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February 4, 2010

The Honorable Senator Joe Paskvan, Chair
Senate Labor and Commerce Committee
State Capitol, #7

Juneau, AK 99801

Thank you Mr. Chairman and members of the Committee; I appreciate the opportunity to
address you at this time.

Alaska’s economic future is clouded by our lack of economic diversity, our declining
gross state product and the decline of Alaskan’s per capita income. For the past 30 years
2/3 of Alaska’s economy has been driven by the oil industry and government spending.
Recently, we have seen declining crude oil production on Alaska’s North Slope and the
decrease of Federal spending on Alaska projects. Even so, Alaska has, for the most part,
escaped the severe impacts of the 2009 global recession, although our long term
economic indicators are not promising.!

Many countries, states, and communities around the world are economically depressed
due to a lack of resources and opportunities; not Alaska. Alaska has tremendous resource
potential and almost unlimited opportunities, but Alaskans have lacked the will and
leadership to invest in their own economic future. Bolstered by the belief that the past
30 years of Alaska’s economic fortune can be repeated, Alaskans continue to look to
outside sources for the next major construction project funding and hope for sustained
federal spending to support our economic house of straw. The clear vision of the framers
of Alaska’s constitution to build a state by using the funds generated by the sale of
Alaska’s natural resources has faded to a distant blur. Driven by legislative regionalism?
and lack of belief that Alaska is our responsibility, even Alaska’s most economically
successful community, Anchorage, has to question its economic future.

The time has passed for Alaska to recognize that total reliance on the oil industry and
federal spending? to drive over 60% of our economy is non-sustainable model. That
model grew government, but failed people; it grew a few communities, but not a state.

! Please see Figure 1. Twenty years of Comparative Stagnation and “Getting Poorer” Real per-capita GDP/GSP
? An example of legislative regionalism is demonstrated in the attached article “Anchorage lawmaker misses
mark with ‘nostalgia’ complaint about UAF role” by Dermot Cole, appearing in the February 1% edition of the
Fairbanks Daily New Miner

? Please see attachment “How Vulnerable is Alaska’s Economy to Reduced Federal Spending?”
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Alaska is unique; we have 680,000 people living in 650,000 square miles. We should not
expect others to invest in Alaska if we continue to fail to invest in ourselves.

The lack of affordable energy is a major contributor to Alaska’s state-wide economic
woes. Today over 80% of Alaska’s communities and 50% of Alaska’s population are
paying four times the national average for their energy costs. No viable economy can
exist while constrained by such staggering costs. Alaska has the resources and the
capacity to resolve our energy crisis. An instate natural gas pipeline can be the solution
for all Alaska’s energy needs. Our goal should be energy to all Alaska, not just Cook Inlet
and Fairbanks, but an energy solution that would serve all Alaskans. Today you can make
no better investment for the future generations of Alaskans, than the development of a
state-wide energy solution

Jim Dodson

%’Fes}dent & CEO

Fairbanks Economic Development Corporation

Cc: Senator Joe Thomas, Vice Chair
Senator Kevin Meyer
Senator Bettye Davis
Senator Con Bunde
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Figure 1 Twenty Years of Comparative Stagnation

(Real Gross State/Gross Domestic Product)
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How Vulnerable Is Alaska’s Economy to Reduced Federal Spending?
Note No. 2, July 2008 By Scott Goldsmith, Professor of Economics

About a third of all jobs in Alaska can be traced to federal spending here—and over the past
decade the rapid increase in federal spending drove much of the economic growth. Federal
spending in Alaska more than doubled between 1995 and 2005, and in 2006 it was $9.25 billion.

But now federal spending here has stopped growing, and many Alaskans are worried that the
economy is vulnerable to spending cuts as the federal budget tightens. This analysis estimates
that Alaska could be vulnerable to federal spending cuts in the range of $450 million to $1.25
billion—which could cost the economy anywhere from about 7,000 to 20,000 jobs in the future.

