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welcome to  
alaska 

LETTER FROM THE GOVERNOR

Bill Walker
Governor of Alaska

Dear International Economic Development Council Members, 

	 On behalf of the State of Alaska, it is my pleasure to invite you to attend the Interna-
tional Economic Development Council (IEDC) 2015 Annual Conference in Anchorage, 
Alaska! 

	 I appreciate the work of IEDC over the past 14 years, bringing together economic pro-
fessionals from all over the world to work together to meet the ever-changing landscape 
and challenges of economic growth and prosperity. 

	 Foundational Transformations: Creating Future Growth & Prosperity is a theme Alaskans 
embody and know well. Our private, non-profit, corporate, and government stakeholders 
tirelessly work together to creatively build an environment that will grow the economy in 
our state through oil and gas, mining, timber, seafood, health care, transportation, gov-
ernment, and the visitor industry to name a few.  

	 I trust you will enjoy the conference as you network together, attend programs, special 
events, workshops, and participate in professional development courses that expand your 
knowledge, as well as experiencing some of the spectacular experiences to be found in 
and near Anchorage.  Alaskans are proud to show off our state, including our glaciers, 
salmon streams surrounding mountain ranges, and hundreds of miles of wilderness trails. 
Anchorage also offers metropolitan amenities, abundant fresh-caught seafood, and Alas-
kans’ “Last Frontier” warmth. 

	 We hope to see you in Alaska in October.

Sincerely, 

 

Bill Walker 
Governor of Alaska
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welcome to  
anchorage

LETTER FROM THE MAYOR-ELECT

Dear International Economic Development Council Members, 

	 On behalf of the Municipality of Anchorage, it is my pleasure to welcome you to  
our beautiful city for the International Economic Development Council 2015 Annual 
Conference.  

	 There is no better place than Anchorage to represent Foundational Transformations: 
Creating Future Growth & Prosperity.  As many of you know, Anchorage is in its centen-
nial year, celebrating 100 years as a great city, and looking forward to what the next 100 
years will bring.  Anchorage is a great city not only because of where we are, the air cross 
roads of the world and the gateway to the Arctic, but we are great because of who we are, 
and I can’t wait for you all to experience all our city has to offer. 

	 During your stay I hope you get the chance to get out and play and see what we are 
doing to move Anchorage forward.  Be sure to enjoy our vibrant downtown, the ex-
pansive trails and parks, our culturally diverse neighborhoods, and my favorite, all the 
unique food around town.  

	 Again, welcome to Anchorage, have a great conference!

Sincerely, 

 

Ethan Berkowitz 
Mayor-Elect of Anchorage
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an unexpected journey
By William Dann and Archana Mishra

BACKGROUND
hortly after taking the helm at the An-
chorage Economic Development Cor-
poration (AEDC) in 2007, President 
and CEO Bill Popp realized a major 

course correction  was needed.  After discus-
sions with a number of AEDC investors, it became 
apparent that the organization was losing status and 
credibility.  Though the organization could point to 
a number of major past successes, it faced linger-
ing issues asking them “what have you done for me 
lately?” and “what are you going to do to develop 
the economy so that my kids want to return home 
and seek opportunities here?”  

	 Popp’s assessment was that the organization lacked a 
compelling vision or destination.  The five-year vision 
that was on the books lacked sizzle.  In his first meet-
ing with the strategic planning consultant ultimately 
retained by AEDC, he noted that the outcome from 
the process that was most important to him was deter-
mining whether the board (a body of about 50 mem-
bers, including ex-officios) had an appetite for doing  
something meaningful or continuing to move along  
incrementally. 

	 He also assessed that traditional economic develop-
ment techniques were not going to get it done in An-
chorage.  There were a number of formidable structural 
barriers that would require innovative thinking.  These 
barriers included an economy that lacked diversity, 
consisting of one-third oil production, one-third gov-
ernment, and one-third “other,” dependent on oil pro-
duction and/or government spending for attaining suc-
cess. In addition, several years of surveying community 
business leaders about barriers to business retention 
and expansion confirmed deep-seated impediments.  

	 Further, feedback from several sets of site selector 
teams confirmed that there were also structural barriers 

that prevented Anchorage from 
even getting into the “game” 
for site selectors. That is, An-
chorage would not make the 
first cut and even come up for 
consideration.  Those barriers 
included geography (distance and cost of getting any 
goods to markets), cost of doing business (workforce, 
food, housing etc.), and the lack of a large skilled labor 
pool.  In short, until some of those shortcomings were 
solved or overcome by other advantages, Anchorage 
would not get into the competitive game.  

	 Then in March 2010, AEDC began a new journey. 
The Board of Directors adopted a compelling new vi-
sion – Anchorage will be the #1 city in America in 
which to live, work, and play by 2025. This article 

ANCHORAGE’S PATHWAY TO ECONOMIC DEVELOPMENT
This article explores the Anchorage Economic Development Corporation’s bold vision for the city of Anchorage – to make 
it the #1 place in America – through a grassroots movement called Live. Work. Play.  It encapsulates the rationale for such 
a vision that goes beyond the traditional economic development model, along with the journey of garnering support from 
the wider community, the lessons learned from this experiment, and the foreseen challenges that lie ahead in achieving the 
vision.  The article dives into the history of the initiative’s formation, the foundational leaders, the processes that worked and 
others that failed, and the key areas that this initiative focuses on. Also included are highlights of the twists and turns in this 
journey so far. 

William Dann is 
president of Profes-
sional Growth Sys-
tems and a member 
of the AEDC Board 
of Directors and 
the AEDC Executive 
Committee. (billd@
professionalgrowth-
systems.com) He is 
the author of Creat-
ing High Performers: 
7 Questions to Ask 
Your Direct Reports.

Archana Mishra is 
the director of Live. 
Work. Play., AEDC.
(amishra@aedcweb.
com)She is the author 
of The Fortunate 
Child.

s

All the included photos were posted to the I Love Anchorage Instagram account. 
Each week a different Anchorage resident hosts the account and shares photos 
of how they live, work and play in our city. AEDC created the community  
account and manages the schedule of hosts. To view more photos of everyday 
life in Anchorage, go to www.instagram.com/iloveanchorage.

Photo of Anchorage by Travis Smith.
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shares the twists and turns of the on-
going journey to attain this vision and 
lessons learned along the way. 

THE JOURNEY BEGINS
	 In March 2010,  AEDC initiated its 
strategic planning process.  As part of 
the planning process, staff presented 
a strategic environment assessment to 
the board (in this case the Executive 
Committee due to the board’s size) 
and then it agreed upon a vision and 
a discrete set of strategic initiatives. 
During that portion of the process, 
Mike Prozeralik, a local architect, 
opined that AEDC should shoot for 
Anchorage becoming the #1 city in 
America in which to Live, Work, and 

Play.  The consultant working with the group encour-
aged them to put forth a vision that had “gulp factor,” 
meaning you were anxious about putting it out there 
for fear of being held accountable along the way, and 
you knew that it would be very challenging indeed.  
The sweet spot for a vision is just short of unreality.  

	 Well, gulp the group did and they embraced Proz-
eralik’s idea immediately and unanimously.  The energy 
in the room dramatically increased.  Like all good Type 
A business people, they quickly moved on to how to 
make it happen.  More specifically, they directed Popp 
and his team to develop a set of measures that would 
objectively gauge progress and attainment of the vision.  

	 In July 2010, AEDC hosted Joel Kotkin, noted de-
mographer and author of The Next Hundred Million, as 
keynote speaker for its annual luncheon.  In front of an 
audience of over 1,000 community and business lead-
ers, he challenged Anchorage to find its own pathway to 
prosperity.  Kotkin had done his homework and noted 
that in years past AEDC had adopted a strategy of try-
ing to become the Silicon Valley of the North.  He had 
seen other communities adopt this strategy.  He bluntly 
stated to the audience, “You aren’t and never will be 
that, because it’s not you.” 

