of dollars)

bincludes all excise taxes except the windfall profits ta
cluding gasoline, tobacco products, and alcoholic beverages.

CThe federal goverament collected about $63 miilion i
Service here in 1980, but spent about $30 million to finance operations of thase two entities that year.

dRevenues from sale of timber and other resources o
from Outer Continental Shelf lease sales off Alaska's coast.

Personal Economic
Incidence? Activity?
Tax Revenues

{ndividual Income 68b.3 729.6
Social Security 345.3 471.6
Corporate Income 1195 1,899.8
ExciseP 42.7 12.7
Windfall Profits 8.3 461.6
Estate and Gift 2.3 2.3
Total Tax Revenues $1,203.4 $3,677.6

Non-Tax Revenues
Customs Duties 17.4 17.4
Alaska Railroad & U.S. Postal Service® 62.7 G62.7
Resource Revenues 40.5 40.5
Other Revenues 14 114
Total Non-Tax Revenues 132.0 132.0
Total Revenues $1,335.4 $3,700.5

dGee text for explanation of these two methods of calculating revenues from Alaska.
« on oil. Excise taxes are taxes on commodities, in-

n revenues from the Alaska Railroad and U.S. Postal

n federal land in Alaska; does not include revenues

on individual Alaskans in 1980, while column 2
shows dollars that flowed info the federal treasury as
a result of economic activity in the state that year.
The largest differences in revenues calculated under
each method are in the corporate income tax cate-
gory, so to illustrate the difference between the two
methods, we will briefly describe how we arrived at
the corporate income tax figures in each column of
Table 10.

We estimate that individual Alaskans indirectly
paid about $119 million in federal corporate income
taxes in 1980. If all corporations nationwide in 1980
passed on all their corporate tax costs to individual
Americans, then individual Alaskans—as consumers,
employees of corporations, or stockholders—bore
some portion of that national corporate tax bill.

Alaskans’ share of that tax bill is based primarily
on the state’s population, personal income, and other
factors reflecting the relative national importance of
Alaskans as stockholders, consumers, and employees.
The total corporate income tax the federal govern-

ment collected in 1980 was $64.6 billion. Thus, we
can see that Alaskans’ indirect share was about 0.2 of
1 percent of the national corporate tax bill in 1980.
Under the “‘economic activity” method of calcu-
lating revenues, we estimate that the federal govern-
ment took in about $1.9 billion from businesses oper-

_ating in Alaska in 1980. Most of this corporate in-

come tax was paid by companies engaged in extract-
ing oil at Prudhoe Bay.

Thus, in summary, the $119 million shown in
column 1 of Table 10 represents individual Alaskans’
indirect share of corporate income taxes that busi-
nesses passed on to individuals nationwide, and the
$1.9 billion in column 2 is the estimated amount the
federal government collected from businesses as a re-
sult of operations in Alaska in 1980.

Table 10 shows that under the ‘“personal inci-
dence” method of calculating revenues from Alaska
in 1980, the largest source of federal tax was the pet-
sonal income tax, which netted the government about
$685 million that year. Social Security taxes on
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wages cost Alaskans another $345 million. As we
noted above, we estimate that Alaskans indirectly
paid about $119 million in corporate taxes in 1980,
Excise taxes—taxes on gasoline, alcohol, and other
products—cost Alaskans about $43 million in 1980;
Alaskans® share of the windfall profits tax on oil
totalled about $2 million.

Tables 10 and 11 provide two breakdowns of
federal revenues generated by economic activity in
Alaska in 1980, Column 2 of Table 10 breaks out
revenues by tax category, while Table 11 divides rev-
enues into petroleum and nonpetroleum revenues.

As we noted above, the largest source of federal
tax dollars from economic activity in Alaska in 1980
was the corporate income tax, which cost businesses
operating in the state $1.9 billion. As Table 11 shows,
the petroleum inaustry paid nearly all—$1.8 billion—
of that corporate income tax, with other businesses
paying about $110 million. The windfall profits tax
on oil netted the federal government an additional
8460 million here in 1980; this tax was in effect for
only the last half of the year. Economic activity in
the state generated about $730 million in personal in-
come taxes in 1980, 13

About 63 percent of the $3.6 billion in tax rev-
enues generated by economic activity here in 1980

130ur estimate of personal income taxes the federal govern-
ment collected as a result of economic activity in the state is
higher than our estimate of income taxes paid by individual
Alaskans, because the “economic activity” figures also include
income taxes paid by those who worked in the state in 1980
but lived elsewhere.
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Table 11

Federal Petroleum and Non-Petroleum Tax
Revenues* from Alaska, FY 1980

Amount
{in millions Percentage
Type of Revenue of dollars) of Total
Petroteum Revenues
Corporate Income $1,790.0 50%
Windfall Profits 461.6 13
Total Petroleum $2,251.6 63%
Non-Petroleum Revenues
Corporate Income $ 109.7 3%
Other 1,216.3 34
Total Non-Petroleum  $1,326.0 37%
$3,577.6 100%

Total Tax Revenues

*Based on economic activity method of calculation.

were petroleum revenues, with other kinds of taxes
accounting for 37 percent of the total.

