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PART IT

ALASKA'S ECONOMY 1939-1980 -~ TRENDS AND COMPOSITION



ALASKA'S ECONCMY 1939-1980 ~ TRENDS AND COMPOSITION

Over the life of the Alaska unemployment insurance program, the Alaska
economy has grown in size and diversity, undergone several major changeé
in industrial composition and experienced periods of boom exansion Fol-
lowed by recession. The nature of these changes in industrial composition
and growth rate and trends in the economy have had important implications
for the operation of the program. Refer to Chart 2.

The Forties - Exchanging Specializations, from Salmon and Gold to Defense

At the time of the enactment of the first program in 1937, Alaska's

economic value to the nation was as a source for fisheries products {pri-
marily canned salmon), and minerals (primarily gold and to a lesser extent,
copper). Other resources were harvested and values produced, but the econ-
omy was a very narrowly specialized one with a past history of a turn-
of-the-century gold rush followed by a long period of stagnation. In 1939
average monthly employment was about 30,000 persons, approximately a third
being fishermen and other self employed persons. The two thirds of the
employed workforce receiving wage and salary compensation was concentrated
in trade and other distributive industries {19% of total emplovment), mining
(15.5%) and manufacturing (15.9%). Govermment, including defense, accounted
for 12.4% of total emplovment.

Following the invasion of the Aleutian Islands in 1942 and continuing to

the present, Alaska's main national importance has been its strategic
defense location. From a pre-war total of 500 officers and men, military
personnel stationed in Alaska rose to 152,000 by July 1943, stabilizing

at about 50,000 in the early 1950's. Average monthly employment covered

by unemployment insurance rose from 10,916 in calendar vear 1940 to

20,540 in 1942 and total annual covered wages from $20.2 million to

$51.4 million. Most of this increase was in contract construction and other
defense related activities. Gold mining was completely suspended under

war manpower programs and fisheries declined as the resource yield fell.

The Fifties - Construction Cycles, Creating the Defense System

During the 1940's and the 1950's Alaska had a defense and federal govern-
ment oriented economy. Calendar year 1952 is typical. Of the total emploved
workforce of 112,300 persons per month, Department of Defense (military and
civilian personnel) accounted for 51.2%, other government 8.5%, distributive
industries (strongly related to or derived from defense activities) 14.1%,
and constract construction 9.2%. Mining had fallen to 1.5%, manufacturing

to 5.3% and non-wage and salary employment to 10.2%.

Total employment climbed sharply during the 1940's, but assumed a relative
plateau during the 1950's, reaching approximately 62,000 persons in calendar
years 1951, 1952, 1956, 1957, and 1959, and dropping significantly below
these levels in the other years of the decade. The most serious recession

—6—
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in was tax struc-—
Tu 200 and that almost 90
pe ore and more workers have achieved
an ent of wages taxed in 1970 fell

taxed in 1977, the last year of
a s is expected fo be only 60 percent., One can
easily see the widening gap between total and taxable payroll in Chart 4.
This means, as wages increase, the tax burden is shiftred from employers'
who employ both high and low wage workers ;0 s*zmarﬂiy those emﬁxoer“V
employ low wage workers

who

W T8 . <
fairly equitable in 1960 ro one in which each vear a péatia@lg ﬁ*gnez rate
of contributions are paid by low wage employers. For exactly the same reason
that & tax structure with a limited tfax base discriminates against the low
wage employer, 1t also discriminates against the low wage worker. To further
illustrate how the tax is regressive consider the following example:

Assume the case where the low and high wage
the average contribution rate of 2.9 percent
wages.

In 1960 the 2.9 tax to the high wage employer was equiva-
lent to a tax of 2.6 percent of total wages, as taxable
wages were equal to 88 percent of total wages. In 1970

2.1 percent of total wages were taxed as his taxable
wages made up only 73 percent of total wages.

Yet the low wage employer, the majority of whose employees
were pald less than 57,200, paid a tax in 1960 of 2.9 per-
cent of gaxsble wages and 2.8 percent of total wages. In
1970 the low wage employer continued to pay 2.9 percent of
taxable wages which was equivalent to 2.6 percent of total
wages (based on a taxable to total wage zat of .91},

.
i

e
“a

ployer and emplovee,
c<ed. 1n other words,
ressive taxation which makes

1

to thelr payroll on the basis of

o
&

o
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Egqual Tax

To spread the

eliminate regr
earner is taxe
wage. The sam

osts equally to all participants in the economy, we would
ssive taxation by taxing total wages so that the large wage
£ the same pvr@eﬁtage of %ig wage as the low wage earner’s
{ e "employer'. Would it be
xed at 7Z percent, to

aYaTs e TRELLT T
,5\.?{)\} ;Kef yglé Lhe AU L i

<

-

A tax structure which assigns equal rates to all emplovers would ssem to cause
employers to be less concerned about increases in benefits, since his rate would
not go up if his payroll declined. However, he would easily recognize that the
reserve multiple tax concept assigns a tax based on the fund's adequacy and

that the Zuné’s adequacy 1is dependent upon the amount of benefits paid. He
recognizes, therefore, that the less adequate the fund is the higher his tax
will be. An equal rate structure would cause him to be no more or less concerned
about benefit payment than he is about his own profit.

e
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PART V

BENEFIT COSTS FOR 1972 AND 1972-1977 ACTUARIAL PLANNING PERIOD

-27=



BENEFIT COSTS POR 1972
AND

4972 ~ 1977 ACTUARIAL PLANNING PERIOD

An Unemployment Insurance fund must be appraised in light of potential
liabilities. As a measure of potential liabilities, previous oenef**

costs along with careful considerxation of the economic conditions which
generated those high costs can be a good gauge. To realize relative cha nges,
income, benefit costs, and reserves must be stated as percentages of total
wages. The following sections explain our measurse of adequacy, the reserve
multiple, and generally how the rate for the 1.4 to 1.6 interval in our
reserve multiple tax structure was derived.

