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STATE OF ALASKA /

DEPARTMENT OF REVENUE F.0. BOX'S

JUNEAU, ALASKA 99817-0400
PHONE: (907) 4652300

OFFICE OF THE COMMISSIONER

hay 11, 15&8

Gear Reader:

Significant changes have occurred since the last official revenue
forecast was published in September 1987. An extensive review of the
forecasting methodology was done at the request of the Department. The
results of that review were offered i n the Report on the Petroleum
Revenue Forecasting System of the State of Alaska, by Dr. John Gault, an
international oil economist, based in Geneva, Switzerland.

The main conclusions of the report were in two areas. First, Alaska
must devote more attention to international oil markets. This is partly
to reduce the greatest cause of uncertainty in our forecasts but even
more to increase our understanding of the market factors that, currently,
most affect the State's income. Second, in presenting the forecasts, the
key counsel is to lay out a number of scenarios, plainly describing the
assumptions and major events on which they are based. This is so
legislative and executive policy makers, and the public, can share in
judging the likelihood and risks of the various forecasts.

Much of the other advice in the Gault Report will also be implemented
during the months ahead.

The difference between forecasting and making policy is vital.
Estimates of income, no matter how accurate they may prove to be, do not
dictate any one course of action. Debates over forecasts are not a
substitute for debates over higher spending, budget cuts, borrowing,
holding reserves, or adding to long-term savings in the Permanent Fund.




In recent years, there have been frequent and sometimes dramatic
revisions in the forecasts. The revisions stem from the volatility of
world crude prices since the formation of OPEC in the 1560s and the
State's great dependence on oil (as much as 85%of total revenues).

Stability for Alaska cannot be forged on unstable revenues.
Accordingly, the issues for now and the '60s are budget levels, new and
more diverse sources of income, and a larger role for the Permanent Fund
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