	 Kotkin challenged the group to discover itself, the 
community’s DNA and then build on that strength.  He 
encouraged the group, declaring that his research told 
him future generations would be seeking what Anchor-
age had in spades and other communities lacked – land, 
clean air and water, and access to nature at its best.  

	 Following   Kotkin’s presentation, the AEDC Execu-
tive Committee and then Board of Directors reasoned 
that they lived in Anchorage because they all preferred 
life here and that others could be drawn to this as well.  
They bought into the notion that if they could make our 
community the best place to live, work and play, An-
chorage would attract the talent to innovate, start new 
ventures and thus grow our economy.

	 The implicit strategy adopted is aimed at spurring 
economic development by creating a vibrant commu-
nity, which can be best explained as a virtuous cycle 
with the following:   

1.	 Improve social conditions,

2.	 Build a better environment for investment, 

3.	 Create jobs and attract people, 

4.	 Increase the tax base which in turn creates  
opportunity for additional investment in  
community infrastructure, and

5.	 Repeat.  

INITIAL STEPS
	 After adopting the new vision in August 2010, the 
first action of the Executive Committee was to direct 
staff to develop a set of proposed metrics that would 
measure progress and ultimately the achievement of #1 
status.  Establishing the metrics by August 2011 was set 
as the one-year target for Live.Work.Play. (LWP) in the 
initial year’s strategic plan.

	 Understanding the extent of the challenge ahead and 
the workload of six employees, the board recognized 
the need to build a community-wide strategy and effort.  
Additionally, many had remembered previous top-
down efforts to take Anchorage to great heights, only 
to be undermined by the hubris of the group “leading” 

About the Anchorage  
Economic Development  

Corporation:

AEDC is a private, nonprofit 
membership organization 

developed in 1987 to grow a 
prosperous, sustainable, and 

diverse economy in Anchorage. 
The organization has more than 
250 investors, which represent 
all industries in Anchorage and 
Alaska. The AEDC vision is for 

Anchorage to become the 
 number 1 city in America to  
Live, Work and Play by 2025.  

For more information, visit  
www.AEDCweb.com.

Improve social  
conditions

Build a better 
environment for 

investment

Create jobs and  
attract people

Increase the  
tax base

Create opportunity for 
additional investment 
in social infrastructure

Anchorage’s 
Westchester 
Lagoon. Photo 
by Jess Rude.
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the effort.  The strategy of building community partner-
ships ultimately tagged AEDC’s role as being the one to 
“connect, convene, cajole, and cheerlead.” 

	 A LWP Steering Committee of AEDC board and com-
munity members was appointed and later given wider 
latitude and authority by AEDC’s Board of Directors to 
lead the effort.  The community members were from 
business, non-profit and government organizations. 
Additionally, a sub-committee was established for each 
of the three Live, Work, and Play categories respectively.  

	 Now, how to define Anchorage’s DNA?  AEDC lead-
ership met with Joel Kotkin, who had consulted on the 
successful re-building of North Dakota.   Initially, there 
was discussion of contracting with him for input on 
strategy, but because of a shortage of local funding, that 
was not affordable.  In that initial conversation, Kotkin 
generously offered that if you want to discover the DNA 
of your community, survey residents with two ques-
tions: “Why do you live here?” and “Why would you 
leave?”

	 In February 2011, AEDC undertook the community 
survey.  Input from 700 responses was then fed into the 
three sub-committees.  Each sub-committee analyzed 
the survey results and drafted a narrative of what An-
chorage would be like if it were to be the #1 place in 
America to Live, Work, and Play respectively.  The three 
narratives were completed by early May and merged 
into a single overall narrative in June.

	 Meanwhile, staff was furiously researching metrics 
per the Executive Committee’s direction. Staff proposed 
a rationale that Anchorage would compare itself with 
the largest cities in each of the 49 states.  Thus, we were 
up against Los Angeles and New York as well as Fargo 
and Boise.  LWP sub-committees were consulted on the 
metrics, which prompted a vigorous debate that con-
tinues to this day.  The concern is that there is no con-
gruence between the narrative of what the community 
believes is important about Live, Work, and Play ele-
ments, and what existing national metrics are actually 
measuring.

	 This creative tension has led to the board’s formal 
policy that the metrics do not represent what the LWP 
effort is trying to attain but rather serve as an indica-
tor of positive movement or shifts in competing cities 

that warrant research and evaluation.  Ultimately, staff 
developed 31 LWP metrics that included data relating 
to education, safety, housing, employment, recreation, 
and diversity.  The AEDC board formally adopted the 
overall narrative and metrics in July 2011 along with 
the staff proposed target for the 2012 strategic plan: 
Namely, “Strategy in place and community engaged to 
move Anchorage to 2025 vision.”

	 The LWP metrics consist of quantifiable, objective 
measures derived from sources such as the U.S. De-
partment of Labor and the U.S. Census Bureau. In the 
process of determining how to actually gauge the prog-
ress within the Live, Work, and Play categories, it was 
deemed imperative that these metrics are quantitative 
and could easily be used to rank the cities in each mea-
sured category.  Qualitative metrics were deemed too 
subjective and too expensive to maintain over a 15-year 
timeframe.

	 The initial data on the 31 LWP metrics showed An-
chorage ranking as number 10 for Live, number 1 for 
Work, and number 9 for Play nationally. Not a bad posi-
tion to start with. 

The challenge of keeping up the momentum
	 LWP benefitted from Peter Kageyama (author of For 
the Love of Cities) whose work session gave Anchorage’s 
true believers real examples of small celebrations of life 
in cities from around the world.  Participants commit-
ted to pull off such activities in Anchorage in the com-
ing months.  Excitement was mounting as the ambi-
tious vision seemed increasingly doable.   

	 Within a month, dozens of businesses had expressed 
strong interest in the LWP initiative.  But the adrenaline 
was disappearing at AEDC, where LWP was simply be-
ing heaped upon the staff’s existing duties.  Fatigue set 
in, and the effort languished for about six months.  

	 Then, another dose of inspiration came from Popp’s 
chance reading (“saw it in an airport”) of Jim Clifton’s 
book, The Coming Jobs War, and his subsequent speech 
to the 1,500 gathered for another one of the organiza-
tion’s Economic Forecast Luncheons.  AEDC’s CEO and 
the LWP Steering Committee’s chair both saw a total 
alignment of Clifton’s theories with the LWP strategy.  
Despite ongoing financial challenges with increasing 
investors, the organization gambled that it could attract 
the funds and hired a full-time LWP director.  By Febru-
ary 2013, the organization was again cooking, moving 
forward with the initiative.

LWP sub-committees were consulted on the 
metrics, which prompted a vigorous debate that 

continues to this day.  The concern is that there is 
no congruence between the narrative of what the 
community believes is important about Live, Work, 

and Play elements, and what existing national  
metrics are actually measuring.

An intertribal 
gathering at the 
Alaska Native 
Heritage Center 
in Anchorage. 
Photo by Brooke 
Taylor.



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 210

	 That same month, the LWP director reached out to 
potential community partners to enter into a Memo-
randum of Understanding (MoU) pledging to work to-
gether to achieve the vision.  To date, over 144 such 
MoUs have been garnered. 

	 In April 2013, the three sub-committees (Live, Work, 
and Play) participated in a summit along with the Steer-
ing Committee and staff.  The original set of metrics, fi-
nal narrative, and memorandum of understanding were 
presented.  The three groups were asked to review the 
metrics for their respective area of the vision and to a) 
commit to whichever metrics their organization would 
take responsibility for and b) commit to a session to 
plan their work to improve metrics performance and 
achieve the vision.

	 However, there was major blowback from the three 
groups when reporting out.  Their concerns were the 
following:

•	 The metrics don’t reflect where we want to go.