We estimate potential vulnerability as a range, because it’s impossible to predict with any
precision how federal spending will actually change. The best we can do is estimate the likely
magnitude of reductions, given federal budget problems. Any cuts will likely be made gradually,
over time, and recent strength in the petroleum and mining sectors will help cushion the effects.
Also, keep in mind that even if spending is reduced, the federal government will still be a major
contributor to the economy. We used two methods to bracket the potential range of reductions.

(1) Undo the Past Decade of Expansion in Spending: This method analyzes how much federal
spending would fall, if the extraordinary growth of the past decade were erased. Until 1996, per
capita federal spending in Alaska was about 38% above the national average. Today it is 71%
higher. If per capita spending dropped back to its historical level, federal spending would decline
$1.25 billion, or 14%, from current spending. Such spending cuts would most likely be spaced
over years and be concentrated in grants and military spending. Alaska per capita spending
would gradually move back to its historical differential from the national average.

(2) Analyze by Category of Spending: This method estimates the vulnerability of specific
categories of federal spending, given recent growth and factors that could affect future levels.
These cuts could total roughly $450 million to $650 million, or 5% to 7% of current spending.
As the figure below shows, grants are most vulnerable, military spending is hardest to forecast,
and transfers to individual Alaskans (mostly retirement checks) will keep growing.

How Vulnerable to Cuts is Federal Spending in Alaska, by Category?
Total 2006 spending: $9.25 billion

Vulnerability to cuts: None. Likely to grow Paymerifs to
about $100 million annually as more Alaskans  individuals
collect retirement checks. $1.91 billion

" Vulnerability to cuts: Very hard to predict, and largely
LISV — tied to national levels of defense spending. Not likely
$3.0 billion to grow or to be cut significantly, but spending for
construction of new facilities is dwindling.

Federal civilian
Vulnerability to cuts: Limited, possibly ~$1-20ilion 3
about $50 million in reduced purchases Grants Vulnerability to cuts: Most vulnerable.
of goods and services. Agency operations FRLLILY o Cuts could be in range of $500 to $700 million,

spending could contine growing. largely in grants for projects.

This analysis is part of a new ISER research initiative, Investing for Alaska’s Future, funded by a grant from Northrim Bank. The
initiative will help Alaskans better understand their economy and the importance of investment for building a strong economy.



In the rest of this note we first describe the historical importance of federal money to Alaska’s
economy and the recent growth in federal spending, before presenting our estimates of potential
federal spending cuts in more detail.

Importance of Federal Spending

About one third of the jobs and personal income in Alaska can be traced, directly and indirectly,
to all types of federal spending.’ The $9.25 billion in federal spending in Alaska in 2006
consisted of more than $3 billion for defense and $6.25 billion for activities not related to
defense.” Non-defense spending was divided among federal agencies, which spent $1.26 billion
on wages and procurement (construction of new facilities as well as supplies and equipment);
grants to state and local governments (as well as nonprofits and tribal governments) totaling
$3.08 billion, and transfers—payments to individuals and others under programs like Social
Security and federal retirement—of $1.91 billion.

Federal Spending in Alaska 2006
(Billion $)

Grants--Project
$1.23 \

o — Defense--Wages
13.3% _ / $1.34
14.4%
Grants--Formula—
2$01 0%30 _ Defense--Procurement
’ $1.67
18.1%
Y N Civilian--Wages
T";';’;ff“s ‘ $0.76
20.6% 8.2%
Civilian--Procurement
$0.50
5.4%

Source: Consolidated Federal Funds Report

' See “What Does $7.6 Billion in Federal Money Mean to Alaska?” by Scott Goldsmith and Eric Larson, UA
Research Summary No. 2, Institute of Social and Economic Research, November 2003.

? Data for this report comes primarily from the Consolidated Federal Funds Report of the US Department of
Commerce.