Other kinds of revenues—non-tax revenues—
totalled about $132 million here in 1980. These non-
tax revenues make up a small portion of total reven-
ues, and it is very difficult to calculate their relative
levels using the ““personal incidence’ and “economic
activity” methods. Therefore, we have assumed that
levels of these revenues would be the same under
either method of calculation. The largest source of
revenues under this category in 1980 was the $63
million that the federal government collected from
operation of the U.B. Postal Service and the Alaska
Railroad. Sale of timber and other resources on fed-
eral lands in Alaska in 1980 brought the federal gov-
ernment about $40 million, and customs duties and
other miscellaneous revenues netted about $30 mil-
lion here that year.

Figure 2 shows real changes in federal revenue
collections from Alaska between 1960 and 1980, as

-measured under both the personal incidence and eco-

nomic activity methods of calculation. ‘“‘Real” change
is change minus the effects of inflation. To measure
real change in federal revenues from Alaska, we con-
verted all dollars to 1980 dollars,

The figure shows that from 1960 until the start
of pipeline construction in 1974, revenues calculated
under both methods were roughly equal; there was
eggsentially no large tax-generating activity in the
state. Then, in the mid-1970s, construction of the
trans-Alaska pipeline began pushing revenues from
economic activity higher than those from individual
Alaskans. But the gap between the two did not widen
sharply until oil production started at Prudhoe Bay in
mid-1977 and the federal government began collect-
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ing substantial taxes on that production. By 1980,
revenues from economic activity in the state were
three times higher than those paid by individual
Alaskans.

Effects of the Progressive Federal Income Tax

A hypothetical family of four in Anchorage
would have paid about 16.5 percent of its income in
federal personal income taxes in 1980, while the same
family with equal buying power in the auverage U.S.
city would have paid about 13 percent. This dispro-
portionate federal tax burden on Alaskans is a resull
of the progressive federal income tax system, which
taxes Alaskans’ nominally higher incomes at a higher
rate, without regard for the higher living costs that
accompany those incomes. This progressive federal
tax nol only drives up living costs of individual
Alaskans bul also affects the entire state economy by
increasing wages and thus the costs of doing business.

In discussing revenues from Alaska in 1980, we
looked at the incidence of various federal taxes on in-
dividual Alaskans; if we calculated federal taxes paid
by residents of other states, we would generally see
little difference among these states in the incidence
of such taxes. Most federal taxes are shared equitably
by all Americans, whether they live in Alaska, Kansas,
or New Hampshire., The exception to this rule is the
personal income tax, which falls heavier on Alaskans
than on other Americans,

Alaska has both the highest living costs and high-
est per capita incomes in the nation. Living costs are
high for a number of reasons related to the state’s iso-
lation, vast size, harsh climate, and small population.
As a result of these higher living costs, wages in
Alaska are also higher: we need higher incomes to pay
higher prices.

Under the federal income tax system, individuals
pay ever-larger proportions of their incomes in taxes
as those incomes increase. For example, an individual
who earns $30,000 per year pays a larger percentage
of that income in tax than does the individual who
earns $20,000 per year. Alaskans are hard hit by this
progressive tax structure, because the system fails to
take into account the higher living costs that accom-
pany the state’s high incomes. Table 12 provides a hy-
pothetical example of how this progressive tax system
costs Alaskans proportionately more than other
Americans, and further increases Alaska’s already
high living costs.

The table shows incomes that the federal Bureau
of Labor Statistics estimated would be required for a
hypothetical family of four in Anchorage and in the
average U.S. city to maintain the same moderate
standard of living in 1980. The bureau estimated the

Anchorage family would need $29,700 to buy goods
and services and pay taxes in 1980; the same family
in the Lower 48 could buy the same standard of liv-
ing and pay its tax bills with $23,100. Overall budget
costs, then, were 28 percent higher in Anchorage.

The table breaks out federal tax costs and other
living costs from the overall hudget figures, Costs of
food, housing, and other items—excluding federal
taxes—were 23 percent higher in Anchorage than in
the average U.S. city. Federal taxes, however, were a
dramatic 60 percent higher for the Anchorage family

Table 12

Effects of Progressive Federal Income Tax on
Alaska Cost of Living, 1980

U.S. Urban
Anchorage Average Ratio

$29,682  $23,134 1.28

Total budget costs, Tamily
of four at moderate
standard of living®

Budget costs, excluding 24,833 20,119 1.23
federal income taxes

Federal income taxesP 4,849 3015  1.60

Taxes as percentage of 16.3% 13.0%

total budget costs

Anchorage taxes at U.S. $3,8590
urban average rate

Excess Anchorage
Taxes $ 990°

@Bydget figures from the U.S. Bureau of Labor Statistics,
Autumn 1980 Family Budgets and Comparative Indexes for
Selected Urban Areas.

bealculated on the basis of a joint return with four exermp-
tions, using the standard deduction,

C$4,849 (Anchorage taxes at 16.3% rate} minus $3,859
{Anchorage taxes at 13% rate}.