•	 There are synergies between the Live, Work, and 
Play elements and it makes no sense to organize 
them in that fashion.  We want to collaborate and 
not be pigeonholed.  

Shifting the strategy – selecting areas of focus
	 So, it was back to the drawing board for AEDC strat-
egists. There was (and is) a dynamic tension between 
those trying to shepherd or manage the effort and the 
community activists who were willing to lend a hand 
but wanted to be more self-determined.  It was clear 
that this fine line would be walked until the vision was 
achieved.

	 Responding to the three groups’ concerns at the 
summit, the LWP Steering Committee shifted the strat-
egy in the following two weeks to one of selecting a dis-
crete set of “focus areas.” It reiterated the AEDC policy 
that the metrics were only indicators of momentum and 
success versus targeted achievements or strategies.  The 
Live, Work, and Play sub-committees were abandoned 
and an initial set of seven focus areas were chosen 
through the following process.

	 Having little or no resources of its own to bring to 
bear, the Steering Committee reviewed existing com-
munity initiatives that aligned with the LWP vision and 
divided them into three buckets:

1.	 Established and working well,

2.	 Established and needing assistance, and

3.	 Not established and needed.

	 The Steering Committee strategy was to try and sup-
port the second group.  Then, a second set of criteria 
was applied to filter known community efforts.  Those 
criteria were:

•	 Has received community recognition, 

•	 Connects and affects other issues,

•	 Partners are engaged,

•	 Some degree of resources have already been  
allocated,

•	 Issues/barriers would benefit from a boost of AEDC 
influence/support,

•	 Makes Anchorage special, and

•	 Data are available to measure progress.

	 After applying the criteria, the Steering Committee 
approved the following Areas of Focus (AoFs):

1. Education
	 It is absolutely crucial that a city have the educa-
tional offerings necessary for its next generation to suc-
ceed in a world with an ever-increasing demand for 
knowledge and skills. This AoF works to facilitate that 
kind of academic success. Increasing graduation rates, 
monitoring academic progress, workforce readiness, 
and properly allocating the resources needed to address 
educational issues are all part of this AoF’s overall goal: 
to harbor every student’s learning process so that they 
may thrive, from cradle to career.

2. Workplace Well-being
	 The Workplace Well-being effort focuses on the 
overall health and satisfaction of Anchorage’s work-
force. It examines current and potential ways to further 
develop an environment conducive to employee health 
– mental, physical, and emotional. Input from both em-
ployers and employees  is a significantly helpful tool 
in creating an optimal workplace dynamic. Workplace 
Well-being looks to a more holistic approach to indi-
vidual health. It is not merely about midday calisthen-
ics; feeling connected and well taken care of by one’s 

Downtown 
Anchorage in the 
summer. Photo by 
Amy Slinker.

The Workplace Well-being effort focuses 
on the overall health and satisfaction of 

Anchorage’s workforce. It examines current 
and potential ways to further develop an 

environment conducive to employee health 
– mental, physical, and emotional.
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organization includes having proper resources 
available that provide an all-encompassing fo-
cus on job satisfaction. That is the goal behind 
this AoF. 

3. Community Safety
	 Quality of life in a city is greatly influenced 
by how safe that city’s residents feel. The Com-
munity Safety AoF aims to help ensure that the 
people of Anchorage know they are safe on 
a daily basis, so that they can enjoy its many 
benefits. This includes a wide variety of ob-
jectives, from violence prevention to getting 
chronic inebriates off the streets to helping the 
homeless access the vital immediate resources 
they need, such as food, clothes, and shelter.

4. Trails Initiative 
	 Anchorage prides itself on its vast, beautiful 
trails system which provides a means of rec-
reation, relaxation, and transportation for the 
city’s residents. Of course, so many of these 
residents have an affinity for the outdoors. The 
Trails Initiative works to ensure that these over 
250 miles remain a point of pride for the city, 
as well as further improving upon the system. 
Anchorage has the makings of a world-class 
trails offering, which is one thing the Trails Ini-
tiative hopes to make a reality. Not only do An-
chorage residents utilize the trails to maintain 
fitness, they also use them as an effective alter-
native in commuting to work. With so much to 
offer and an incredibly substantial amount of 
support behind it, the Trails Initiative is a very 
important component in the unique attraction 
of Anchorage. 

5. Housing
	 The Housing AoF concentrates on the is-
sues and opportunities facing Anchorage in 
terms of affordability, accessibility, and avail-
ability of homes. With so many complex and 
unique aspects that make up the Anchorage 
housing landscape, the Housing AoF goal is to 
ensure that people have a wide variety of ap-
pealing options when it comes to making the 
city the most desirable place to live. 

6. Creative Placemaking 
	 The creation of this AoF was fueled by a 
nationwide movement incorporating art and 
culture in shaping the physical, social, and 
economic character of a place. The creative 
sector in Anchorage stands to be a tremendous 
contributor to the city’s societal landscape. 
Creative placemaking serves as a means to 
highlight tangible illustrations of Anchorage’s 
identity. This involves bringing together the 
numerous arts and culture players in order to 

LIVE. WORK. PLAY. TIMELINE
May 2010: 
New Vision for Anchorage
•	 AEDC Board of Directors adopts new 

vision for AEDC and Anchorage: “By 
2025, Anchorage will be the #1 city in 
America to Live, Work and Play.”

•	 AEDC Board of Directors tasks AEDC 
staff with defining quantitative metrics 
to measure progress and to create a nar-
rative describing the vision attainment.

•	 Mike Prozeralik was named Chair of  
the seven-member Live. Work. Play. 
Committee.

February 2011:
Live. Work. Play. Survey Launched
Online community survey launched that 
asks two simple questions: “Why do you 
live here?” and “Why would you leave?”

October 2011:
Live. Work. Play. Narrative Created
Narrative for Anchorage created using the 
results of the survey. Narrative describes 
the vision of Anchorage as the #1 city in 
America to Live, Work and Play. The nar-
rative was adopted by the AEDC Board of 
Directors. 

October 2011:
Live. Work. Play. Metrics Created
To measure progress and to compare An-
chorage to other cities, AEDC staff devel-
ops quantitative metrics in three categories: 
Live, Work and Play. These metrics were 
adopted by the AEDC Board of Directors.

January 2012:
First Live. Work. Play. Metrics Unveiled
AEDC released the first Live. Work. Play. 
metrics at the 25th Anniversary Economic 
Forecast Luncheon. Anchorage ranked 10th 
for Live, 1st for Work, and 9th for Play.

February 2012:
Work Session with Peter Kageyama
Peter Kageyama, author of For the Love of 
Cities, conducts a half-day work session 
in Anchorage with 100 participants and 
challenges them to think of creative ways 
to engage the community and improve the 
city.

January 2013:
2013 Live. Work. Play. Rankings  
Released 
•	 Live: 8th

•	 Work: 3rd

•	 Play: 11th

April 2013:
Live. Work. Play. Summit Held
Full-day work session held with more than 
60 participants to get feedback on Live. 
Work. Play.

May 2013:
New Structure for Live. Work. Play. 
Defined
•	 Using results of the work session, a new 

structure for Live. Work. Play. is revealed. 
	 •	 Live. Work. Play. defines six “Areas of 

	 Focus.” The areas are: Housing,  
	 Education, Workplace Well-being, 
	 Community Safety, Trails Initiative, and 
	 Creative Placemaking.

June 2013:
Steering Committee Formed
The Live. Work. Play. Committee evolved 
into a Steering Committee with expanded 
membership beyond the AEDC Board of 
Directors and is tasked with overseeing the 
Areas of Focus.

June 2013:
Memorandum of Understanding  
Developed
AEDC staff develops non-binding MoU for 
businesses, organizations, and groups in 
Anchorage to sign and formally acknowl-
edge their support of the Live. Work. Play. 
vision.