Largest Civilian Federal Programs in Alaska in 2006 (Million $)

Transfers
Total $1,910
6 Largest $1,622
Social
Security $722
Federal
Retirement
(Civilian and
Military) $342
Medicare $269
Unemploy
Insurance $104
Veterans'
Compensation  $114
Tribal Self
Governance $71

Grants--Formula

Total
6 Largest

Medicaid

Highway
Construction
Impact Aid to
Education

Indian Housing
Block Grants
(NAHASDA)
TANF (Temporary
Assistance for
Needy Families

Special Education

$1,850
$1,457

Total

6 Largest

Indian Health

$733}|Service

Airport
Improvement
Program

EPA Special
Purpose Grants

Alaska Native
Education
Programs

$427

$84

$121

Salmon
Recovery

Section 8
Housing

$60

$32

Grants--Project
$1,230
$707

$365

$214

$43

$33

$27

$25

Civilian Agency

Total $1,260
6 Largest $1,030
Interior $230
Homeland

Security $255
Postal Service $187
Transportation $165
Agriculture $110
Commerce $83

Source: Consolidated Federal Funds Report and author’s estimate

Recent Growth
When Alaska became a state in 1959, about 80% of jobs in Alaska depended, directly and
indirectly, on federal spending. Development of the private economy and a decline in the

military presence gradually reduced federal importance to the economy. But starting in the mid-

1990s, federal spending in Alaska began growing at a much faster pace, and the economic
contribution of federal spending increased.

Between 1995 and 2005 spending increased by $5 billion—118 percent. Adjusted for inflation,

that represented an increase of $4 billion in the annual contribution of federal spending over that
interval (see Figure 1). A large share of the economic growth during this period can be attributed
to this infusion of purchasing power. No other sector of the economy was generating that kind of

economic punch.

Figure 1.

FEDERAL FUNDS TO ALASKA
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This period of accelerated growth of federal spending in Alaska is now drawing to a close.
Spending was virtually unchanged between 2005 and 2006, and if we adjust for inflation it was
down 3%. The slowdown is due both to tightening of the federal budget and cutbacks that are
bringing federal spending in Alaska back towards the position it was in a decade ago—between
30 and 40 percent per capita above the national average.

Vulnerability Analysis: Undo the Last Decade of Expansion

Any further slowdown or decline in federal spending is impossible to predict, but either would
hurt an economy grown accustomed to the rapid increases of the last decade. Fortunately the
recent strength in the petroleum and mining sectors would partially offset any adverse effects. As
we noted on page 1, one method of estimating potential cuts in spending is looking at how
federal spending would change, if per capita spending fell back to the level where it was in 1996,
before the extremely fast growth started.

In 2006, per capita federal spending in Alaska was $13,805, the highest in the nation and 71%
above the national average of $8,058. That compares with an Alaska differential of 38% a
decade earlier—and which was a level also consistent with at least the decade before that.

If Alaska were to immediately fall back to the 1996 differential, federal spending in 2006 would
have been $1.25 billion, or 14%, less than it actually was. Such a drop could cause a 5% decline
in the economy. That may not sound like much, but it represents about 20,000 jobs.

Table 1 Federal Spending in Alaska: Undo the Last Decade of Expansion

Actual 2006 | 2006 with 1996 | Reduction
Differential
TOTAL (Billion $) $9.251 $7.996 $1.255
Transfers* $1.910 $1.910 $0
Military $3.001 $2.692 $.309
Grants $3.080 $2.179 $.901
Civilian Departments $1.260 $1.216 $.044

* Alaska per capita transfers are less than the national average
Source: Institute of Social and Economic Research

A cut that big (shown in path 2 in Figure 2) would be unlikely to occur in a single year. More
likely, program cuts would be spaced out over several years and be offset by normal growth in
other programs driven by formulas. The result could be a scenario as shown in path 1 of Figure
2, where per capita federal spending in Alaska stays at the current level for a number of years
while the U.S. average trends upward. Over time the Alaska differential would fall back to its
historical value of about 40%.

Figure 2. Possible Future Paths for Per Capita Federal Spending in Alaska
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Vulnerability Analysis by Category of Spending
A second way of estimating the magnitude and composition of Alaska’s vulnerability to
spending cuts is looking at the main categories of federal spending individually.

Transfers make up 20% of federal spending, and their growth depends on the number of people
eligible for programs like Social Security and federal retirement benefits, as well as on the
benefit levels for these programs. Consequently, transfers can be expected to increase at about
the same rate as in the past and add about $100 million more each year to the economy. (A small
part of this category of federal spending consists of payments to tribal governments, which have
fallen off in recent years, and this helps explain why growth has stalled in the last two years.)