Note: The progressive federal income tax in fact increases
overall living costs of this hypothetical family by
more than simply the $990 in excess taxes shown
in this table. As discussed in the text, the progres-
sive federal tax system has driven up wages in
Alaska, and as wages increase so do costs of goods
and services. Thus, if the excess federal tax burden
on Alaskans were eliminated, we would anticipate
that wages and thus also overall living costs would
decline somewhat.
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than for the average 1J.5. family—hecause the Anchor-
age family’s nominally higher income was taxed at a
higher rate, even though the family in both locations
had equal buying power.

The hypothetical Anchorage family paid $4,850
in federal income taxes in 1980, or 16.3 percent of
total budget costs. The same family at the same
standard of living in the average U.8. city paid
$3,015, or 13 percent of total budget costs.

We can readily see the effect that this progres-
sive tax system has on Alaska’s cost of living: while
all budget costs aside from.federal taxes were 23 per-
cent higher in Anchorage, costs of federal taxes com-
bined with all other budget items were 28 percent
higher than U.8. average costs, If, on the other hand,
the family with equivalent buying power in Anchor-
age and in the average U.S. city had been taxed at the
same rate of 13 percent, the Anchorage family’s tax
bill would have been about $3,860, or $1,000 less, in
1980. Looked at in a slightly different way, the ex-
cess tax burden on the Anchorage family—that por-
tion of federal taxes the Anchorage family paid solely
because it had a higher nominal income—was about
$1,000 in 1980. If this excess federal tax had been
eliminated, the Anchorage family’s overall costs of
living would also have been reduced.

This progressive federal income tax, however,
has much broader effects than those on individual
Alaskans. We believe that wages in Alaska have been
driven higher to compensate for these high federal
taxes—that part of the difference between Alaskan
wages and average U.S. wages is due to the federal tax
system. These increased wages have further increased
the already high costs of doing business in Alaska.
These high costs in turn have discouraged business
activity, and thus the whole state economy has
suffered as a result of the progressive federal income
tax system. Stated another way, if the excess federal
tax on Alaskans were eliminated, the entire state
economy would benefit through reduced costs.

Tax Costs of Federal Grants .

In every year since becoming a state, Alaska has
received more in federal grants than it paid into the
national grant budget; in 1980, Alaskans received
roughly two grant dollars for every dollar they paid
into the federal grant program.

Straightforward comparisons of overall federal
spending and’ taxation in Alaska do not tell us how
many dollars of federal benefits Alaskans received in
exchange for the dollars they paid in taxes. As we
noted earlier, most of the money the federal govern-

ment spends in Alaska—and in all other states—in any
given year is for federal operations. In 1980, about 80
percent of the money the federal government spent
nationwide was for operations and about 20 percent
for grants. Federal operational spending benefits all
Americans, regardless of where the money is spent.
An obvious example of federal operational spending
in Alaska fhat benefits all Americans is defense
spending. These expenses do, of course, also benefit
Alaskans by bringing money into the economy and
creating jobs, as we will discuss in detail in the next
section. Still, it is not valid to say that in 1980
Alaskans received $2.2 billion federal dollars in
exchange for the $1.2 billion tax dollars that individ-
ual Alaskans paid.

A much better measure of dollars paid versus
dollars received is the federal grant dollars we receive
as compared with tax dollars we contribute to the
national grant program. Unlike operational expenses,
federal grants do more narrowly benefit residents of
the geographic region in which the dollars are spent.

The Tax Foundation has determined that each
state, based on population, income, and cther factors,
pays some portion of the overall federal grant costs.
Table 13 shows how much Alaskans and residents of
other states paid into the federal grants program in
exchange for each grant dollar they received in 1980,
These contributions to the grants program are deter-
mined under the *‘personal incidence” method of
measuring tax collections. The table shows that
Alaska in 1980 was among the states paying the least
for every grant dollar received. Alaska paid about 52
cents for each grant dollar received. Washington, D.C.
paid proportionately the least into the federal grants
program, contributing only 32 cents for each grant
dollar spent in the nation’s capital.

Residents of Texas and Connecticut, on the
other hand, paid more into the grants program than
they received. Texas, for example, paid $1.40 into
the grant program in exchange for every $1.00 it re-
ceived in 1980,

Table 14 shows how much Alaskans have paid
into the grants program in exchange for grants re-
ceived since 1960. When Alaska became a state,
Alaskans paid only 16 cents into the grants program
for every grant dollar the state received. The relative
amount paid by Alaskans increased each year until
1979, when Alaskans paid 61 cents for every federal
grant dollar received; this proportion fell to 52 cents
for every dollar in 1980.

Thus, in every year since Alaska joined the
union, Alaskans have paid less into the grants pro-
gram than they received in federal grants. In 1980,
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Table 13

States with Highest and Lowest Tax Burdens
for Federal Grants Received, FY 1980

Amount Paid
into Grant Program
for Each Grant

States Dollar Received
Highest
Texas $1.40
Connecticut 1.35
Indiana 1.34
Ohio 1.27
Florida 1.23
Lowest
Mississippi b3
Adaska b2
South Dakota .48
Vermont .4h
Washington, D.C. .32

Note: Approximatety 20 percent of the federal budget in
fiscal 1980 was spent for grant programs nation-
wide. The Tax Foundation has determined that each
state, on the basis of population and other factors,
pays some portion of the costs of federal grant pro-
grams. This table shows how much Alaska and other
states paid into the grants program for each dollar
of grants received; for example, Alaska paid 52
cents into the grants program for each $1 it received
in grants, while Texas paid $1.40 for each $1 of
grant money it received in 1980. These relative tax
burdens are calculated on the basis of personal inci-
dence of taxes on residents of each state.