September 2013:
One Anchorage, One Economy Area of 
Focus Created
A seventh area of focus is added to Live. 
Work. Play. One Anchorage, One Economy 
is a diversity focused area.

September 2013: 
Engage Anchorage Area of Focus  
Created
An eighth area of focus is added. Engage 
Anchorage becomes the young profes-
sional effort of Live. Work. Play.

September 2013:
I Love Anchorage Instagram Launches
The community Instagram account, I Love 
Anchorage is launched by AEDC. Each 
week a different Anchorage resident is 
given access to the account to post how 
they Live, Work and Play in Anchorage.

January 2014:
2014 Live. Work. Play. Rankings  
Released
•	 Live: 16
•	 Work: 5
•	 Play: 14

November 2014:
I Love Anchorage First Friday
AEDC hosts the signature event of 2014 for 
Live. Work. Play. at the Egan Center. The 
event is an art exhibit displaying one year 
of photos from I Love Anchorage.
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better help them develop their respective trades, which 
in turn adds dimension to a very important aspect in 
Anchorage’s appeal – both to its own residents and the 
rest of the world. 

7. One Anchorage, One Economy
	 This AoF became the final piece in the interwoven 
components of the LWP structure.  The diversity of An-
chorage’s population is a valuable resource for continu-
ous economic growth. One Anchorage, One Economy 
focuses on utilizing and celebrating that diversity to the 
fullest. The ethnic population and lesbian, gay, bisex-
ual and transgender (LGBT) community continues to 
increase, a fact that more and more Anchorage busi-
nesses are beginning to acknowledge in their pursuits 
of success. In turn, One Anchorage, One Economy also 
seeks to provide ways to acknowledge and commend 
those businesses in their efforts to create a place where  
all groups of people feel like valued members of the 
community. 

	 In May 2013, in response to the blowback at 
the initial summit, the AEDC board empowered 
the LWP Steering Committee to make all decisions 
and approve the work of AoFs except where legal 
or financial commitments by AEDC are required. 
The following month, the AoFs began developing their 
own plan of action with set targets and objectives, as 
per the requirement of the Steering Committee policy. 
The Steering Committee presented the initial set of 
one-year targets for all AoFs that were presented to the 
AEDC board in February 2014. The targets include the 
following:

•	 Housing: raise public awareness of housing issues 
through employer and employee surveys.

•	 Creative Placemaking: commence work on estab-
lishing a local arts and culture organization.

•	 Community Safety: demonstrate use of effective 
lighting to address crime in downtown Anchorage.  

•	 Education: develop and execute action plans to 
increase high school workforce readiness.

•	 Trails Initiative: develop branding, marketing, 
capital improvement & business engagement for 
Anchorage trails. 

•	 One Anchorage, One Economy: quantify the 
LGBT community’s role in Anchorage commerce 
and develop a recognition program for participating 
businesses. 

•	 Workplace Well-being: design and communicate 
the concept of Workplace Well-being for the An-
chorage business community.

LESSONS LEARNED TO DATE
	 Since its inception, LWP has been charting unknown 
territory.  An economic development organization un-
dertaking community redevelopment has not been 
done in Anchorage before.  As a result, a number of 
valuable lessons have been learned and are summarized 
below:

1. Losing control in order to gain engagement, com-
mitment, and action
	 In order to garner support from a diverse group of 
stakeholders, it was pertinent for AEDC to loosen con-
trol in a cautious and organized manner.  As a truly 
grassroots initiative, LWP could only thrive if AEDC 
wasn’t prescriptive with a top-down approach, while 
still setting clear expectations. While it is a delicate 
balance to maintain engagement versus maintaining 
accountability to AEDC as a result, the servant leader 
model has been effective in engaging the stakeholders 
and committing them to act toward the common goal.

2. Community’s view about a business organization
	 Prior to LWP’s formation, the community stakehold-
ers didn’t view AEDC as their partner in what they were 
trying to accomplish. The business community was 
generally perceived as disengaged from community is-
sues and their support mainly financial. LWP changed 
that perception when the AEDC board adopted a vision 
for the city. 

	 The community partners realized that AEDC’s voice 
could be powerful in gaining traction on their issues. It 
also led to other business organizations such as the An-
chorage Chamber of Commerce, Anchorage Downtown 
Partnership, and, very recently, the Anchorage Society 
for Human Resource Management, joining in to further 
strengthen the community’s voice. 

	 It was a pleasant surprise to see the amount of clout 
AEDC had with its community partners as they began 
their engagement with this initiative. 

Hiking in  
Anchorage.  
Photo by Julie 
Saupe.

Prior to LWP’s formation, the community 
stakeholders didn’t view AEDC as their partner 

in what they were trying to accomplish. The 
business community was generally perceived 

as disengaged from community issues and 
their support mainly financial. LWP changed 

that perception when the AEDC board  
adopted a vision for the city.
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3. Imposing a planning methodology
	 Soon after the summit, AEDC came up with a plan-
ning methodology to progress to the next step and in-
vited the partners to adopt a specific planning process 
for tracking and reporting progress. Contrary to AEDC’s 
expectation, it wasn’t universally adopted. There were 
questions raised about the need for such a planning 
approach. The questions may have stemmed from a 
lack of clarity about the planning tool or a suspicion of 
AEDC’s need to control the process or a combination of 
both. 

	 It took another year before all AoFs started adopting 
the planning tool and using it for reporting progress. A 
majority of them have now said that this tool is useful 
for them and are pleased with the results. A few of them 
are still learning to fully embrace it but are moving in 
the positive direction. It took a lot of engagements with 
and support to the AoFs by AEDC to get to this stage.

4. Resource conflict
	 Community redevelopment is resource-intensive 
and building such a broad platform as LWP is bound to 
create tension between the partners about the resources 
and whether this initiative will take that away from the 
existing initiatives. AEDC has consistently communi-
cated that LWP is not a new initiative, but rather a col-
lective effort to make existing initiatives stronger. 

	 It has been a challenge to address funding requests 
from various community partners as they view this ini-
tiative as a pathway to connect with and seek support 
from the business community. LWP wasn’t designed 
to generate funding for projects and it is not intended 
to be that way for the foreseeable future. This creates  
an interesting dynamic whereby AoFs are excited to de-
sign new initiatives and undertake big tasks, but they 
also need to secure resources for implementation. That 
leads to some efforts being more successful quicker 
than others.  

5. A new challenge for the Board of Directors 
	 While the AEDC board adopted the ambitious goal 
to make Anchorage number one through community 
redevelopment efforts, it had limited experience in this 
field.  The board wants this initiative to be successful 

as it sees a direct link between that and their ability to 
make Anchorage a better location to attract investment 
and talent. However, they are still grappling with what 
would be the most effective ways to engage in all the 
elements under this effort that are growing at a rapid 
rate. 

	 The challenge for AEDC is to keep its board and 
also its broader membership fully informed and find 
new ways of engaging them in an effective manner. The 
board owns the vision, but some of its members are still 
on the journey to own the effort that will fulfill that very 
vision. 

KNOWN CHALLENGES BEFORE US
	 In 2014, the staff sought feedback about the LWP 
initiative from a number of stakeholder groups which, 
combined with internal assessments, provided a list of 
challenges before us. The stakeholder groups included 
the AEDC Board of Directors, LWP MoU signatories, 
AoF members, and a team of Leadership Anchorage 
members that reviewed the LWP initiative as their com-
munity project. The following challenges were high-
lighted:

•	 Provide clear, concise, and sustained communica-
tion to Anchorage residents. 

•	 Provide ease of participation and involvement with 
the initiative. 

•	 Ensure the initiative has adequate resources to con-
tinue and progress toward the goals identified by all 
AoFs.

•	 Support all AoFs in reaching their goals through 
AEDC board engagement.

•	 Maintain and increase the momentum through 
wider participation.

•	 Encourage AoFs to work with each other for better 
synergy, where applicable, e.g. Trails Initiative af-
fects Housing and vice versa. 

