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3-YEAR ECONOMIC OUTLOOK

ANCHORAGE
INTRODUCTION

Anchorage’s economy continues on a trajectory
of slow to moderate economic growth. Although
total employment increased by just a few hundred jobs in
2013, the private sector added 1,100 jobs, and mid-year
indicators for 2014 point toward an additional
1,100 new private sector jobs by the end of the
year. With private sector job growth, continuing local
population growth, rising total personal income, and an
improving national economy, perhaps it should be no sur-
prise that AEDC's 2014 Business Confidence Index (BCI)
showed a strongly positive local business community for
most measures of business confidence.

Declining government employment acted as a drag on
the Anchorage employment picture in 2013, when public
sector employment was down 800 jobs. That decline has
continued into 2014, according to preliminary employ-
ment data. As a result, total job growth through the first
six months of the year has been slower than expected,
0.4 percent, according to the Alaska Department of La-
bor and Workforce Development (ADOLWD), rather
than the 0.8 percent estimated by AEDC last January.
Nevertheless, strong economic activity over the summer
could still push Anchorage job growth back to the higher
growth rate.

This AEDC Three-Year Economic Outlook examines
economic trends based on historical data, interviews with
representatives of businesses and organizations in various
sectors, and current events. It discusses trends in terms of
eight key indicators: population, employment, personal in-
come, air passenger and freight volumes, building permits,
Port of Anchorage tonnage, visitor industry activity, and
oll prices.
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POPULATION

With nearly 2,600 new residents in 2013, Anchor
age has passed the 300,000 mark in population. The
ADOLWD estimated Anchorage’s population
at 301,134 residents in 2013, 0.9 percent above
2012.

“Natural increase” (births minus deaths) was the prima-
ry source of population growth in An-
chorage. Last year (2013) was the third
consecutive year in which fewer people
moved to Anchorage than moved away

+1%

like the rest of Alaska, continues to age. The Anchorage
population over 65 has grown at /.4 percent annually
since 2010. Last year, this age group increased by about
1,500 people, nearly double the increase in those aged
20 to 64. A decade ago, seniors accounted for 5.5 per-
cent of Anchorage's population. Today it comprises 8.7
percent. By 2022, nearly one in seven
people (13.4 percent) are expected to
be over 65. In addition to the unique role
of seniors and senior income in the econ-
omy, demographic shifts in the workforce

(e, there was negative net migration). ANNUAL .
In contrast, the Mat-Su Borough remains GROWTH RATE may challenge emplgxers to find suitable
the fastest growing region in Alaska with 2015-2017 replacements for retiring workers.

its highest level of net in-migration in

four years. One component of Mat-Su's

ongoing growth is likely Anchorage resi-

dents seeking more affordable housing than is available
within the municipality (a trend identified in a 201 |
housing study for the Municipality of Anchorage by Mc-
Dowell Group).

Another important population trend is that Anchorage,

ANCHORAGE POPULATION, 2000 - 2017

289,230
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276,865277,157
272,304

291,826

It is projected that Anchorage’s

population will continue to grow at

a slow but steady pace of about |
percent a year (roughly 3,000 new residents an-
nually), again driven mainly by natural increase
rather than in-migration, but also supported by
growth in the job base.
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Source: U.S. Census,Alaska Department of Labor and Workforce Development, 2000-201 3. McDowell Group estimate (2014) and

forecast (2015-2017).
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EMPLOYMENT

The Anchorage economy showed a net increase of just
300 jobs in 2013, well below forecasts. The private
sector added [,100 jobs in 2013. However, government
employment as a whole declined by 800 jobs. An
increase in State employment of 100 jobs was not
enough to offset 400 fewer federal jobs and 500 few-
er local government jobs. There are now
[,100 fewer federal employees in An-
chorage than there were in 2010, an ||
percent overall decline.

Private sector job growth is encourag-

+1%

600 jobs and private sector growth of [,200 jobs.