Source: Tax Foundation, Inc.

state receives is one measure of how the federal gov-
ernment benefits and costs Alaskans. As we discuss in
the Conclusions section, there are much broader
benefits and costs that cannot be measured in such a
dollar comparison,

Employment Effects of Federal Spending
and Revenue Collection

Here we look first at numbers of state and local
government jobs supported by federal grants between
1965 and 1979, and at how those jobs as a propor-
tion of total state and local government jobs changed
during that period. We then discuss overall numbers
of jobs created and lost in Alaska in 1980 as a result
of federal spending and taxation.

Federal grants supported an estimated 5,500

Alaskans essentially received twice as much in federal
grants as they paid into the grants program.

Generally, states with large land areas and small
populations tend to receive higher than average
grants. In Alaska, other factors have also historically
increased the state’s share of grant money. Much of
the federal grant money that the state and local gov-
ernments here have received over the years has been
for development of infrastructure (roads and harbors,
for example) that did not exist when Alaska became a
state. Also, the federal government owns much of the
land in Alaska, and this land as well as federal facil-
ities are exempt from local taxation; some federal
grants are made to compensate local jurisdictions for
foregone taxes.

This comparison of tax dollars that Alaskans pay
into the federal grant program and grant dollars the

Table 14

Alaska’s Tax Burden for Federal Grants Received,
FY 1960-1980

Amount Paid
into Grant Program
Fiscal for Each Grant
Year Dollar Received
1980 $0.52
1979 .61
1978 64
1977 .61
1976 .bb
1975 42
1974 .36
1673 .38
1972 34
1971 .33
1870 .33
1969 : .28
1968 .25
1967 21
1966 A2
1965 .15
1964 1
1963 .20
1962 .19
1961 ) A7
1960 16

Note: See note on Table 13 for explanation of how these
figures are calculated.

Source: Tax Foundation, Inc.
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state and local government jobs in Alaska in 1979, or
about 15 percent of all state and local government
jobs. As recently as 1965, federal grants supported
nearly 40 percent of all state and local government
jobs. Overall federal spending directly and indirectly
created 71,700 jobs in Alaska in 1980, while federal
taxation indirectly cost the state about 28,000 jobs.
Thus, on balance, federal spending created 48,700
more jobs here in 1980 than federal taxation cost the
state.

State and Local Government Jobs Funded
by Federal Grants
Table 15 shows federal grants to the state and
local governments in Alaska between 1965 and 197 9,
and numbers of jobs that +his grant money supported.
The first five columns of the table show the size of
the state general fund, federal grants to that fund,
federal grants as a proportion of the general fund,
total state government jobs, and numbers of state
government jobs supported by federal grants.
Between 1965 and 1979, state general fund ex-
penditures (excluding transfers to local governments)
grew from $131 million to $866 million—an increase
of more than 500 percent. During the same period,
federal grants to the state general fund increased
about 160 percent, growing from $84 million to $220
million. Thus, while both the size of the general fund
and the level of federal grants to that fund increaged
between 1965 and 1979, the general fund grew much
faster. As a result, federal grants as a proportion of
the state general fund dropped sharply during those
15 years, decreasing from about 63 percent of all gen-
erai fund monies in 1965 to 25 percent in 1979,
Numbers of state jobs supported by federal
grants declined slightly between 1965 and 1979,
dropping from about 4,400 in 1965 to 3,800 in
1979. 14 Several factors probably contributed to this
relatively small change in numbers of state jobs sup-
ported by federal grants. First, although nominal fed-
eral grant doliars contributed to the general fund in-
creased between 1965 and 1979, consumer prices
more than doubled during the 15-year period. Thus,
much of the apparent increase in grant dollars simply
resulted from rising prices. Also, there was a real in-
crease—an increase beyond that brought on by infla-
tion—in government wages between 1965 and 1979.
The last five columns of Table 15 show local
government expenditures in Alaska between 1965

L4 These are estimates of numbers of state and local govern-
ment jobs supported by federal grants—derived by assuming
that $1.00 of federal grant money supported state and local
employment to the same exfent as would $1.00 from any
other source,

and 1979, and federal grants as a proportion of those
focal expenditures. During that period, local govern-
ment spending in Alaska increased more than tenfold,
jumping from $61 million to $806 million. Federal
grants to local government also increased sharply
during those years, particularly the mid- and late
1970s. Federal grants to local governments increased
from a modest $3 million in 1965 to $67 million in
1979. Federal grants as a proportion of all local ex-
penditures increased from about 5 to 8 percent over
that period, and numbers of local government jobs
supported by federal grants increased from about 300
to 1,700.

