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Summary . . .

A Studied economic impacts of ten fiscal options:
I Spending cuts (four kinds)
I Taxes (four kinds)
I Dividend cuts
I Saving less
A Not advocating for or against any option



Summary . . .

Fiscal Options We Studed

Option

Direct economic impacts

Spending cut: workers

Reduce government jobs & pay

Spending cut: broad-based

Reduce government jobs & pay
Reduce other government purchases

Spending cut: capital

Reduce government capital spending

Spending cut: pay

Reduce government employee pay

Income tax: progressive

Income tax; flat rate

Sales tax; more exclusions

Sales tax: fewer exclusions

Reduce Alaskans' disposable income
Partly paid by non-residents
Partly offset by federal tax deductions

Dividend cut

Reduce Alaskans' income
Partly offset by lower federal tax

Saving less

No short-term impacts




Summary . . .

Who is most affected?

Option

Direct economic impacts

Spending cut: workers

Government workers

Spending cut: broad-based

Government workers
Government contractors & their workers

Spending cut: capital

Construction industry & their workers

Spending cut: pay

Government workers

Income tax: progressive

Income tax: flat rate

Higher income Alaskans

Sales tax: more exclusions

Sales tax: fewer exclusions

Higher & medium income Alaskans

Dividend cut

Lower income Alaskans

Saving less

Future Alaskans




Summary . . .

Short-Run Economic Impacts per $100 Million of Deficit Reduction

Income
($ millions) FTE jobs

Spending cut: workers 138 1677
Spending cut: broad-based 115 1260
Spending cut: capital 64 031
Spending cut: pay 143 727
Income tax: progressive 138 776
Income tax: flat rate 138 796
Sales tax: more exclusions 132 771
Sales tax: fewer exclusions 135 793
Dividend cut 150 898
Saving less 0 0




Summary . . .

A Saving less has no short-term impacts
A All other options affect the economy:

I Spending cuts

I Taxes

I Dividend cuts
A They vary in:

I Who is most affected

I Relative magnitude of impacts
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Summary . . .

How fast should we reduce the deficit?

We will have to greatly reduce the deficit soon
We ¢ a n 0 é¢conanvicanmpédcts
The smoothest transition is a significant start this year
Not making major progress this year would have a big impact
I Further credit rating downgrades
I Loss of business confidence
I Reduced private investment
Fully closing the deficit this year would have a big impact
I Economy is already-weakened
Neither extreme is best
I Doing nothing this year
I Doing everything this year



Study background



Study status . . .

A Presentation summarizes draft results

A Draft full report available soon

A Further analysis planned over next month, to address
I Comments
I Questions

A Final report in March
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What we studied

Relative contributions to fiscal options of non-residents & the federal
government

Relative impacts of fiscal options on different income groups
Relative impacts of fiscal options on the Alaska economy
Total impacts of deficit reduction on the Alaska economy
Other impacts:

I Many, varied and important
I Described but not analyzed
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What we didnot study

Options with complex effects which are difficult to predict,
iIncluding potential changes to:

A oil taxes
A oil tax credits
A cuts to specific programs
A how the state delivers services
I K12 education, University of Alaska, Medicaid, etc.
Afrpl umbingo of state finances ( SB
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Relative contributions
of non-residents &
the federal government
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Non-residents would pay about 7-11% of sales taxes
and about 7% of income taxes
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The feder al government woul d h &l
because our federal income taxes would be lower.
Higher-income households who pay higher tax rates would benefit most.

P
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Relative impacts of
fiscal options on
different iIncome groups
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We estimated effects of taxes and dividend cuts for 10 groups of Alaska households,
grouped by their per-capita income in 2013, from the lowest 10 percent to the highest 10 percent

Households and Population, by Household Per-Capita Income Percentile
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The three lowest-income groups had average household incomes of less than $45,000.
The highest-income group had an average household income of more than $200,000.

Average Household Income,
by Household Per-Capita Income Percentile
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The share of the highest income group in total income (21%)
was almost as high as the shares of the bottom five groups combined (22%).

Share of Total Alaska Income,
by Household Per-Capita Income Percentile
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How options affect different groups:
Income reduction per person

income reduction per person

Average Per Capita Disposable Income Reduction
per $100 Million in Deficit Reduction
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Dividend cuts cost lower-income households more
--because less of their dividends go to federal taxes.

income reduction per person
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How options affect different groups:

percentage income reduction per person

% income reduction per person
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Combinations of options would have intermediate effects
on households of different income levels.

income reduction per person
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Combinations of options would have intermediate effects
on households of different income levels.

% income reduction per person
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Income distribution varies for different regions of Alaska
Share of 2013 Tax Returns, by Adjusted Gross Income Range
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Relative impacts of
fiscal options on the
Alaska economy
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Saving less (and using the money to fund government)

would have no short-run economic impacts on the Alaska economy.