In its January jobs forecast, AEDC predicted 2014 would
see relatively slow employment growth of about 0.8
percent (1,200 new jobs). The first six months of the
year saw just 0.4 percent growth, suggesting that year-
end employment may come in somewhat below expec-
tations. However, summer employment
activity could push the growth rate back
to the forecast level. Anchorage’s private
sector typically adds 10,000 summer
workers to its payrolls, with peak em-

ing, especially an 800-job (4 percent) in- ANNUAL ployment in July and August.
crease in professional and business-ser- GR?::’;I:I;O:‘?TE AEDC's previous three-year forecast was

vices employment. Other growth areas
in 2013 included the oil and gas sector
and health care. Financial services and
construction employment were down in 2013.

The latest data suggests slow net job-growth continuing
into 2014, again the result of private business activity
offsetting government-sector declines. Through the first
six months of the year, Anchorage employment is

approximately 600 jobs ahead of the same period in
2013.This reflects a drop in government employment of

ANCHORAGE EMPLOYMENT, 2000 - 2017

Great Recession:
Dec. 2007 - June 2009

Early 2000s Recession:
March 2001 - Nov. 2001

151, 900
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138,200 ga
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for employment growth of approximate-

ly 1.2 percent annually in 2015 and 2016.
Recent trends suggest a slightly slower rate of
growth can be expected, in the area of 1.0 per-
cent annually for the period 2015 through 2017.
The good news is that employment should con-
tinue to expand, with the private sector more
than counterweighting any further government
sector declines, at least in the near term.
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Source: U.S. Census,Alaska Department of Labor and Workforce Development, 2000-201 3. McDowell Group estimate (2014) and
forecast (2015- 20I7) The dates and durations of recessions are from the National Bureau of Economic Research.
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PERSONAL INCOME

Personal income is defined as total gross income
(before taxes) from all sources earned or received by
Anchorage residents. According to the most recent data
available from the US. Bureau of Economic Analysis,
personal income in Anchorage totaled $16.3 billion in
2012,4.5 percent more than in 201 I.

Income from employment (totaling $ 1 |.1 billion in 2012)
accounts for about two-thirds of all personal income and
grew 5.2 percent over 201 |. Investment income, which
includes dividends, rental income, and interest, was the
fastest growing source of personal income, increasing
by 6.7 percent in 2012. Since 2009, the average annual
growth rate of investment income has
been 7.6 percent. This is a function of
both a recovering stock market (now
at or near record highs) and a growing
retiree population drawing income from

+4.7%

from -2 percent to +6 percent since 2001, even without
considering the recession years.

While local-level 2013 data is not yet available, statewide
data indicates that Anchorage personal income likely sur-
passed $17.0 billion last year. Growth over the next
three years is expected to average 4.7 percent
annually.Beyond 2017,low unemployment rates
and expected population growth should contin-
ue to drive personal income higher in Anchor-
age, though perhaps not at the same rate as in
previous years. Investment income from dividends is
expected to maintain its current trajectory. Government
transfers should increase this year, as the
2014 PFD is expected to be substan-
tially above 2013.The PFD is based on
a five-year rolling average return on the
Permanent Fund's investments. The dis-

savings and retirement plans. ANNUAL mal returns of FY2009 finally drop out of
In contrast to employment and invest- GR?;’:’;;:)II‘_,ATE the five-year rolling average this year. The

ment income, government transfers
decreased by $29 million, or -1.3 per-
cent. Government transfers include the
Permanent Fund Dividend (PFD), Medicaid, Medicare
and Social Security, among other payments from gov-
ernment to individuals. This is a volatile component of
personal income, with year-over-year changes ranging

result should be a dividend perhaps 50
percent above last year (or more). If this
October's PFD distribution were $1,500,
that would mean $180 million more than last year in to-
tal personal income for Anchorage residents. Barring
a sharp drop in the stock market, PFDs should
remain relatively high over the next few years.

ANCHORAGE PERSONAL INCOME, 2001 - 2017

($ BILLIONS)

$14.3 $14.1 °14
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|
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$16.3 °
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Source: U.S. Bureau of Economic Analysis, 2001-2012. McDowell Group estimate (2013-2014) and forecast (2015-2017).
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ANCHORAGE INTERNATIONAL
AIRPORT

Two-thousand-thirteen was a mixed year for the airport. Cargo volume declined for the third year
in a row, but the number of passengers increased. Passenger volume reflects tourism travel, local and state
business activity, and residential travel. It includes counts of enplaning, deplaning, and in-transit passengers. Air cargo,
which is dominated by cargo that transits through Anchorage en route to other destinations, responds directly to
global economic conditions. Both air passenger and air freight indicators are important measures of
economic activity in Anchorage.