Looking at combined numbers of state and local
government jobs supported by federal grants—shown
in the last column of Table 15—we see that in 1965
federal grants supported about 4,700 state and local
government jobs, or nearly 40 percent of the total
12,200 state and local jobs. By 1979, federal grants
supported about 5,500 state and local government
jobs, or about 15 percent of the total 36,600 such
jobs. :
Overall, the importance of federal grants to the
state general fund declined sharply between 1965
and 1379, while federal grants as a proportion of
local government revenues increased slightly during
that same period. However, in 1979 federal grants
stil made up a much larger proportion of state than
local expenditures, accounting for 25 percent of the
state general fund and only 8 percent of local govern-
ment revenues. Likewise, numbers of state jobs
supported by federal grants declined slightly between
1965 and 1979, while numbers of local jobs sup-
ported by federal grants increased. By 1979, however,
federal grants still supported twice as many state as
local government jobs.

Jobs Created and Lost Through Federal
Spending and Taxation

Federal spending and taxation here affect
Alaska’s economy in a number of ways. In this sec-
tion, we measure those spending and taxation effects
through numbers of jobs created or lost as a result of
federal activities here in 1980.

It is difficult to completely analyze the overall
impact on the state’s economy that would occur
should the federal government suddenly cease to
spend or collect money here. The federal government
is such a large part of the state’s economy that in the
absence of federal activity the whole structure of the
economy would change. The form such a massive
change would take is'impossible to predict; for
example, to what extent would the state and local
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Table 1b

Estimated Alaska State and Local Government Jobs Supported by Federal Grants, 1965—1979

STATE GOVERNMENT

State Federal Federal

General Girants Grants

Fund to State as/% of
Expenditures? Gen. Fund®? State Expend-

Total
State
Govt.
Jobhs®

State Jobs

Supported

by Federal
Grants?®

Year (in million §) (in million $} itures (in thousands) (in thousands)
1979 $866 $220 25% 15.0 3.8
1978 769 233 30 14.3 4.3
1977 734 230 31 13.9 4.3
1976 640 241 38 14.1 5.4
19756 462 186 40 15.5 6.2
1974 391 141 26 14.2 5.1
1973 366 146 40 13.8 5.5
1972 327 124 38 13.3 5.1
1971 301 111 37 11.7 4.3
1970 197 77 39 10.4 4.1
1969 164 73 45 9.3 4.2
1968 149 62 42 8.7 3.7
1967 156 79 51 8.1 4.1
1966 127 69 74 7.7 4.2
1965 131 83 63 7.0 4.4
LOCAL GOVERNMENT
Local Federal Federal Total Local Jobs State & Local
Government Grants to Grantsas a Local Supported Govt, Jobs
Expend- Locai Percentage Government by Federal Supported by
itures® Government® of Local Johs® Grants

Federal Grants

B.S. Department of Commerce, Governmental Finances, annual.

Year {in million $) {in million $} Expenditures {in thousands) {in thousands) {in thousands)
1979 $806 $67 8% 21.6 1.7 5.5
1978 596 51 9 19.8 1.8 6.1
1977 539 38 7 17.2 1.2 5.5
1976 426 27 6 15.2 .9 7.1
1975 360 24 7 13.3 9 7.1
1974 324 32 10 11.6 1.2 6.3
1973 286 15. . 5. 10.6 5 6.0
1972 225 6 3 10.0 3 5.4
1971 178 9 5 9.0 5 4.8
1970 T 117 5 4 . 841 3 4.4
1969 104 5 5 1.5 A 4.6
1968 80 4 4 6.6 .3 40°
1967 a0 4 4 83" 3 4.4
1966 83 5 6 5.7 .3 4.5
1965 61 3 5 . 5.2 3 4.7

8 xcluding state General Fund transfers to local governments; based on Alaska Depdrtmént of Administration, Anhual Financial
Reports, 1965-1979. '

by.s, Dept. of Commerce, State Government Finances, annual.
CAlaska Department of Labor, Statistical Quartetiy.

dFederal grants as a percentage of state General Fund expenditures {excluding transfers to local government}, muitiplied by total
state government employment.
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governments and private industries take over func-
tions previously carried out by the federal govern-
ment? What would be Alaska’s relationship to the
U.S. economy in such an instance? Because of these
difficulties in predicting and analyzing structural
change here in the absence of the federal govern-
ment, we made simplifying assumptions in order to
estimate effects of federal activities on Alaska’s eco-
nomy. Qur primary assumption is that no entity
would replace any of the spending or taxation activ-
ities of the federal government, should the federal
government itself cease such activities, 19

Federal spending in Alaska, by introducing
money into the economy, creates jobs both directly
and indirectly. Table 16 shows how the various cate-
gories of federal spending in Alaska created jobs in
1980. This federal spending included payrolls for fed-
eral civilian and military employees, grants to state
and local governments and private entities, transfer
payments to individuals, and loan guarantees and sub-
sidies. 16

Military and civilian payrolls of about $723 mil-
lion paid for 41,200 federal jobs here in 1980. We
estimate that these direct federal jobs in turn gener-
ated about 17,000 support jobs in private industry.
'T'o arrive at this estimate of private jobs indirectly
created by federal jobs, we assumed that in general
two federal jobs would create one private support
job. However, about 2,400 federal jobs in 1980 were
in military. commissaries and post exchanges, which
provide services that would otherwise be provided by
private industry. Thus, to calculate numbers of sup-
port jobs created by federal jobs, we first subtracted
commissary and post exchange jobs, which substitute
for, rather than generate, private support jobs.