Figure 3.
FEDERAL TRANSFERS
TO INDIVIDUALS AND OTHERS
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Military spending consists of both wages for military personnel and procurement (construction
and purchases of services), which together totaled more than $3 billion in 2006. The future of
military spending is the most difficult to predict. A decrease in the military procurement budget
from the 2005 peak of $1.9 billion occurred as expected in 2006, but growth in the wage bill was
nearly large enough to prevent an overall decline (Figure 4).

Figure 4.
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If Alaska defense spending were to fall back to the 1996 differential discussed above, it would
only drop by $300 million (because the per capita differential only increased modestly, from
234% above the national average to 273%). But Figure 4 makes it clear that growth in military
spending in Alaska has primarily been the result of the Iraqi war rather than an increase in
Alaska spending relative to the rest of the nation. If the total federal defense budget were to fall,

5



it would pull down military spending in Alaska, even if the Alaska differential remained at its
current level. Right now it appears unlikely that the federal military budget will be cut
significantly in the future, but military spending in Alaska is unlikely to increase from its current
plateau, and is more likely to fall as money for construction of new facilities continues to dry up.

Grants (including both formula-driven and project grants) is the category of spending that has
seen the largest growth in the past decade. Most of the increase occurred between 1999 and
2002, and since then the amount, adjusted for inflation, has been trending downward (Figure 5).
Most of the overall effects of a reversion to the 1996 Alaska differential would be in grants,
which would drop $900 million.

Most formula grants flow to the state government and are based on either individual eligibility,
for programs like Medicaid, or state eligibility, for programs like highway planning and
construction. Some of the formulas (for example, the highway fund and Medicaid) contain
special provisions that provide additional funds for Alaska and these might be eliminated in the
face of budget cutbacks. Losing special provisions in a few of the largest formula grant programs
could cost Alaska an amount in the range of $100 to $200 million annually.

Figure 5.
‘ FEDERAL GRANTS TO ALASKA
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Project grants are either for specific capital projects or to provide program services. These were
the fastest growing category of federal spending in Alaska for nearly a decade. Most go to state
government and nonprofit agencies in Alaska, including tribal governments and Alaska Native
nonprofit organizations. The largest are for airport construction and for Native health care.

Two figures representing the potential vulnerability of federal project grants are based on
estimates of “pork” and “earmarks.” A large share, but not all, of the $400 to $600 million in
Alaska “pork” identified each year by the Citizens Against Government Waste (a national
nonprofit organization) consists of project grants.” The U.S. Office of Budget and Management
identified nearly $700 million in “earmarks” for Alaska in the 2005 federal budget, and some of
that was in project grants.”

? Most of the remainder was federal procurement—military and civilian.

* Some earmarks in formula and project grant programs do not increase the total appropriation, but rather specify
how a portion will be spent. Consequently the level of earmarks is not necessarily a good measure of federal
spending in Alaska that is vulnerable.



On the other hand, some of the recent growth in project grant funding has been to support health
care for Alaska Natives; that funding was formerly provided by federal agencies. Taking this into
consideration and assuming the 1996 differential as a reasonable base, perhaps about $400
million of project grants could be vulnerable.

Federal civilian spending is for both purchases of goods and services and wages of federal
civilian employees in agencies. Growth in recent years has been concentrated in the purchase of
goods and services, including construction services (procurement). The number of federal
employees has not increased much. (The top five departments in 2005 were Interior, Homeland
Security, U.S. Postal Service, Transportation, and Agriculture.) A reduction in procurement
spending could take $50 million out of the budgets of these agencies and return spending to the
differential of 1996.

Figure 6.
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For more information about this topic contact Scott Goldsmith at 786-7720 or afosg2 @uaa.alaska.edu.
Additional information about the Alaska economy is available on the ISER website www.iser.uaa.alaska.edu/




Anchorage lawmaker misses mark with 'nostalgia’ complaint about UAF role Page 1 of 5

print
Anchorage lawmaker misses mark with 'nostalgia’ complaint
about UAF role

by dermotcole
02.01.10 - 06:24 pm

To hear Rep. Bill Stoltze tell it, the university is on a nostalgia trip and
doesn’t recognize how big and important Anchorage has become.