PASSENGER VOLUMES

Ted Stevens Anchorage International Airport (ANC)
passenger volumes totaled slightly less than 5.1 million
passengers in 2013, 2.7 percent above
2012.The growth in 2013 marked a turn-
around from the -2.6 percent decline in
passenger traffic experienced in 2012.

Like many sectors of Alaska's economy,

+2%

into 2014. First quarter 2014 passenger traffic was 4
percent above first quarter 2013. However, while an
increase in traffic is expected for 2014,
growth may be muted slightly due to
an expected decline in cruise passenger
traffic to Alaska (many passengers cruise
one way and arrive or depart Alaska by

. , ANNUAL -
demand for air travel is seasonal. The GROWTH RATE airline).
summer months (June through August) 2015-2017 AEDC expects 2014 air passen-

see nearly twice as many people pass-
ing through Anchorage’s airport as in the
winter season (December through Feb-
ruary). Air travel for the 2013 summer season was up
5.9 percent compared to summer 2012, to .9 million
passengers, the most since summer 2008.

The growth trend that began last year has continued

AIR PASSENGER VOLUME, 2003 - 2017
(MILLIONS)

5.30

ger traffic to be about 2 percent

above 2013, and anticipates that

same rate of growth for the 2015
to 2017 period, reaching an annual 5.51 million
passengers in 2017, which would surpass the
pre-recession peak of 5.34 million passengers
in 2008.

5.51
5.34 530 5.40
5.19
5.11 5.08 5.09
5.05 5.05 .
4.86 4,95 4.96
| I I I I I

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Source:Ted Stevens Anchorage International Airport, 2003-2013. McDowell Group estimate (2014) and forecast (2015-2017).
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AIR FREIGHT VOLUMES

ANC remains the second busiest cargo air-
port in the U.S. in terms of weight landed. In
2013, it slipped to sixth place internationally behind the
fast-growing Dubai International Airport and slightly
ahead of Louisville International Airport. In 2013, 2.67
million short tons of cargo moved through the airport,
a decline of 1.7 percent from 2012 and a 5.8 percent
decline since the post-recession peak of
2.83 million tons in 2010.The number of
cargo landings was down 3.3 percent to
35,545 in 2013 compared to 36,772 in
2012,

0%

and enplane cargo combined was down |7/ percent.
Overall, the total cargo volume was down 0.5 percent
for the quarter. Based on first quarter trends, 2014 car-
go volume will end slightly below 201 3.

The World Bank is forecasting global GDP growth of 1.9
percent in 2014, 2.4 percent in 2015 and 2.5 in 2016.
This growth will occur predominantly in high-income
countries and strong emerging econ-
omies like India and Indonesia. Growth
globally leads to more international trade
and potentially more air freight activity

ANNUAL through ANC.
Since the end of the 2008-2009 reces- GROWTH RATE AEDC anticipates that air freight
sion, the weight of cargo carried per 2015-2017 volume in 2015 and 2016 will be at

flight has increased steadily, from 133,000

pounds per landing in 2010 to 154,000

pounds in the first quarter of 2014. As

larger and more efficient planes enter the market, the
freight-weight per landing is expected to continue in-
creasing.

Air freight statistics for ANC include deplaned, enplaned,
and transit cargo. Transit cargo accounts for about
three-quarters of all air freight. During the first quarter
of 2014, transit cargo moving through ANC was 6.2 per
cent above first quarter of 2013. Meanwhile, deplaned

AIR FREIGHT VOLUME, 2003-2017
(MILLION SHORT TONS)

3.10

3.12
2.92 2.83
2.64 2.58
2.31 I I I 220 I I

about the 2014 level of about 2.65

million tons. General improve-
ment in domestic and international econom-
ic conditions should stem the slow decline in
airfreight volume experienced over the past
several years, and by 2017 move into a trend
of slow growth.The 2017 forecast is for a total
of 2.67 million short tons of air freight moving

through ANC.
267 265 265 265 267

280 57

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source:Ted Stevens Anchorage International Airport, 2003-2013. McDowell Group estimate (2014) and forecast (2015-2017).
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PORT OF ANCHORAGE