Reserve Multiple - Measure of Adeguacy

Az noted in the financial section, we have designed a tax structure o
produce a predetermined yield during the 1972 - 1977 Actuarial Plannin g
Period to meet the expected benefit costs of our recommended benefit struc—
ture. This tax structure is alsc designed to build the fund up to an
adequate level. This level, as suggested by the Federal Government as a
guideline in considering adequacy of a State reserve fund in relation o
potential recession costs is a reserve (as a percent of the latest twelve-
months total wages) equal to 1.5 - 3.0 times the ratio of benefits to total
wages in the highest twelve month period experienced since 1957. This min-
imum safe level for rate reduction would be achieved in Alaska when the
reserve on September 30 as a percent of the twelve month total wages ending
June 30 equals 1.5 times 4,33 percent, Alaska's highest benefit cost rate
since 1957. Alaska's reserve multiple on September 30, 1970 was 1.24.

Balancing Income and Expense Over a Periocd of Time

Projected cost rates are made for 1972, the effective date of the Federal
conforming and recommended State Leglslation,and for the 1972 ~ 1977 Actuarial
Planning Period. Projections were made under three assumed economic patterns
and are expressed as averages for the 1972 - 1977 pericd. The projections
under an estimated average insured unemployment rate of 8% for the 1972 - 1977

period were used to derive the rate for the 1.4 to 1.6 interval. The need to
detail individual years is unnecessary, since interim fluctuations are auto-
matically taken care of by averaging the cost factors. In so doing, the
reserve multiple tax concept's basic objective of balancing choms and expen
over a period of time will be accomplished.

D8



CALENDAR YEAR 1972

TRADTOINTY AT A by T TORTINIGITITY SOy
SSULMATED ALASKA U, I. BENEPIT COSTs

Fas Tt Tt Aa Tt Z I = fe' ] ]
I0 CONFCRM TO 2. L. 91-373

ECONCMIC PATTERN I Iz IIZ
INSURED UNEMPLOYMENT RATE {(IUR) 7.C 8.0 9.0
BENEFIT COST RATE AS PERCENT
OF TOTAL WAGES
P. L. 91-373
Removal of $20 Interstate Restriction . 143 . 167 .194
Participation in Wage Combining . 040 . 047 . 054
Extended Benefit Program {50% State share) 2/ L0432 .053
Total .183 . 257 . 301
Current Law 1.357 1.587 1.842
Total L.540 1.844 2.143
Recommended Benefit Improvements . 683 . 806 .91%
Total 2.223 2.650 3.054
AMOUNT OF BENEFIT CCSTS (3 MILLION} Ef
P, L. 91-373
Removal of $20 Interstate Restriction $1.15 $1.34 3$1.55
Participation in Wage Combining .32 .38 43
Extended Benefit Program {50% State share) 2/ .34 A2
Total 1.47 2.06 2,41
Current Law 10.87 12,71 14.76
Total 512.34 $14.77 $17.17
Recommended Benefit Improvements 5,47 5,46 7.30
Total $17.81 $21.23 $24.47

1/ Based on estimated Calendar Year 1972 total covered wages of $801,000,000,

2/ The Bxtended Benefit Program in 1972 would not likely trigger at a 7.0 IUR.
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TAXES REQUIRED TO FINANCE RECOMMENDED BENEFIT IMPROVEMENTS
FOR THE 1972-1977 ACTUARIAL PLANNING PERIOD

b o
= i
TAX RATE = C0OST RATE
THEN
Reserves at End of Period will Equal
Current RESEIVE v.vevroncse 534,
+ Interest on Reserve ....... 4,
$48,
BUZI 1970
Total WBZES ..verconoosnsvsans $650.0
REBEIVES wuvsssoasscoaaoscasos 34.1
Reserve Percentage .... 5.25
Reserve Multiple
{(Divide by 4.33%).vecu. 1.21

ot

977

$1,105.4

48.1

If We want to Maintain a RESERVE MULTIPLE EQUAL to 1,

$ Reserves Must Increase To:

872 milliion L/

o
=

It

TAX RATE MUST BE HIGHER THAN COST RATE

by the end of 1977

HOW MUCH HIGHER?

1/ 1377 & Reserve -
1977 Total ¥ages °

$ 72 Million ‘

$1,105,.4 Miliion = 4o39% = 15

~30=

Highest Benefit Cost Rate = Hinimes Adeguate Reserve FMultiple

4,35

1.60

5,
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