•	 Sustain and increase partnerships with private, 
public, and non-profit sectors. 

•	 Hold on to the current partners, while reaching out 
to new ones to work toward the common goal.

Photo by Philip 
Walters of 
him prepar-
ing to run the 
Iditarod.

Community redevelopment is resource-inten-
sive and building such a broad platform as 
LWP is bound to create tension between the 
partners about the resources and whether 
this initiative will take that away from the 
existing initiatives. AEDC has consistently 
communicated that LWP is not a new  
initiative, but rather a collective effort to 
make existing initiatives stronger. 
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•	 Increase partnerships and engagement with the city 
administration as a number of the goals’ success 
depends on legislative/policy changes.

•	 AEDC has to continue to hold itself accountable 
and achieve the vision without being more pre-
scriptive and controlling.

•	 Steering Committee needs better clarity on the 
nature and extent of policy and structure to govern 
the initiative.

•	 New issues will continue to emerge and seek to be 
part of this initiative, requiring regular check-ins 
with the community and fine-tuning the focus of 
LWP. 

CONCLUSION
	 The Live.Work.Play. Initiative is an experiment in 
aiding a city’s economic development through support-
ing community redevelopment efforts. An economic 
development organization’s ambitious goal of making 
its city the best in America has been carefully executed, 
managed, and measured.

	 Strategic partnerships, a focused approach toward 
identifying and addressing the issues, and a rigorous 
data driven evaluation of the progress, are good indica-
tors of its likely success. 

	 The key to ensuring that Anchorage achieves its goal 
by 2025, however, lies in overcoming the challenges 
ahead and continually seeking new opportunities to 
strengthen the initiative.  

Photo by Jamie 
Gates of her at 
a Tim McGraw 
concert in 
Anchorage.

The Live.Work.Play. Initiative is an experiment  
in aiding a city’s economic development through 

supporting community redevelopment efforts. 
An economic development organization’s  

ambitious goal of making its city the best in 
America has been carefully executed, managed, 

and measured.
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resource revenues and
FISCAL SUSTAINABILITY

By Gunnar Knapp

LESSONS OF THE ALASKA DISCONNECT
Alaska’s experience with oil wealth offers cautionary lessons for states or countries fortunate enough to earn large revenues 
from a single resource industry.    Even with very large resource revenues it is advisable to maintain some level of taxes on 
the general population and other industries.  Without these “broad-based taxes,” growth in other industries increases govern-
ment costs without corresponding increases in government revenues, increasing fiscal dependence on the resource industry 
and vulnerability to production or price decreases.  The absence of broad-based taxes enables the growth of marginally 
profitable industries that are unable to “pay their own way” if or when the resource revenues decline.
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tor and professor of eco-
nomics at the Institute 
of Social and Economic 
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of Alaska Anchorage.  
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i
INTRODUCTION

n 1968, the Prudhoe Bay oil field was 
discovered on Alaska’s North Slope – the 
largest oil field ever discovered in North 
America. That discovery led to an economic and 
fiscal transformation of the young state of Alaska.  

A 1969 sale of Prudhoe Bay leases brought the state 
$900 million in one day ($4.9 billion in 2014 dollars) 
– six times the state’s budget that year of $115 mil-
lion (Ragsdale, 2008).

	 After the completion of the Trans-Alaska pipeline, 
oil began flowing from the North Slope – bringing 
the state very large annual oil revenues.  Cumulative-
ly, between 1978 and 2014 the state earned $111 bil-
lion in unrestricted general fund oil revenues ($164 
billion expressed in 2014 dollars). 1, 2  (See Table 1.)

	 It has not been a smooth ride.  Annual state oil 
revenues have varied widely since North Slope pro-
duction began, particularly because of changes in oil 

prices, but also because of changes in oil produc-
tion, costs of production, and oil tax laws (Figure 
1).  Soaring oil revenues in the early 1980s were fol-
lowed by 20 years of decline, including a very sharp 
drop in 1987 which contributed to a severe recession 
in Alaska.  Rising prices brought soaring revenues 
again from 2005 to 2012 – followed by another very 
sharp drop since 2012, with drastically lower oil rev-
enues projected for FY 2015 and FY 2016.

TABLE 1
Alaska North Slope Oil Production and Revenues:  
Selected Indicators

Average daily production	 FY 1988	 2,005 
(thousands of barrels 	 (peak production year) 
per day)	 FY 2014	 531

State oil revenues, 	 Total oil revenues	 5,682.9 
FY 2014	 Unrestricted oil revenues	 4,755.3
(millions of dollars)	 Royalties	 1,685.0
	 Production taxes	 2,598.2
	 Corporate income taxes	 316.6
	 Property taxes	 128.1
	 Restricted oil revenues	 927.6

Soaring oil revenues in the early 1980s were followed 

by 20 years of decline, including a very sharp drop in 

1987 which contributed to a severe recession in Alaska.  

Rising prices brought soaring revenues again from 

2005 to 2012 – followed by another very sharp drop 

since 2012, with drastically lower oil revenues projected 

for FY 2015 and FY 2016.

FIGURE 1
Alaska Unrestricted General Fund Oil Revenues and Oil Prices
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	 As state oil revenues grew, so did the state’s fiscal 
and economic dependence on oil revenues (Figure 
2).  For the period 2005-2014 oil revenues averaged 
90 percent of UGF revenues.

	 Non-oil revenues are mostly from corporate in-
come taxes, excise taxes (mostly insurance premi-
ums, motor fuel and tobacco), fisheries and mining 
taxes, charges for services, and licenses and permits 
(Table 2).  Alaska collects no broad-based income 
taxes or general sales taxes:  the legislature voted to 
eliminate an individual income tax in 1980, as oil 
revenues soared.

	 In 2012, local governments accounted for 18 per-
cent of total state and local government own-source 
revenues in Alaska, compared with 46 percent na-
tionally (U.S. Census Bureau).  Oil and gas property 
taxes accounted for 24.5 percent of local government 
tax revenues, of which 95 percent was collected by 

two jurisdictions, the North Slope Borough and the 
City of Valdez (Alaska Department of Commerce, 
2012).  Other local property taxes accounted for 56 
percent of local government revenues and sales taxes 
accounted for 14 percent.

	 Alaska’s response to oil wealth was in some ways 
typical of oil-rich states and nations.  When oil rev-
enues were growing, it greatly increased both op-
erating and capital spending, responding to strong 
public demands for more and better services and in-
frastructure (Figure 3).  It invested in a wide range of 
economic development and diversification projects, 
with varying degrees of success (and some spectacu-
lar failures).  When oil revenues were falling, it cut 
back on spending – particularly for capital projects.

	 Unlike many other oil-rich states and nations, 
Alaska also saved a significant share of oil revenues.  
Part of the savings were of unrestricted general fund 
surpluses in years when revenues were rising, much 
of which were deposited in “rainy day” savings funds.  
These funds paid for large deficits when oil prices 
were falling in the late 1990s and since 2013.

	 In 1976, voters adopted a constitutional amend-
ment to create the Alaska Permanent Fund, in which 
at least 25 percent of oil and other resource royal-
ties must be deposited.  The principal of the fund 
may not be spent:  only realized investment earnings 
may be spent.  With royalty contributions, “inflation 
proofing” contributions from earnings, and special 
contributions by the legislature in years of high sur-
pluses, the value of the Fund grew to more than $50 
billion by the start of FY 2015 (Alaska Permanent 
Fund Corporation, 2015).

	 Beginning in 1982, the state began an annual dis-
tribution of a share of the Permanent Fund’s earn-
ings as “dividends” to all Alaska residents (including 
children). The amount distributed annually is ap-
proximately equal to half of the average annual real-
ized earnings over the preceding five years.  In 2014, 
the state distributed dividends of $1,884, at a total 
cost of $1.2 billion.  Not surprisingly, the Permanent 
Fund Dividend program has become enormously 
popular among Alaskans.  