FREIGHT VOLUME

Total freight moving through the Port of Anchorage in
2013, including container freight and petroleum prod-
ucts, was 3.4 million tons, down 9.2 percent from 2012.
The decline in POA freight weight was due to reduced
volume of petroleum products. However, closure of
the Flint Hills refinery this summer, will
result in more petroleum products
flowing through the port from sources
outside Alaska. Petroleum product ton-
nages have declined steadily since a 2005

+3%

able petroleum production and supply. Over the last five
years, container freight has oscillated around an average
of .7 million tons. Last year was the second consecutive
year of growth, with volumes exceeding the five year
average. AEDC expects container weight to increase
slowly over the next three years, along
with the local economy, growing to [.75
million tons in 2017.

While the Port of Anchorage remains the
dominant transshipment point for goods

" . ANNUAL
peak of 2.88 m|II|onl tons, which was 56 GROWTH RATE entering and leaving Alaska and Anchor-
percent of total freight. In 2013, petro- 2015-2017 age, it is important to note that Anchor-

leum products totaled 1.5 million tons,

representing 45 percent of total freight.

Containers made up 51 percent of to-

tal freight in 2013. The remaining freight including bulk
cement, iron, steel and other goods, account for about
four percent.

Generally, container freight, alone, provides a good ba-
rometer of overall local economic activity. It captures
residential, commercial, and industrial products used in
all sectors of the economy but is not skewed by vari-

age goods are also shipped through Whit-

tier and Seward, via ground transport on

the Alcan Highway, and by air through
Ted Stevens Anchorage International Airport. While
competitive forces may have a bearing on the
volume of freight through the port, AEDC nev-
ertheless forecasts a 3 percent annual increase
in total freight through the Port of Anchorage
over the next three years from 3.5 million tons
(2014) to just over 3.8 million tons (2017).

PORT OF ANCHORAGE VOLUME, 2003-2017

(MILLION SHORT TONS)
5.10

4.63
441 | |

435 432 437

4.14
‘ I I | i6 ‘ |

340 350 360

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Source: Port of Anchorage, 2003-2013. McDowell Group estimate (2014) and forecast (2015-2017).
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BUILDING PERMIT VALUES

The value of building permits issued by the Municipality
of Anchorage provides a partial measure of construc-
tion activity in Anchorage. Building permits are cate-
gorized into residential, commercial, and government
facility construction; the data does not include military
construction and road construction projects. Building
permit values are a measure of the anticipated cost of
the construction project. Actual construction spending
may be higher or lower than anticipated.

Residential,commercial,and government build-
ing permits combined totaled $631 million in
2013, jumping 41 percent from 2012. The year
2013 marked the fourth consecutive annual increase in
total building permit values. Permit values bottomed in

2009 at $395 mil-
+5%

lion.

Residential building
permit values (not

ANNUAL ; .
GROWTH RATE |nC|Ud|ng town-
2015-2017 houses, condomini-

ums, and apartment
buildings, which are
counted as com-
mercial) increased
|3 percent in 2013
($169 million) com-
pared to 2012 ($150 million). Commercial building per-
mit values were up 50 percent between 2012 ($250
million) and 2013 ($376 million). Government construc-
tion permit values showed an increase of 80 percent
from 2012's $48 million, rising to $87 million in 201 3.

Approximately $369 million in construction was per-
mitted during the first six months of 2014, down 4 per-
cent from $385 million during the same period in 2013,
though the data is mixed across the three construction
sectors. Residential building permit values up |6 percent
(from $92 million in 2013 to $107 million in 2014), com-
mercial permit values fell 23 percent (from $247 million
to $190 million), and government permits increased 56
percent (from $46 million to $72 million). It is important
to note that government permit figures provide only a
partial measure of government construction spending,
as transportation and military projects are not included.

10 AEDC 3-YEAR OUTLOOK REPORT

According to Alaska Housing Finance Corpo-
ration (AHFC) data, Anchorage’s 2014 year-to-
date rental housing vacancy rate is 3.2 percent,
just slightly lower than the 3.3 percent record-
ed in 2013. Of the |0 areas surveyed by AFHC, An-
chorage had the lowest vacancy rate in the Alaska.