Another category of federal spending that
directly and indirectly created jobs here in 1980 was
federal grant spending. We estimate {as noted in the
discussion of Table 15) that grants to state and local
governments directly supported 5,500 state and local
government jobs here in 1980 and that these jobs, as
well as grant money that went to private organiza-
tions, generated in turn about 3,000 private support
jobs.

158ee Federal Revenues and Spending in Alaska, Chapter 4,
for a more detailed discussion of these assumptions.

16we did not include federal loan guarantees and subsidies in
our earlier discussion of federal spending in Alaska because
such spending is an indireet rather than a direet federal ex-
penditure. In this section, however, we do include employ-
ment effects of federal loan guarantees and subsidies in our
analysis, because these subsidies and guarantees stimulate eco-
nomic activity and thus help ereate jobs. We estimate that fed-
eral loan guarantees and subsidies totalled about $212 million
here in 1980,

Federal transfer payments to individuals indi-
rectly create jobs, because individuals spend transfer
money for goods and services. We estimate that in
1980 federal transfer payments {including both those
the federal government made directly to individuals
and federal contributions to state-operated transfer
programs) indirectly created about 4,000 jobs in
private industry here. We used a computer simulation
model of Alaska’s economy to arrive at this estimate.

Finally, loan guarantees and subsidies that the
federal government provides also indirectly generate
jobs in Alaska. Such guarantees and subsidies make
loan activities here more profitable than they would
otherwise be, thus stimulating economic activity—and
increased economic activity creates jobs. We estimate
that federal loan guarantees and subsidies indirectly
generated about 1,000 jobs in private industry in
Alaska in 1980, 17

Overall then, federal spending in Alaska in 1980
directly and indirectly created 71,700 jobs here.

Just as federal spending creates jobs here by in-
troducing money into the economy, federal taxation
and other kinds of revenue collection cost the state
jobs. Unlike federal spending, which creates jobs both
directly and indirectly, federal collections do not
directly eliminate existing jobs but cost the state jobs
only .indirectly, by removing from the economy
money that might otherwise have been used to create
additional jobs.

In 1980, federal revenue collections decreased
Alagkans’ disposable incomes by about $1.3 billion,
This $1.8 billion was the amount Alaskans directly
and indirectly paid in federal revenues in 1980.18 We
estimate that this $1.3 billion taken out of the econ-
omy in 1980 indirectly cost the state 23,000 jobs
that could otherwise have been created. 19

Federal revenue collections in fact cost the state
more jobs in 1980 than just the 23,000 which we esti-
mate were lost through revenue collections from indi-
vidual Alaskans. As we discussed in looking at the
effects of the progressive federal tax system on
Alaskans, federal taxes drive up the costs of doing
business here. Increased costs discourage business
activity, In the absence of federal taxes, costs of do-
ing business would be reduced, which would stimu-
late economic activily and increase the number of
jobs. Measuring these effects of federal taxes on over-

17 Authors’ estimate.

18we yse these revenues from individual Alaskans, rather than
revenues generated by economic activity, as a basis for this dis-
cussion because collections from individual Alaskans represent
money actually taken ouf of the state economy.

19%e used a computer simulation model of the state’s eco-
nomy to arrive at this estimate,
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about the fiscal relationship between Alaska and the J
Table 16 federal government: I

o The federal government continues to be very
important to Alaska’s economy. In 1980, when devel-
opment of petroleum resources on the North Slope

Jobs Created by Federal Spending in Alaska, 1980

b o . . . . |
(':: t;f;::::,s} was fostering substantial economic growth in the i
Amount  Federal State/Local Private state, the federal government still supplied one in five !
1 Categories of Spending (in million $) Govt.? Govt,  Industry jobs here—three times the national average. These
‘ Payroli direct federal jobs, and federal transfers, loan guar-
Civitian Payrall $422—»17.9 antees, and grants indirectly generated thousands
Military Payroll 30t —»23.3 . . d1 1 t d ivat ¢
; Total Payroll $723— w412 — e 170b more jobs in state and local government and private
‘ industry.
Grants (excLuding Federal taxation does cost the state jobs by
Tré’;i?g)wemmem taking money out of the economy, but we estimate
‘3 Local Government} $410} —»55d 2.0 that in 1980 federal spending here created twice as
Other - many jobs as federal taxation cost the state.
Transfars® $242 e 4f ’I.‘he .1mp0rtance pf 30]:.15 created by feder_al
spending lies not only in their numbers, but also in
Loan Programs $212 » 19 their stability; the federal government is the largest
TOTAL 1.2 5.5 5.0 and mqst stable source of _jobs in an economy that is
N+ otherwise very much subject to the vicissitudes of
7.7 natural resource development.
e The federal personal income tax system dis-
IThese are 1979 faderal employment figures; the numbers of federal courages business development in Alaska. Because the
fj"bs were essentially the same in 1980. progressive federal tax system takes no account of the
Federa.l jobs, e)fcl}:ding 2.4 thousand commissary and post ex- higher living costs that accompany Alaskans’ nomi-
change jobs, multiplied by 0.5. : s i i {
STotal grant p . facling federai 4 nally high incomes, Alaskans have historically paid
al gra ayments, excludin ts to stat . N . -
transfer pmgram::_ 9 Teceral arants to state-operate larger proportions of their incomes n taxes than
dSee Table 15. We have here used estimated numbers of state and other Americans with the same effective incomes. We
local government jobs funded by federal grants in 1979; we believe
these numbers were essentially the same in 1980.
®includes direct federal transfers and federal grants to state-operated
transfer programs. Table 17
fIndir(:.»ct employment generated by transfer payments based upon
simulations of the Man in the Arctic Program {MAP} computer Net Employment Effects of Federal Spending
model,