FIGURE 2
Alaska Unrestricted General Fund Revenues: Oil and Non-Oil

TABLE 2
Alaska FY 2014 Non-Oil General Fund Unrestricted Revenues

	 $ million	 percent

Corporate income taxes	 104.1	 31.1%

Insurance premium taxes	 55.4	 16.6%

Tobacco taxes	 42.8	 12.8%

Motor fuel taxes	 39.3	 11.7%

Other excise taxes	 28.1	 8.4%

Fisheries taxes	 32.2	 9.6%

Mining tax	 32.8	 9.8%

Charges for services	 24.2	 7.2%

Licenses and Permits	 42.7	 12.8%

Rents & Royalties	 33.0	 9.9%

Miscellaneous	 62.7	 18.7%

Total	 334.7	 100.0%

FIGURE 3
Alaska Unrestricted General Fund Revenues and Budget
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THE ALASKA DISCONNECT
	 Alaska’s high dependence on oil revenues, and the 
corresponding low level of broad-based taxes, has 
led to a problem which University of Alaska Anchor-
age Professor Scott Goldsmith has described as the 
“Alaska Disconnect”: 

	 “In most states economic development that brings 
new jobs and payroll generally pays its own way 
from the perspective of the public treasury. Because 
of the Alaska Disconnect, economic development 
in Alaska does not pay its own way . . .  In Alaska, 
only oil pays its own way.  For several decades 
Alaska has been the beneficiary of growth driven 
by the development of our oil resources – resources 
of high market value compared to their cost of 
production. The huge profits, shared among the 
companies, the federal government, and Alaska 
state and local governments have been more than 
enough to ensure that the oil industry has paid its 
own way – and more.  Today, because of a com-
bination of low taxes and high expenditures, no 
other industry pays its own way. . . Furthermore, it 
is hard to imagine any new economic development 
that would pay its own way in our current low tax 
environment (Goldsmith, 1990).

	 Goldsmith defined the following as necessary 
conditions for a new business to “pay its own way”:

•	 “Business and household taxes and fees paid by the 
new business and its workers are sufficient to pay 
for the public services (1) directly required by the 
new business activity (like infrastructure develop-
ment and regulation) and (2) directly required by 
the new workers and their families (like schools 
and teachers for the children, police and fire  
protection, and new road construction and  
maintenance).”

•	 “Taxes and fees collected from the spinoff busi-
nesses and their workers generated by the new 
economic development are sufficient to cover the 
public sector costs imposed by those spinoff busi-
nesses and families.”

	 Based on 1999 state and local tax and expendi-
ture data, Goldsmith estimated that “each new job 
directly created by economic development results in 
an annual drain on the public treasury of $1,100 . . . 
The Alaska Disconnect could be offset in this case by 
a broad-based tax that generates revenues of about 
$640 per new job, including both those jobs directly 
created by the new development and those addition-
al jobs created by the ‘multiplier’ effect.”

	 Goldsmith noted that his estimates were for a “very 
optimistic scenario of economic development,” be-
cause the estimates were for Anchorage, where local 
government broad-based taxes per capita are relative-
ly high and government expenditures per capita are 
relatively low compared with other areas of Alaska. 

WHAT AFFECTS WHETHER ECONOMIC 
GROWTH “PAYS FOR ITSELF”?
	 Under what conditions will growth in an industry 
“pay for itself” – in the sense that the increase in gov-
ernment revenues is sufficient to cover the increase 
in government costs?  The answer depends on the di-
rect taxes paid by the industry, the broad-based taxes 
paid by the general population, the costs of govern-
ment services for the industry, the costs of govern-
ment services for the general population, and how 
growth affects the population.  The appendix to this 
article shows mathematically how all these factors 
affect the changes in revenues and costs associated 
with growth in an industry.  In general:

1. 	Whether growth in an industry pays for itself de-
pends in part on whether the increase in revenues 
paid directly by the industry exceeds the increase 
in government costs directly associated with the 
industry. 

Under what conditions will growth in an industry 

“pay for itself” – in the sense that the increase  

in government revenues is sufficient to cover  

the increase in government costs?  The answer 

depends on the direct taxes paid by the industry, 

the broad-based taxes paid by the general  

population, the costs of government services  

for the industry, the costs of government services 

for the general population, and how growth  

affects the population.

Pipelines on Alaska’s North Slope.
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2.	 Whether growth in an industry pays for it depends 
in part on whether the increase in broad-based 
revenues driven by population growth exceeds 
the increase in broad-based costs associated with 
population growth, including (importantly) the 
increase in education costs associated with growth 
in the school-age population.  This depends in turn 
on whether per-capita broad-based taxes exceed 
per-capita costs of public services.

3.	 If per-capita broad-based taxes are less than the 
per-capita costs of public services, the effects are 
magnified by the extent to which economic growth 
in an industry results in population growth, includ-
ing (importantly) the extent to which it results in 
growth in the school-age population.  This depends 
on several key factors, including:

	 •	 The “multiplier” effects of employment growth in 
	 the industry on employment in other industries.

	

•	 The extent to which employment growth causes 
	 population growth.

	 •	 The share of population growth which is  
	 school-age children, who add to education  
	 costs without increasing revenues.

ALASKA BROAD-BASED REVENUES AND  
EXPENDITURES
	 Comparison of Alaska state and local non-oil rev-
enues and broad-based expenditures shows that for 
most Alaska industries and in most parts of Alaska, 
growth does not “pay for itself,” at either the state or 
local levels. In FY 2014, the unrestricted general fund 
budgets for agencies providing broad-based services 
were more than five times as high as all unrestricted 
general fund non-oil revenues.  Even if the marginal 
costs associated with employment and population 
growth in non-oil industries were far lower than av-
erage costs, it is hard to imagine how marginal non-
oil revenues could pay for them (Table 3). 

	 Figure 4 provides a longer-term comparison of 
real per-capita state budget levels with real per capita 
revenues.  Total revenues have fluctuated widely over 
the past four decades, with short-term trends reflect-
ing oil prices while the long-run declining trend re-
flects the 75 percent decline in oil production since 
1988.  Total spending has fluctuated with revenues, 
but the most dramatic fluctuations have been in the 
capital budget and the “statewide operations” budget 
(which pays for debt service, contributions to retire-
ment funds to offset unfunded liabilities, and other 
spending not attributable to specific state agencies).  
The agency operations budget – which pays for the 
state agencies which provide broad-based services, 
has been much more stable.  However, over the en-
tire period, per-capita non-oil revenues have trended 
downward as population has grown. 

TABLE 3
State of Alaska FY 2014 Unrestricted General Fund Non-Oil Revenues and Unrestricted General Fund Budgets  
for Agencies Providing Broad-Based Services		

Budget components	 Total ($000)	 Per-capita

Unrestricted General Fund non-oil revenues	 638,700	 $854

Unrestricted General Fund budgets for 
agencies providing broad-based services	 3,516,771	 $4704

Department of Education & Early Development	 1,282,644	 $1716

Department of Health & Social Services	 1,246,874	 $1668

University of Alaska	 371,324	 $497

Department of Corrections	 297,398	 $398

Department of Public Safety	 172,553	 $231

Judiciary	 110,574	 $148

Department of Labor and Workforce Development	 35,404	 $47

Source:  Alaska Legislative Finance Division.  		

FIGURE 4
Alaska Per Capita Unrestricted General Fund Revenues and Budget



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 2 19

ALASKA’S CURRENT FISCAL CHALLENGE
	 During the 1990s and early 2000s, falling oil pric-
es and production led to a long period of declining 
real (inflation-adjusted) Alaska oil revenues (Figure 
3).  Despite declining real expenditures, for much 
of this period, the state ran budget deficits, which it 
paid for by drawing down savings in reserve funds 
created from earlier surpluses and special tax settle-
ments.  As these savings were depleted, there was 
increasing concern that the state’s fiscal structure was 
unsustainable, and would have to be addressed not 
only through budget reductions but also new rev-
enues and uses of Permanent Fund earnings to help 
fund state government (with corresponding reduc-
tions in Permanent Fund dividends).  