In a rambling monologue during a committee hearing last week, the
Eagle River Republican demonstrated one of the political challenges
faced by advocates of the $110 million life sciences building at UAF.

Stoltze, the co-chairman of the House Finance Committee, apparently
doesn’t think much of investing in the Fairbanks campus, where he
went to school almost 30 years ago, because there are more people in
Anchorage.

“There’s almost a nostalgia | hear in from the university about wanting
to have a centralized campus and directing affairs of the rest of the
state and have this controlled unit out of the Interior,” he said.

http://fairbanks.uber.matchbin.net/printer friendly/5724141 2/4/2010
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He mentioned the changing fortunes of Galveston, Texas as relevant to
what is happening with the university.

“Well Galveston used to be the largest and most prominent city and if it
wasn’t for the popular pop song, a lot of people wouldn’t even know
Galveston. The nostalgia and not recognizing where the movement is.
This hasn’t been any conspiracy that the center of the university, it
actually hasn’'t been a plan; it's something that's happened in spite of
the best wishes.”

“The balkanization, sometimes there’s breakaway republics because
people want to break away from that, they don’t want to just be a
satellite under the sphere of collectivists.”

Referring to UAA Chancellor Fran Ulmer and her lobbying efforts on
behalf of the Anchorage campus, Stoltze said she is not a "shuffle shoe
lackey of what some folks call an Interior-centric university system."

“I'm kind of proud that she’s willing to step up and | don’t, you know,
consider it an apostasy that she speaks up for one of our campuses
that has, not just a slightly larger population of students, but a

http://fairbanks.uber.matchbin.net/printer friendly/5724141 2/4/2010
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significantly larger and it's going to only become more pronounced in its
size and disparity in population.”

“I don’t want to get wrapped up in a nostalgia about what used to be in
the state and where the centricity of the university was. You know
clearly we have that argument in other aspects of state government
and we won’t bring those up.

“But it's, we’re an evolving state. | might have a different perspective.
I’'m looking at one of my younger nephews is now a freshman at UAA in
his second semester. He’s got one class on campus. That's because of
severe classroom shortages.”

He concluded by saying that Ulmer is on the right track.

“My takeaway is, Fran, don’t back off, don’t apologize and you've got a
lot of supporters in the Legislature.”

After listening to Stoltze, my first reaction was that | wanted to throw a
shoe at the TV, especially because of the nonsense about Galveston
and his Anchorage-centric attitude.

http://fairbanks.uber.matchbin.net/printer friendly/5724141 2/4/2010
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But UA President Mark Hamilton gave a polite and direct response that
saved the office TV from a direct hit.

“I, with all due respect, consider it an insult to the great members of the
board of regents that | have worked with for 12 years, to suggest that
they are Interior-centric. This is a statewide board and we are a
university because we have a board of regents,” Hamilton said.

There are five regents from Anchorage, two from Fairbanks, one from
Kodiak, two from Juneau and a student regent from Fairbanks.

“Is there internecine warfare? There is. You want to know why?
Because they’re successful. They’re successful in engaging their own
regional representatives and overturning the expressed priorities of the
board of regents. We need your help in this,” Hamilton said.

Hamilton said that during his 12 years as president, more than 80
percent of new construction has gone to Anchorage.

http://fairbanks.uber.matchbin.net/printer friendly/5724141
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Many Anchorage legislators have been far more interested in the $100
million sports palace they want to see built in the state’s largest city
than the life sciences building identified for years by the regents as
crucial to the academic future of the university.

There ought to be some understanding by legislators that when the
regents set priorities for the university, they are planning for the higher
education needs of the entire state.

That's one way to make the case for the life sciences building, a
proposal that deserves a united legislative effort for the opportunities it
will open for students from throughout Alaska.

© fairbanks.uber.matchbin.net 2010
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