and Taxation in Alaska, 1980

9author's estimate.

Jobs Created by Federal Spending {in thousands)

all business activity in the state would require an
industry-by-industry analysis of the effects of taxes— Federal Jobs *+41.2 t
an analysis far beyond the scope of this work, . Other Jobs +30‘_5 [

Table 17 shows the net employment effects of Total +71.7 ’
federal spending and taxation here in 1980, Federal f
spending directly and indirectly created 71,700 jobs, Jobs Lost through Federal Taxation*
while revenue collections indirectly cost the state
23,000 jobs. On balance, then, federal spending Total —23.0
gﬁﬁjjgoig’zgs?; trlflls?s?:a‘}cz.bs here in 1980 than federal Net Effects, Federal Spending & Taxation +48.7 jobs : ;_::;\

*Based on the $1.3 billion in federal revenues paid by indi-

vidual Alaskans in 1980. In arriving at this figure, we as-
sumed that federal tax policy does not differentially affect
The Fiscal Relationship the profitability of Alaskan businesses; see text for further
discussion of this point.

CONCLUSIONS

Our anaiysis of the flow of federal money into
and out of Alaska shows these significant points
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believe that to compensate for this high tax burden,
wages in Alaska have been driven up. However, higher
wages further increase the already high costs of doing
business in Alaska, and thus discourage business de-
velopment. Therefore, the effects of the federal tax
system fall not so much on individuals—whose wages
have been increased to compensate for the taxes—but
on the entire state economy by discouraging business
growth,

e State and local governments in Alaska receive
more federal grant money than the U.S. average. The
Tax Foundation, Inc. estimates that in 1980 Alaska
received about two grant dollars for every cne dollar
Alaskans paid into the national grant program in
taxes.-

Alaska has received relatively high federal grants
since it became a state. In general, states with large
land areas and small populations tend to receive
higher than average grants, and in Alaska other
factors tend to increase grants to the state and local
governments. Over the years, much granlt money has
been used to aid the state and local governments in
developing the economic infrastructures (roads,
harbors, and airports, for example) that did not exist
when Alagka became a state. Also, the federal govern-
ment owns much of the Iand in Alaska, and this land
as well as federal facilities are exempt from state and
local taxation. Thus, some federal grants are to
compensate local jurisdictions for taxes lost because
of federal land ownership. Finally, the federal govern-
ment has a number of grant programs specifically for
Alaska Natives, and these programs also increase
Alaska’s share of grant money.

e Prudhoe Bay oil production makes a substan-
tial contribution to the federal treasury. We estimated
that in 1980 the federal government collected about
$2 billion in federal corporate income and windfall
profits taxes from North Slope petroleum operations.

It is tempting to try to go beyond the above
conclusions and compare the $2.2 billion in overall
federal spending here in 1980 with the $3.7 billion in
revenues collected from individuals and businesses as
a measure of what Alaska receives from and contrib-
utes to the federal treasury. Such a comparison
makes it appear that Alaska contributed $2 to the
federal treasury for every $1 it received that year.

However, such a straightforward dollar compar-
ison is misleading because it implies: (1) that all fed-
eral spending here is solely for the benefit of Alas-
kans; (2) that taxes paid by multinational corpora-
tions operating in Alaska are somehow costs borne

.only by Alaskans; and (3) that all the costs and bene-
fits in the complex relationship between Alaska and
the federal government can be measured in an anal-
ysis of dollars spent and taxes generated within the

e
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state. We discuss each of these three points briefly
below:

o All federal spending here is not solely for the
benefit of Alaskans. In fact, most of the money that
the federal government spends here is for operations
that are intended to benefit all Americans rather than
just Alaskans. An obvious example is defense spend-
ing. Defense spending in Alaska is relatively high, and
Alaskans benefit from such spending because it
creates jobs here—but in a much broader sense,
Americans as a whole benefit from maintenance of
the national defense system. Conversely, much
federal spending that takes place outside the state
benefits Alaskans as well as the residents of the
state wherein the spending occurs. Again, we can cite
defense spending as an example of such spending.

