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STRENGTHS

» Abundant natural resources.
» Household median incomes and home equity are
above average.

» Low taxes.

WEAKNESSES
» Dependence on public sector funding.
» Weak and worsening migration patterns.
» Structural decline in North Slope oil production
» Remote location and harsh weather.
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UPSIDE
Shift of military operations toward the Pacific
brings federal dollars to the state.
Hydraulic fracturing techniques increase oil
production in the North Slope.

DOWNSIDE
Falling natural gas prices derail pipeline plan.
Fiscal drag from low oil prices lasts longer; state
austerity measures grow.
Stronger spillover weakness from energy into
consumer services.
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ANALYSIS

Recent Performance. The failure of energy pric-
es to rebound has pushed Alaska into recession. Job
growth is among the slowest in the nation, on par
with that in other energy-dependent states such as
North Dakota and West Virginia. Mining and ener-
gy-related firms have been steadily cutting workers
over the past year, and lower state severance tax
revenues are pressuring Alaska'’s ailing public sec-
tor. Secondary industries such as business/profes-
sional services that rely on energy are suffering as
well. The jobless rate, at 6.4%, is more than 1 per-
centage point above the U.S. average even though
the labor force is at a five-year low.

Energy. Alaska was the only state where GDP
contracted in both 2013 and 2014, and output
likely fell again in 2015. The sustained drop in oil
prices will make a near-term rebound in Alaska's
energy industry and the overall economy very
difficult. Miners make up more than 5% of the
Alaskan workforce, the third highest share in the
country and more than eight times the national
average. Therefore, industry losses will hamstring
the growth of jobs along with wage and salary
income since energy workers earn more than
those in all other state industries.

Oil production will continue its multidecade
decline as resources run dry, weighing on corpo-
rate profits and state revenues. Although there
have been state initiatives to explore alterna-
tives to the North Slope, Alaska’s largest oil field,
efforts have failed to secure a viable, long-term
replacement. Many energy corporations are pull-
ing investment from the state and its unexplored
Arctic region because of the high costs of pro-
duction relative to current price levels. Most no-
tably, Shell Oil officially abandoned its $7 billion
Arctic investment project in September. Norwe-
gian oil giant Statoil has also announced it would
be pulling out of its leases in the area.

The loss of both projects is a significant blow
to the state economy and its struggling finances,

since most state discretionary spending is fund-
ed through severance tax revenues. Following
the massive $2.7 billion budget shortfall for fiscal
2015, it is likely the state will face another bud-
get gap in 2016. This would mean additional cuts
to public education, constructions projects, and
tourism-based industries.

Public sector. Army restructuring efforts
darken the near-term outlook for Alaskan bases.
Joint Base Elmendorf-Richardson in Anchorage
will lose more than half of its stationed person-
nel. Cutbacks at Fort Wainwright in Fairbanks will
be more modest, but civilian layoffs will occur at
both bases, hurting Alaska’s two largest econo-
mies. The public sector, which employs one-
quarter of Alaska’s workforce, can hope for stable
funding at best to keep a floor under payrolls.

Spillover. The downturn in the energy sector
will ripple throughout Alaska'’s service economy.
There will be weaker demand for administrative
and office-based services as firms relocate per-
sonnel to states with stronger energy prospects
such as Texas, Oklahoma or North Dakota. High-
er business costs will further discourage com-
panies from setting up or expanding their back-
office operations. At the same time, falling oil
production will also weaken regional transporta-
tion and warehousing by decreasing oil shipping
needs. Finally, weaker wage growth from fewer
mining and government jobs will hurt consumer-
driven industries.

Alaska's economy will struggle to find its
footing in 2016 as energy and government
contract. Negative spillover into other in-
dustries will create additional headwinds
to growth. Longer term, strong population
growth and abundant natural resources will
ensure employment and output growth in
Alaska performs on par with those in the U.S.