	 These highly unpopular options were avoided 
when oil prices soared after 2005, bringing the state 
record revenues and large surpluses – despite rapid 
growth in spending.  However, falling oil prices after 
2012, and then a more-than 50 percent drop in pric-
es during the first half of fiscal year 2015, brought 
ever-increasing deficits – projected at $3.5 billion at 
the time of writing – a sense of fiscal crisis, and a re-
newed recognition that the state’s fiscal situation was 
unsustainable, and that deficits would likely erase re-
serves within seven years and possibly much sooner 
if oil prices stayed low.

	 As during the earlier fiscal crisis of the 1990s, im-
posing new taxes or using Permanent Fund earnings 
remain highly unpopular among Alaskans as options 
for addressing the state’s fiscal challenge.  At the start 
of the 2015 legislative session, both the governor 
and legislative leaders declared these options “off the 
table” at least until state spending was substantially 
reduced – despite the fact that addressing a more-
than-50 percent deficit through budget cuts alone 
seemed improbable at best.  More popular is the de-
cades-old argument for the need to diversify Alaska’s 
economy to reduce the state’s dependence on oil.  

	 But economic diversification has been relatively 
modest – occurring primarily through growth of oth-
er resource-based industries (seafood, mining, and 
tourism) and air cargo. It has not reduced Alaska’s 
dependence on oil revenues. And because of the 
“Alaska disconnect,” economic growth in industries 
other than oil would increase rather than decrease 
Alaska’s fiscal challenge. 

	 Clearly, over the long-term, Alaska will have to 
diversify its revenue sources. North Slope oil is a fi-
nite resource; production has been declining for de-
cades and is at one-fourth of its 1988 peak.  Because 
Alaska’s population has been growing, per capita oil 
production has fallen even further, to just 18 percent 
of the 1988 peak (Figure 5).  As oil production de-
clines, the state cannot continue to fund broad-based 
services primarily from oil.

FIGURE 5
Alaska North Slope Oil Production

Clearly, over the long-term, Alaska will have to 

diversify its revenue sources. North Slope oil is a 

finite resource; production has been declining for 

decades and is at one-fourth of its 1988 peak.

A Bristol Bay salmon fisherman with a boat load of sockeye salmon. 
Alaska’s commercial fishing industry employs far more people than 
the oil industry but contributes far less in state taxes.
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	 Luckily for Alaska, the very large accumulated 
savings of the Alaska Permanent Fund provide the 
potential for a much higher level of about $4.0 bil-
lion in sustainable yield from a combination of both 
resource revenues and investment earnings (Gold-
smith).  But the higher the rate of future population 
growth, the lower the per capita potential future 
yield. 

REFLECTIONS ON LESSONS OF THE ALASKA 
DISCONNECT
	 Alaska’s experience with oil wealth offers caution-
ary lessons for regions, states or countries fortunate 
enough to earn large revenues from a single “resource 
industry” such as oil.    Even if these revenues are very 
large – enough to pay for all or most government ser-
vices – or even to greatly expand these services – it 
is nevertheless advisable to maintain at least some 
level of “broad-based taxes” on the general popula-
tion and other industries.  The reasons are difficult to 
see or appreciate in the short term – but they become 
increasingly important over time.  The following re-
flections are the author’s perspective after decades of 
observing Alaska’s fiscal circumstances and political 
debates over fiscal policy. 

1.	 Having diversified revenues reduces both the 
volatility of government revenues as well as the 
vulnerability to revenue shortfalls in the event of 
unexpected shortfalls. Resource revenues are both 
volatile and difficult to predict. Dependence on 
resource revenues makes public revenues more 
volatile and difficult to predict. 

2.	 Without broad-based taxes, diversified economic 
growth – in industries other than the resource 
industry – increases government costs without 
corresponding increases in government revenues, 
increasing fiscal dependence on the resource 
industry and vulnerability to production or price 
decreases.  Even if there were easy ways to diver-
sify the Alaska economy away from oil – under the 
current tax structure they would not add significant 
new revenues. 

3.	 The absence of broad-based taxes enables the 
growth of marginally profitable industries that 

are unable to “pay their own way” if or when the 
resource revenues decline.  Similarly, it enables em-
ployment of marginally-paid workers who cannot 
afford to “pay their own way” if or when resource 
revenues decline.  

4.	 Fiscal dependence on the resource industry may 
lead to political pressures to increase revenues from 
the industry, potentially slowing growth of the 
industry over time.  

5.	 Not paying broad-based taxes reduces the inter-
est and involvement of citizens in choices about 
how much money government spends and what it 
spends it on.  For more than three decades, the to-
tal level of state spending has received little scrutiny 
from most Alaskans, as long as they felt they were 
getting their “fair share” of state spending. 

6.	 Unsustainable dependence on resource revenues 
may discourage investment by firms which fear 
abrupt and potentially high future taxes once the 
resource revenues are no longer available.  

Having diversified revenues reduces both 
the volatility of government revenues as 
well as the vulnerability to revenue  
shortfalls in the event of unexpected 
shortfalls. Resource revenues are both 
volatile and difficult to predict.  
Dependence on resource revenues  
makes public revenues more volatile  
and difficult to predict. 

Not paying broad-based taxes reduces  
the interest and involvement of citizens  

in choices about how much money  
government spends and what it spends  
it on. For more than three decades, the 

total level of state spending has received  
little scrutiny from most Alaskans,  

as long as they felt they were getting  
their “fair share” of state spending.

ENDNOTES
1	 Except where otherwise noted, all financial data in this 

article are for Alaska fiscal years (July 1-June 30).  State 
budget data were provided by the Alaska Legislative 
Finance Division (www.legfin.akleg.gov). Alaska revenue 
and oil production data are from the annual Fall Revenue 
Sources Books of the Alaska Department of Labor Tax 
Division (www.tax.alaska.gov/programs/reports.aspx).  

2	 This figure excludes restricted oil revenues, including oil 
royalties deposited in the Alaska Permanent Fund.
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APPENDIX: 
BASIC MATHEMATICS OF NECESSARY CONDITIONS FOR ECONOMIC GROWTH TO “PAY FOR 
ITSELF”

	 To illustrate mathematically the conditions under which an industry “pays for itself,” consider a simplified case of a 
region with two kinds of government revenues and three kinds of government costs:

	 The impacts on revenues and costs associated with growth of an industry are given by the formulas shown in the 
table below:

	 Note that changes in broad-based revenues, broad-based costs, and education costs depend on how the total popula-
tion and the school-age population are affected by growth of the industry.  At one extreme, if the economy is closed to 
immigration, or if any increase in overall employment is filled entirely by workers from within the region, there will be no 
population impact and no student impact – and also no corresponding increases in broad-based revenues, broad-based 
costs, or education costs.