e Taxes paid by mulfinational oil companies
operating in Alaska are ultimately borne by residents
of ail states. Federal revenues from Prudhoe Bay oil
can be considered revenues from Alaska in the senge
that they are generated by oil production here, and
our analysis makes it apparent that the Prudhoe Bay
field is an important federal as well as state tax base.
But to use taxes paid by multinational corporations
in a comparison of what Alaska receives from and
contributes to the federal treasury implies that such
taxes are somehow costs only to Alaskans. In fact,
taxes paid by multinational corporations operating
here ultimately cost residents of all states, because
federal husiness taxes are passed on to individuals
nationwide.

e Our analysis of dollars spent and taxes gener-
ated here does not measure all the costs and benefits
in the complex relationship between Alaska and the
federal government, but rather the limited kinds of
costs and benefits we have already discussed—primar-
ily jobs created and lost as a result of federal spend-
ing and taxation. There are many kinds of costs and
benefits beyond these that cannot readily be assigned
a dollar value. What, for example, is the dollar benefit
to Alaskans of the profection they receive from the
national defense system? Or the dollar benefit to the
federal government of Alaska’s strategic military
location?

In summary, then, our analysis of the flow of
federal money into and out of Alaska is most useful
as an indication of the many ways in which the fed-
eral government influences the state’s economy.

Future Changes

We recognize that both federal spending and
collection here in 1982 will be different than in 1980;
we do not know precisely what these changes wiil be,
but we can talk in general about likely changes,
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Changes in Federal Spending in 1982

The federal government is currently attempting to
reduce spending nationwide by reducing costs of or elimin-
ating some programs and turning other programs over to state
and local governments, In Alaska, the federal government has
already cut, or has plans to cutf, a number of grant programs
that were among the largest in the state in 1980. These include
the Highway Planning and Construction program, the School
Aid to Federally Affected Areas program, the Comprehensive
Employment and Training (CETA) program, and the Food
Stamp and Medicaid pregrams, Also, the Interior Department
has announced plans to turn over thirty-seven Bureau of
Indian Affairs’s schools to the state government by the end
of 1982 and is reducing or eliminating some programs for
Alaska Natives, most notably the Indian General Assistance
program. The federal government also hopes to turn over
operation of the Alaska Railroad to the state government.

What the overall effect of these cost-cutting moves on
federal spending in Alaska will be Is uncertain; the largest
single federal spender in Alaska is the Department of Defense,
and the Reagan Administration plans fo increase defense
spending nationwide. Thus, overall federal spending may
change little in 1982 while the composition of that gpending
shifts.

Changes in Federa! Revenues from Alaska

A number of factors will change federal collections from
individuals and from economic activity in the state this year,

Revenues from Economic Activity. Revenues from
economic activity in the state in 1981 were substantially
higher than those we estimated for 1980, for two reasons: the
price of oil continued to rise in 1981, and the windfall profits
tax, which was in effect only half of 1980, was collected
throughout 1981. However, we anticipate that fedeval rev-
enues from economic activity in Alaska in 1982 will be signifi-
cantly below those of 1981 beeause: (1) changes in federal tax
law appear fo have veduced corporale income taxes, which
were the federal government’s largest sources of revenues here
in 1980 and 1981, and (2) the price of oil is falling in 1382,
How far the price will drop is uncertain, but the price drop to
date will certainly reduce federal revenues from Prudhoe Bay
oil.

Revenues from Individual Alaskans. Federal personal
income tax collections from Alaskans will probably increase
somewhat in 1982, but at a slower rate than in the past.
Recent federal tax law changes reduced the rate of personal
income taxes but also increased the rate of Social Security
taxes. These tax changes will tend to counterbalance each
other. At the same time, personal incomes of Alaskans will
increase somewhat in 1982; the combined effects of fax law
changes and increasing personal income will probably tend to
increase personal income tax collection from Alaskans.

Beyond 1982, the relative importance of the federal
government to Alaska’s economy is likely to continue o
decline somewhat, as it has done over the past two decades.
How large this decline will be will depend on: how much other
elements of the economy grow and how much the federal
government reduces—or at least reduces the rate of increase
of—federal spending here.

Fuiure growth in Alaska’s economy, apart from federal
activities, is closely tied to petroleum development. The ptice
of oil was dropping in early 1982, as more oil was produced
than demanded worldwide. Analysts predicted that this price
drop would decrease stale governmenl revenues in the up-
coming fiscal year by half or more, and the implications of
sharply reduced state revenues revetberated throughout the
economy. In the long run, however, the price of oil is likely to
once again increase, but how soon and how much is uncertain.
Because costs of extracting Alaskan oil are high, reduced ol
prices could not only reduce state revenues from current
production at Prudhoe Bay, but also curtail petroleumn explor-
ation and development here—and thus curtail state economic
growth,

It seems likely that aside from cuts that the federal
government is making in speeific programs, many kinds of
federal spending in Alaska will at least hold steady or increase
somewhat in the coming years, Therefore, the factor most
affecting the relative importance of the federal government to
Alaska’s economy in the upcoming years will be growth in
other parts of the economy—which will be determined by
petroleum development, Given the uncertainties of such
petroleum development, the federal government will continue
to be a crucial source of jobs and stability in Alaska’s economy
for the foreseeable future.
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