John Weis IV 1-866-275-3266

December 2015 help@economy.com

2009 2010 2011 2012 2013 2014 INDICATORS 2015 2016 2017 2018 2019 2020
497 48.5 49.8 51.4 49.4 48.7 Gross state product (C09$ bil) 491 522 54.8 56.5 574 57.8
320 324 330 335 336 338 Total employment (ths) 339 346 352 356 358 358
-0.4 13 1.7 1.6 0.4 0.5 % change 0.4 2.1 1.8 1.0 0.5 0.1

7.7 79 76 71 6.9 6.8 Unemployment rate (%) 6.5 6.3 6.1 6.1 6.1 6.1
-0.7 5.6 71 4.6 -11 53 Personal income growth (%) 4.2 70 8.2 76 53 37
699 714 723 731 737 737 Population (ths) 742 749 756 762 769 775

31 6.7 0.7 13 -0.4 -8.0 Net migration (ths) -1.4 -0.3 -0.5 -0.6 -0.6 -0.7
617 753 713 818 877 1,125 Single-family permits (#) 990 1,329 1,802 2,018 1969 1,963
299 151 164 176 202 393 Multifamily permits (#) 323 610 994 1,005 927 1,060
281 279 282 283 292 299 FHFA house price (1980Q1=100) 309 313 320 331 347 368

4.7 4.6 43 3.9 37 33 Mortgage delinquency rate (%) 29 3.2 33 3.4 37 3.8
22.8 29.2 29.2 31.2 30.8 31.4 New vehicle registrations (ths) 327 351 31.6 29.6 27.8 271
894 1,040 941 702 531 412 Personal bankruptcies (#) 401 423 458 559 669 725
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ECONOMIC HEALTH CHECK STATE TAX REVENUE

3-MO MA $ PER CAPITA
Jun15  Jul15  Augl5 Sep15 Oct15 Nov1s

Employment, change, ths

Unemployment rate, %

Initial unemployment claims, ths

Labor force participation rate, %

Merchandise exports, $ bil

Average weekly hours, #

Industrial production, 2007=100

Residential permits, #

R BeHEr haBHEFOMANI  Unchanged from prior 3-mo MA | Worse than prior 3-moMA |

= AK = us.

Sources: BLS, Census Bureau, Dept. of Labor, Moody's Analytics Sources: Census Bureau, Moody's Analytics
CURRENT EMPLOYMENT TRENDS HOUSE PRICE
% CHANGE YR AGO % CHANGE YR AGO, 3-MO MA 1996=100, NSA

8 Mar15  Jul15 Nov15 220

6 r\ Total 0.7 0.4 0.3 200
Mining 2.7 -1.3 -3.9
4 Construction 2.3 7.0 5.8 180 //a‘%
21 Manufacturing -7.0 -6.9 -1.7 160
N\ Trade 2.6 2.2 34 //
0 \/_/\ Trans/Utilities 5.0 61 43 140 /;_"/
Information -0.5 -0.5 0.5

- 120
2 A A I\, A A Financial Activities 0.0 -3.0 0.3
-4 I I I I T Prof & Business Svcs. =21 -3.4 -3.9 100
nomw w s (Shehsbae 8o 2l 2| e —k—d—t—t—t—
eisure ospitali . -0. -0.
== Government == Goods producing Other Servicef Y 1 31 28 %6 99 02 05 08 11 14
== Private services Government 01 -0.5 -1.8 = AK = y.s.
Sources: BLS, Moody’s Analytics Sources: BLS, Moody's Analytics Sources: FHFA, Moody'’s Analytics
RELATIVE EMPLOYMENT PERFORMANCE (JAN 2005=100) EDUCATIONAL ATTAINMENT INCOME TAX DISTRIBUTION
125 % OF POPULATION 25 AND OLDER
100% — 3.7%
120 L0 9.9%
80% —+