A few of the larger commercial and government build-
ing permit application values during the first six months
of 2014 include: ML&P Plant ($18 million), Girdwood
School ($12 million), Home2Suites ($12 million), The
Residences at Northwood ($5 million), Dimond Center
($4 million), and Eklutna Water Treatment Plant ($3.5
million).

AEDC estimates that Anchorage will end 2014 with
combined building permit valuations about 3 percent
above the 2013 level. From 2015 to 2017 total
building permit values are expected to increase
at annual rate of about 5 percent annually. This
rate of growth is premised on continuing pri-
vate sector investment in Alaska’s oil and gas
industry.



BUILDING PERMIT VALUES

BUILDING PERMIT VALUES, 2003-2017
($ MILLIONS)

$798
$707

‘ $621 $643

$612
$499
$432 $43) 448
I I $395 I I

§752
<682 $717 |

$631 2650

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Source: Municipality of Anchorage, 2003-201 3. McDowell Group estimate (2014) and forecast (2015-2017).

VISITOR INDUSTRY

Alaska’s visitor industry has recovered strongly from the
recession-era slump. In fact, Alaska saw more vis-
itors during the |2-month period from May
2012 through April 2013 (1.97 million) than at
any other time in history, beating the previous re-
cord from 2007-2008 by more than 5,000 visitors, ac-
cording to the Alaska Visitor Statistics Program (AVSP).
The summer of 2013 saw growth in all three transpor-
tation markets: cruise and air volume were both up by /
percent, while highway/ferry volume was up 8 percent.
Overall, summer 2013 volume was up by 7 percent,
while fall/winter 2013-14 volume increased 4 percent.
Full-year volume was 6 percent higher than the year be-
fore.

Anchorage saw particularly strong visitor-industry indi-
cators for the summer of 201 3, with outbound domestic
enplanements (airplane passengers exiting Alaska from
Anchorage on domestic flights) up by 9 percent. The
addition of a new airline to Anchorage (Virgin America),

as well as increased capacity by several airlines (JetBlue,
United and Delta), contributed to the strong increase
in Anchorage enplanements and reportedly led to “fare
wars.” International enplanements at the Anchorage air-
port were also up, by 10 percent. Declines in Japan Air-
lines, Condor; and Korean Air volume were more than
offset by the addition of new flights from Iceland Air.

The fall/winter period refers to October through April.
Although only |4 percent of Alaska’s out-of-state visi-
tors arrive during the fall/winter season, 73 percent of
these visitors travel to Anchorage (compared to 56 per-
cent in summer).

Anchorage-specific indicators for fall/winter of 2013-
|4 include a 4 percent increase in outbound domestic
enplanements. While international enplanements were
down 32 percent, this only represents a loss of about
|00 passengers. Anchorage's sole international carrier
in the fall/winter is Condor, which wraps up its summer
season in early October: Fairbanks now receives nearly

AEDC 3-YEAR OUTLOOK REPORT I



VISITOR INDUSTRY CONT.

all Alaska’s fall/winter international airline traffic. These
figures do not reflect Anchorage’s overall internation-
al visitor market. Most of Alaska’s international visitors
travel by domestic, rather than international, air.

Visitor-related tax revenues were higher across
the board for Anchorage in summer 2013: bed
tax revenues increased by 4 percent, vehicle tax
revenues by 8 percent, and RV tax revenues by
17 percent. Visitorrelated tax revenues for fall/winter
2013-14 changed little from 2012-13.The only market
showing a significant drop in 2013-14 was convention
attendees. Visit Anchorage reported an || percent de-
crease for fall/winter 2013-14.

New entries expected into the hotel market include the
|21-room TownePlace Suites and [35-room Home?2
Suites in mid-town, as well as |70-room hotel planned
for the Alaska Native Medical Center Campus.

It may be difficult to sustain another year of
growth in Alaska’s visitor industry. Even with four
dockings of Holland America’s Amsterdam in Anchor-
age, overall cruise passenger volume is projected to de-
crease 3 percent in summer 2014.The air and highway/
ferry markets will have to perform well in order to make
up for the loss of cruise passengers, who represent 51

percent of Alaska's year round visitors. However, Vis-
it Anchorage reports positive early indicators for the
2014 season, with hotel stays and revenue up in May,
and looks for continued growth throughout the summer.
Visit Anchorage is also expecting a strong fall conven-
tion season. For example, the International Epidemio-
logical Association, International Shotokan Federation,
and Council of State Governments will be meeting in
Anchorage in 2014.