A Options for saving less include:
I Reducing inflation-proofing transfers to PF principal
I Adding less to the PF earnings reserve

A Saving less would not:
I take any money out of the economy
I have any short-run impacts on jobs or income

A But it would reduce:
I our future investment earnings
I how much savings we leave for future Alaskans
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From 2010 to 2015, we saved an average of $1.4 billion annually
of Permanent Fund realized earnings

28

How We Have Been Using Permanent Fund Earnings
ings rese

Sy Savings in PF earn

(inflation proofing)

| |mmm Dividends

| |==m Savings in PF principal

0000000000
00000000
00000000
3333333




All our other fiscal optionsd
cutting spending, cutting dividends, and increasing revenuesad
would have significant short-run economic impacts.

They would all take significant amounts of money out of the economy.
But they would do so in different ways,

with different impacts on different Alaskans
and different relative impacts on public and private employment.
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How we compared relative impacts of other fiscal options

A Standard fieconomic i mpact anal ysi
A Impacts per $100 million of deficit reduction
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Calculating economic impacts:
direct income impacts

MAJOR
ASSUMPTIONS
Spending cut Dividend cut Taxes
l Effective
< _______
Lower payments tax rates
to businesses < Taxes paid by
l, v non-residents
Lower business Lower state Tax payments
worker incomes  worker incomes by Alaskans

\ b |

DIRECT INCOME IMPACTS



Calculating economic impacts:

direct income impacts

Short-Run Economic Impacts

ner $100 Million of Deficit Reduction

Direct Direct

earned other

income income Why the direct income impact is
Option ($ millions) | ($ millions) less than $100 million
Spending cut: workers 95 Not all of the cut is to worker pay
Spending cut: broad-based 67 !
Spending cut: capital 42
Spending cut: pay 100
Income tax: progressive 93 Non-residents pay part of the tax
Income tax: flat rate 93 "
Sales tax: more exclusions 89 !
Sales tax: fewer exclusions 90
Dividend cut 99 Some dividend recipients leave
Saving less 0
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Calculating economic impacts:
multiplier income impacts

MAJOR

ASSUMPTIONS

Spending cut Dividend cut Taxes

|

Lower payments
to businesses

|

v

Changes in
business spending

Lower business
worker incomes

\

N

v
Lower state Tax payments
worker incomes by Alaskans

b |

DIRECT INCOME IMPACTS

Changes in
household spending

MULTIPLIER INCOME IMPACTS

l D

Effective
tax rates

Taxes paid by
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Federal
tax rates

Savings
rates
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Calculating economic impacts:

multiplier income impacts

Short-Run Economic Impacts per $100 Million of Deficit Reduction

Income Impacts
(millions of $ of income)
Direct Direct Multi-
Option earned other plier Total
Spending cut: workers 95 43 138
Spending cut: broad-based 67 48 115
Spending cut: capital 42 22 64
Spending cut: pay 100 43 143
Income tax: progressive 93 45 138
Income tax: flat rate 93 46 138
Sales tax: more exclusions 89 44 132
Sales tax: fewer exclusions 90 45 135
Dividend cut 99 51 150
Saving less 0

Pay cuts have a smaller multiplier impact than dividend cuts
because more of pay goes to federal taxes and savings



Calculating economic impacts:
job impacts
Short-Run Economic Impacts
per $100 Million of Deficit Reduction

Job Impacts
(FTE jobs)
Multi- Job impacts are
Option Direct | plier | Total biggest for cutting
Spending cut; workers 962 | 715 | 1677 |&— 90Overnmentworkers
- because they include
Spending cut: broad-based | 504 754 | 1260 direct losses of
Spending cut: capital 506 | 425 | 931 government jobs
Spending cut: pay 127 727
Income tax: progressive 776 776 Taxes and
Income tax: flat rate 796 796 dividend cuts
Sales tax: more exclusions 771 771 hz_;\ve only M
Impacts on jobs.
Sales tax: fewer exclusions 793 793
Dividend cut 898 898
Saving less 0 35




Short-Run Economic Impacts per $100 Million of Deficit Reduction

Income Impacts Job Impacts
(millions of $ of income) (FTE jobs)
Direct | Direct | Multi- Multi-
Option earned | other | plier | Total | Direct | plier | Total
Spending cut: workers 95 43 138 | 962 715 | 1677
Spending cut: broad-based 67 48 115 504 754 | 1260
Spending cut: capital 42 22 64 506 425 931
Spending cut: pay 100 43 143 727 727
Income tax: progressive 93 45 138 776 776
Income tax: flat rate 93 46 138 796 796
Sales tax: more exclusions 89 44 132 771 771
Sales tax: fewer exclusions 90 45 135 793 793
Dividend cut 99 51 150 898 | 898
Saving less 0 0




The economic impacts of reducing the deficit will depend on
what combination of options we use.