115 —
110 ‘A/.n-"':';. 60% — 36 29 14.3%~~—
— —
=t
\'/ 20% 4 [ 2 —

100 13 14.8%
95 0% —
a0 ——— - o
M < High school [ High school I Under 25k B 25-50k
05 06 O07 08 09 10 11 12 13 14 15F 16F 17F 18F 19F B Some college College 50-75k B 75-100k
— AK —\VEST m— S M Graduate school 100-200k M >200k
Sources: BLS, Moody's Analytics Sources: Census Bureau, Moody's Analytics, 2014 | Sources: IRS, Moody'’s Analytics, 2013
PRODUCTIVITY MERCHANDISE EXPORTS POPULATION BY AGE, %
REAL OUTPUT PER WORKER, $ THS Destination $Smil % of total =75
120 World 5,259.0 100.0 70-74
115 China 1,477.2 281 | 5569
110 “—
/ SN South Korea 6423 122 | 50-54
10571~ N Canada 586.4 1.2 | 45-49
10077 Germany 261.4 50 | 40-44
95 35-39
. 30-34
90 e Industry $mil % oftotal | 25.29
L e — World 5,259.0 100.0 | 20-24
80 Fishing, hunting, trap. 2,500.4 475 10:14
75 . . . . . Mining 1,839.6 350 | 5.9
Primary metal manuf. 268.3 51 0-4
06 08 10 12 14 Oil and gas extraction 210.2 4.0 0
2014 | AK$104,453 WE $88,403 [ LS. $84,281 lietieRtson N AN0K 127.0 24 B A —
Source: Moody's Analytics Sources: Census Bureau, Moody's Analytics, 2014 Sources: Census Bureau, Moody's Analytics, 2014
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TOP EMPLOYERS INDUSTRIAL DIVERSITY INTO ALASKA NUMBER
Fort Richardson 9,700 Most Diverse (U.S.) OF MIGRANTS
Elmendorf AFB 7,700 1.00] California 2,817
Fort Wainwright 6,296 Washington 2,817
Providence Health & Services 4,000 0.80 Texas 2,636
Wal-Mart Stores Inc. 3,502 Florida 1,705
ASRC Energy Services 2,752 0.607] Oregon 1,464
Carrs/Safeway Inc. 2,751 .
Fred Meyer 2,501 0.40 Ge.orgla 1164
Trident Seafoods 2,251 0.19 Arizona 1,035
NANA Management Services 1,852 0.207] Colorado 1,033
BP Exploration Alaska Inc. 1,751 - North Carolina 1,016
CH2M Hill 1,751 0.00 V|rg|n|a 940
Civilian Department of Defense 1,537 Least Diverse Total in-migration 32,136
Alaska Native Tribal Health Consortium 1,501 EMPLOYMENT VOLATILITY
Alaska Airlines 1501 1 pye to U.S. fluctuations Relative to U.S. :5 (:SM ALASKA 3 446
University of Alaska 1,312 S X . ’
Southcentral Foundation 1,251 ° Washington 3,386
GCl Communications 1,251 | California 2,428
The Kroger Co. 1,044 B Florida 1,665
University of Alaska Fairbanks 1,001 . Arizona 1,356
Source: Combined lists, Moody's Analytics, 2011 60% Oregon 1'331
Colorado 1,268
40%7] Georgia 1141
PUBLIC North Carolina 1128
Federal 14,883 20% " Virginia 1,000
State 26,433 Total out-migration 33,865
Local 40,800 0%
2014 Bnotdeetous. Mpwetous, B A« [ us. Net migration -1.729
INDUSTRY EMPLOYMENT
. NET MIGRATION, #
Sector % of Total Employment Average Annual Earnings
AK us. AK us. 4,000
Mining 5.2% 0.6% $127,633 $108,705 2,000
Construction 51% 4.4% $89,721 $61,655 0-
Manufacturing 4.3% 8.8% $52,937 $78,447 2000~
Durable 17.7% 63.1% $46,174 $80,476 ’
Nondurable 82.3% 36.9% $54,827 $75,052 -4,0007
Transportation/Utilities 6.4% 3.7% $80,458 $65,427 -6,000~
Wholesale Trade 1.9% 4.2% $66,825 $83,751 -8,000~
Retail Trade 10.9% 111% $36,258 $33,494 -10,000 1 1 1 1
Information 1.8% 2.0% $75,031 $108,937 12 13 14 15
Financial Activities 3.6% 57% $45,762 $54,020
Prof. and Bus. Serwces. 8.8% 13.7% $68,679 $65,204 2012 2013 2014 2015
Educ. and Health Services 13.9% 15.4% $60,150 $52,501 .
" N Domestic -1,415 -2,875 -10,645 -7,678
Leisure and Hosp. Services 101% 10.6% $27,379 $26,128 :
. Foreign 2,737 2,319 2,335 2,601
Other Services 3.5% 4.0% $43,702 $35,611
Government 24.3% 15.7% $85,453 $73,862 Total 1322 556 -8310 -5077
Sources: Percent of total employment — Moody's Analytics, BLS, 2014, Average annual earnings — BEA, 2014 Sources: IRS (top), 2011, Census Bureau, Moody's Analytics
INCOME LEADING INDUSTRIES BY WAGE TIER
Median Household Per Capita HIGH-TECH Location  Employees
EMPLOYMENT NAICS Industry Quotient (ths)
Ths % of total GVF Federal Government 21 14.8
AK 85 25 é 2131 Support activitifes. for mining 9.5 10.8
T 6211 Offices of physicians 1.2 79
uUsS. | 6,553.6 4.7 5413  Architectural, engineering & rel. srvcs. 1.6 5.6
$67.629 GVL Local Government 11 40.8
$53,657 HOUSING RELATED % GVS State Government 21 26.4
EMPLOYMENT ML Total Military Personnel 5.2 25.5
6221 General medical and surgical hospitals 1.0 111
Ths % of total 7225 Restaurants and other eating places 0.7 16.6
AK 29.2 8.6 2 7211 Traveler accommodation 2.0 9.0
B A 0 us. Q 4529 Other general merchandise stores 1.8 8.2
us. | 12,7579 9.2 6241 Individual and family services 1.0 51
Sources: Census Bureau (household), 2014,
BEA, 2014 (per capita), Moody's Analytics Source: Moody's Analytics, 2014 Source: Moody's Analytics, 2014
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About Moody's Analytics
Economic & Consumer Credit Analytics