Nationwide projections for the 2014 domestic-travel
industry are generally positive. Compared to May 2013,
consumer confidence and employment are both high-
er. The Traveler Sentiment Index has increased steadily
since early 2012. As of May 2014, domestic travel
is projected to grow by 1.7 percent in 2014 and
1.7 percent in 2015. Meanwhile, international
travel to the U.S. is projected to increase at a
faster rate: by 3.5 percent in 2014 and 4.1 per-
cent in 2015.

Given current visitor activity, new room inven-
tory, and room rates, AEDC predicts a 7.6 per-
cent increase in bed tax revenues and a 3 per-
cent increase in car/RV rental tax revenues in
2014.

ANCHORAGE BED TAX + CAR/RV RENTAL TAX, 2003-2014

($ MILLION)
EBed Tax wCar & RV Tax $25.0
$22.3 §22.7 $23.2 v
$21.3 _ —
19.2 $20.4 ) $19.6 -
$' ) 4 $18.3 __
$11.6 $11.8
$10.2 _ -
a2 Msas Bses [s+s QST B4 Wiz Wsaz S50 [Msas 52 Q553
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Municipality of Anchorage, 2003-2013. McDowell Group estimate (2014).
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OIL PRICES

Volatility in Alaska North Slope (ANS) oil prices during
2013 was relatively low compared to 2012. Monthly
prices in 2013 had a spread of $! 1, ranging from $101
to $1 13 per barrel.In 2012, the spread was $25 ($98 to
$123 per barrel).

Priorto 201 I, ANS prices tracked closely with West Tex-
as Intermediate (WTI) and Brent crude oil prices. Brent
crude, extracted from the North Sea, is considered the
international benchmark price while WTI s

the US benchmark price. As these prices were
historically very close and strongly correlated,

a forecast for one was effectively a forecast for

all. However, in recent years there have been

periods of divergence between ANS,WTI and

Brent prices. A key factor in this disconnect

was the surge in production in the Lower 48.

Overall in 2013, WTI averaged $98 per barrel,

Brent was $109, and ANS was $108.

Potential policy changes may also impact pricing. Recent
policy changes in the U.S.and Canada may make it more
likely that construction of the Keystone, Northern Gate-
way, and Line 9 pipelines will occur, possibly as early as
2015.In addition, efforts to relax the 40-year export ban
and allow crude producers to sell at international prices,
if implemented, will further shrink the gap between WTI
and Brent.

The Energy Information Agency forecasts WTI and
Brent benchmark prices out to 2015. WTI is forecast
to average $99 per barrel in 2014 and $91 in

2015.Brent is forecast to average $108 per bar-
rel and $102 respectively. Relative to 2013, this is a
7.2 percent total decrease in WTI prices and a 6.1 per-
cent decrease in Brent prices. Alaska’s Department
of Revenue forecasts ANS prices to be $107 per
barrel in 2014, $105 in 2015, $108 in 2016 and
then $110 by 2017.

Price forecasts for 2014 were relatively stable until June
when ISIS seized Mosul, Irag’'s second biggest
city. This triggered a sustained $2 jump in oll
prices. As of July, Irag’s oil production is report-
edly back to normal, but instability remains as
violence in the region continues.

Taking all these factors into consideration, the

forecast for ANS in 2014 is $107 followed

by $105 in 2015, $103 in 2016 and $101

in 2017. As usual, however, global oil prices will

be subject to political unrest and economic un-
certainty in region’s that produce oil, so potential for
upside swings in prices is ever-present.

Of course oil prices are only part of the story. Since
peaking in 1988 at just over 2 million barrels per day,
Alaska oil production has declined to about one-quar-
ter of that level today. However, the rate of decline has
flattened somewhat recently. Total production through
the first five months of 2014 was down only 0.1 percent
from the same period in 2013 and in fact both April
and May 2014 production were above production in the
same months of 201 3.

