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Gear Reader: 

S i g n i f i c a n t  changes have occurred s i  nce the  1 a s t  o f f  i c i  a1 revenue 
forecast  was publ ished i n  September 1987. An extensive review o f  the  
fo recas t ing  methodology was done a t  the request of the Department. The 
r e s u l t s  o f  t h a t  review were o f f e r e d  i n  the  Report on the  Petroleum 
Revenue Forecast ing System o f  the  Sta te  of Alaska, by D r .  John Gault, an 
i nternat iona l  o i l  economi s t ,  based i n  Geneva, Swi t z e r l  and. 

The main conclusions o f  the  r e p o r t  were i n  two areas. F i r s t ,  Alaska 
must devote more a t t e n t i o n  t o  i n t e r n a t i o n a l  o i l  markets. This i s  p a r t l y  
t o  reduce the  greates t  cause o f  unce r ta in t y  i n  our fo recasts  but  even 
more t o  increase our understanding of t h e  market f a c t o r s  tha t ,  cu r ren t l y ,  
most a f f e c t  the S t a t e ' s  income. Second, i n  present ing the  forecasts, the  
key counsel i s  t o  l a y  o u t  a number of scenarios, p l a i n l y  descr ib ing  t h e  
assumptions and major events on which they are based. Th is  i s  so 
l e g i s l a t i v e  and execut ive p o l i c y  makers, and the  pub l i c ,  can share i n  
judging the  l i k e l i h o o d  and r i s k s  o f  the var ious forecasts. 

Much o f  t he  o the r  advice i n  the  Ciault Report w i l l  a l so  be implemented 
dur ing  the  months ahead. 

The d i f f e rence  between fo recas t ing  and maki ng pol  i c y  i s v i t a l  . 
Estimates o f  income, no mat ter  how accurate they may prove t o  be, do no t  
d i c t a t e  any one course o f  act ion.  Debates over fo recasts  are no t  a 
s u b s t i t u t e  f o r  debates over h igher spending, budget cuts, borrowing, 
ho ld ing  reserves, o r  adding t o  long- term savings i n  the  Permanent Fund. 



I n  recent  years, there  have been f requent  and sometimes dramatic 
rev i s ions  i n  the  forecasts. The rev i s ions  stem from the  v o l a t i l i t y  o f  
wor ld  crude p r i c e s  s ince the  format ion of OPEC i n  the  1560s and t h e  
S t a t e ' s  g rea t  dependence on o i l  (as much as 85% o f  t o t a l  revenues). 

S t a b i l i t y  f o r  Alaska cannot be forged on unstable revenues. 
Accordingly, the  issues f o r  now and the  '9Gs are  budget leve ls ,  new and 
more d iverse sources of income, and a l a r g e r  r o l e  f o r  t he  Permanent Fund. 
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