Moody's Analytics helps capital markets and credit risk management professionals
worldwide respond to an evolving marketplace with confidence. Through its team of
economists, Moody's Analytics is a leading independent provider of data, analysis,
modeling and forecasts on national and regional economies, financial markets, and
credit risk.

Moody’s Analytics tracks and analyzes trends in consumer credit and spending, output and income, mortgage activity,
population, central bank behavior, and prices. Our customized models, concise and timely reports, and one of the largest
assembled financial, economic and demographic databases support firms and policymakers in strategic planning, product
and sales forecasting, credit risk and sensitivity management, and investment research. Our customers include multinational
corporations, governments at all levels, central banks and financial regulators, retailers, mutual funds, financial institutions,
utilities, residential and commercial real estate firms, insurance companies, and professional investors.

Our web periodicals and special publications cover every U.S. state and metropolitan area; countries throughout Europe,
Asia and the Americas; the world's major cities; and the U.S. housing market and other industries. From our offices in the U.S.,
the United Kingdom, the Czech Republic and Australia, we provide up-to-the-minute reporting and analysis on the world’s
major economies.

Moody's Analytics added Economy.com to its portfolio in 2005. Now called Economic & Consumer Credit Analytics, this
arm is based in West Chester PA, a suburb of Philadelphia, with offices in London, Prague and Sydney. More information is
available at www.economy.com.
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