ALASKA OIL PRODUCTION AND PRICES, ANS WEST COAST
$ PER BARREL AND THOUSANDS OF BARRELS PER DAY, 2005-2017

$45

=i $/Barrel emmmmBarrels/Day

$113

2005
Source:Alaska Department of Revenue, 2005-2014.

$103 $107 $105 $103 $101
| I I I I
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
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CHALLENGES AHEAD

Looking ahead, Ballot Measure |, a referendum
on Alaska’s oil and gas production taxes, looms
large as a potential turning point for industry
investment in Alaska. Alaska's economy is substan-
tially dependent on oil and gas industry employment,
spending, and revenues to support state and local gov-
ernment operations. In fact, more than 110,000
Alaska jobs in the public and private sectors
are tied to the oil and gas industry. Oil and gas
industry spending in Alaska’s private sector accounts for
more than 30,000 jobs in Anchorage; and thousands
more jobs are created in the Anchorage economy as a
result of state spending of oil-related taxes and royalties.
Alaska’'s economy is currently enjoying renewed oil and
gas industry investment, largely as a result of a more
competitive tax regime. The August 19 vote could
mark a step toward further investment in the
industry that supports much of Alaska’s econo-
my, or a return to the path where there is little
hope of slowing the steady decline in Prudhoe
Bay oil production and state revenues.

As a result of more oil and gas industry spending, and
other positive forces in the local private sector economy,
Anchorage remains on a track of slow econom-
ic expansion. In addition to an expanding population,
employment, and personal income base, another indi-
cator of a healthy economy is Anchorage's June 2014
unemployment rate of 5.6 percent, well below the na-
tional and Alaska rates of 6.3 and 6.8 percent, respec-
tively. For the first six months of the year, unemployment
in Anchorage averaged about 5.3 percent. The local
unemployment picture so far in 2014 fairly
characterizes a nearly “full employment” eco-
nomic environment. Unemployment has not been
consistently below 5 percent in Anchorage since 2007,
when it averaged 4.9 percent, and before that in the
1998 through 2001 period, when it ranged between 4.3
percent and 4.9 percent.

As always, uncertainty is an ingredient in the recipe for
Anchorage’s economic outlook. In addition to the pro-
duction and revenue implications of Ballot Measure |,
development of a gas pipeline may also be at stake. Oth-
er sources of uncertainty include government spending
and employment. Declining government employment
has acted as a drag on Anchorage job growth over the
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past several years. Whether the decline in government
(especially federal employment) continues into next
year and beyond remains to be seen.

Other key aspects of the Anchorage economy to watch
closely include airport cargo volumes. Capacity and ef-
ficiency improvements are placing more freight on each
plane but reducing the number of landings. Still, project-
ed global economic growth over the next several years
should gradually put ANC back on a growth track. Air-
port activity accounts for one in ten jobs in Anchorage.

Retail sector employment in Anchorage has spiked to
all-time highs in 2014, with the addition of several new
large national retail establishments. It will be interesting
to see if those gains persist or if the new competition
takes a toll on employment in other stores.

Cost of living is an ever-present concern in the Anchor-
age economy, particularly the cost (and availability) of
housing. It's unclear how much of a constraint Anchor-
age's tight housing market is on population growth and
business investment, but evidence suggests the local
economy is not realizing its full potential because of the
housing situation.

All things considered, we may well look back on
2014 as turning point for the Anchorage econ-
omy. Clearly, the military, tourism, transshipment, and
Anchorage’s role as the state’s service and supply center
will continue to be important economic drivers in the
city's economy. But the trajectory of Alaska’s oil
and gas industry, and the jobs and revenue it
creates for Alaska, may be the single most im-
portant force in the Anchorage economy over
the next three years, and beyond.
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Q) AEDC

" Anchorage Economic

Development Corporation

510 L Street, Suite 603,Anchorage,AK 99501

(907) 258-3700
Fax (907) 258-6646

www.AEDCweb.com

Twitter.com/AEDC
Facebook.com/AEDCweb
LinkedIn.com/company/AEDC

ANCHORAGE

TOP US. CITY by 2025
Instagram.coml/iloveanchorage
Facebook.com/AnchorageLWP

AEDC is a private non-profit corporation (IRS code 501(c)(6)), operating since 1987. It exists to encourage growth and diversity in the Anchorage
economy, promote a favorable business climate and improve the standard of living of Anchorage residents. Funding sources for the corporation are
private contributions, municipal and state grants and contracts.