	 At the other extreme, if the economy is very open to immigration, and/or is already at full-employment, then any 
increase in overall employment may be filled mostly by workers from outside the region – who either take the new jobs 
created by the growth or alternatively fill in the jobs left by residents to take the new jobs created by the growth.  This in 
turn would lead to growth in both the total population and the student population:

Revenues	 Industry revenues	 Taxes and other revenues paid by the industry

		  Broad-based revenues	 Taxes and other revenues paid by the general population

Costs	 Industry costs	 Costs of government services for the industry

		  Broad-based costs	 Costs of services for the general population

		  Education costs	 Costs of K-12 education

Type of impact	 Formula	 Definitions

change in industry revenues	 output impact 	 output impact = change in value of industry 
		  x industry tax rate	 output resulting from growth of the industry 
			   industry tax rate = revenues paid by industry  
			   from all sources per dollar of output

change in broad-based revenues	 population impact	 population impact = change in population 
		  x per-capita tax rate	 resulting from growth of the industry 
			   per capita tax rate = average total taxes paid 
			   by households / total population

change in industry costs	 output impact	 output impact = change in value of industry 
		  x industry cost factor	 output resulting from growth of the industry 
			   industry cost factor = industry costs per dollar 
			   of output

change in broad-based costs	 population impact	 population impact = change in population 
		  x per-capita costs	 resulting from growth of the industry 
 			   per capita costs = per-capita cost of broad- 
			   based services

change in education costs	 student impact	 student impact =  change in school-age 
		  x cost per student	 population resulting from growth of the industry 
			   cost per student = education cost per student

Type of impact	 Formula	 Definitions

population impact	 direct employment impact	 direct employment impact = the number of new jobs in 
		  x employment multiplier	 the industry created by growth 
		  x population response ratio	 employment multiplier = ratio of total new jobs to new 
			   jobs in the industry 
			   population response ratio =  ratio of population growth 
			   to total new jobs

student impact	 population impact	 school-age share = school-age children share of 
		  x school-age share	 population growth
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	 Having defined these terms, here are four different ways of comparing the changes in government revenues and costs 
resulting from growth in an industry: 

	 Change in revenues	 Change in costs

	 change in industry revenues +	 change in industry costs + 
	 change in broad-based revenues	 change in broad-based costs + 
		  change in education costs

	 output impact x industry tax rate +	 output impact x industry cost factor + 
	 population impact x per-capita tax rate	 population impact x per-capita costs + 
		  student impact x cost per student

	 output impact x industry tax rate +	 output impact x industry cost factor + 
	 population impact x per-capita tax rate	 population impact x [per-capita costs + 
		  (school-age share x cost per student)]

	 output impact x industry tax rate +	 output impact x industry cost factor + 
direct employment impact x employment multiplier	 direct employment impact x employment multiplier 
	 x population response ratio x per-capita tax rate	 x population response ratio x [per-capita costs + 
		  (school-age share x cost per student)]
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mining and sustainable 
COMMUNITIES

By Bob Loeffler

oliticians and planners work to at-
tract economic development be-
cause of the desire to provide jobs 
and income for residents, and to find 

tax revenue to fund government services.   
Their focus is usually statewide: jobs, income, and 
taxes for Alaskans.  This article is about the impact 
of one remote development project on nearby, Na-
tive communities.  It is about the community effects 
of the Red Dog Lead and Zinc Mine in northwest 
Alaska.  2014 was the 25th anniversary for the mine, 
which began operation in 1989.  This case study 
evaluates the mine’s effects on the communities af-
ter 25 years of operation.  It begins with an overview 
of the communities and the mine.   It evaluates the 
mine’s effects on these communities in four ways: 1) 
jobs and income, 2) governance, 3) education, and 
4) subsistence.   This case study provides lessons for 
development in other rural communities.

INTRODUCTION TO THE COMMUNITIES AND 
THE MINE
	 The Communities of the Northwest Arctic.   
This article focuses on the 11 villages of the North-
west Arctic Borough. (Boroughs are Alaska’s version 
of counties).  The villages in the region are small, 
Iñupiat Native communities, unconnected by road.  
In 2013, the population of the region totaled 7,796 
residents, of which 41 percent live in the regional 
hub, Kotzebue, and the rest in 10 peripheral villages 
varying in size from 159 to 872 people.   The vil-
lages are spread throughout the borough, which is 
about the size of the state of Virginia (approximately 
40,000 square miles).  The region is on the north-
west coast of Alaska, 400 miles from Alaska’s road 
system.  (See Figure 1.) 

FIGURE 1

	 The region is 85 percent Native.  More non-Na-
tives live in Kotzebue than in the surrounding villag-
es, which are typically 95 percent Native.  Nineteen 
percent of residents live below the poverty line.  All 
villages are unconnected by roads.  Goods are trans-
ported to the villages by small plane, though some 
of the villages also get a once-per-year barge.  As a 
result, prices are expensive in the region, especially 
in the outlying villages.  In the fall of 2014, the gaso-
line price in Shungnak, one of the region’s villages, 
was approximately twice that of Anchorage: $7.50 
per gallon.  Groceries, heating oil, and other goods 
are similarly expensive.

	 For 10,000 years, the lives of the region’s first 
residents have revolved around fishing, hunting, 
and gathering nearby resources.  Today, this subsis-
tence use remains an important part of the diet and 
economy.  Essentially all residents participate in sub-
sistence activities during the year.  The major sub-
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A CASE STUDY OF THE RED DOG MINE
The Red Dog Mine celebrated its 25th year of operation in 2014.  This article evaluates the mine’s effects on 11 remote, 
predominantly Iñupiat Native communities in Northwest Alaska. It evaluates the effects in four ways: 1) jobs and income, 
2) governance, 3) education, and 4) subsistence.  The article describes significant positive community effects and attributes 
these achievements to institutional relationships between organizations within the region; and to goals, strategies, and lead-
ership.  The contributing factors to the mine’s community benefits provide lessons for achieving positive community effects 
from development in other rural communities.
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sistence species, depending on the village, are cari-
bou, seal, Dolly Varden char, salmon, moose, and for 
some coastal villages, beluga whale.  In 2007, a study 
estimated that in Kivalina the per capita consump-
tion of subsistence foods was almost 600 pounds per 
person – over 1.5 pounds per day.

	 While subsistence plays an important part in Iñu-
piat culture and economy, most families in the region 
exist in a mixed cash-subsistence economy. House-
holds rely on local subsistence food, but also require 
cash for housing, fuel, heating, electricity, non-sub-
sistence groceries, and so forth.  The hunting, fish-
ing, and gathering requires money for boats, motors, 
snowmachines, etc.  A comfortable life in the villages 
requires a mix of subsistence and cash.  Unfortunate-
ly, the economy of northwest Alaska offers limited 
opportunity for well-paying jobs.

	 The Red Dog Lead-Zinc Mine. The Red Dog 
Mine is a lead-zinc mine in northwest Alaska.  It is 
the second largest producer of zinc and the fourth 
largest producer of lead in the world.  Red Dog pro-
duction represents 5 percent of global zinc produc-
tion and 3 percent of global lead production.  It is 
just over 100 miles north of the Arctic Circle and 50 
miles from the Chukchi Sea.  It is connected to the 
sea through the road constructed for the mine. The 
mine trucks carry concentrate to a dedicated port 
site.  Ore is stockpiled there for eight months, and 
then shipped from the port between July and Octo-
ber when the port is ice-free.   

	 No villages are connected to the mine road. Mine 
workers commute to the mine by airplane from area 
villages or from Anchorage (air cost paid by the 
mine).  They work on a variety of schedules, with 
two weeks at site and two weeks off being the most 
common schedule.  

	 The relationship between the mine and the region 
is not the typical employer-town relationship.  The 

unique relationship is important and greatly influ-
ences its effects on the villages.

	 In most of the United States, aboriginal land rights 
were settled by force and treaty and resulted in In-
dian Reservations with which most Americans are 
familiar.   In Alaska, the Alaska Native Claims Settle-
ment Act of 1971 settled the Native land rights dif-
ferently.  The act established for-profit corporations 
with exclusively Native shareholders.  

	 The regional Native corporation for the north-
west arctic is NANA Regional Corporation that was 
capitalized with $28.9 million and the right to se-
lect over 2.2 million acres of land in the region.  In 
1980, NANA selected the area of the mine because of 
its mineral values.  The Native people of the north-
west arctic own the ore body through their private 
corporation, NANA, in which they are shareholders.  
The act also requires the Native corporations to share 
natural resource revenues with each other.

	 The story of the mine started before NANA se-
lected the land.  For generations, the Natives of the 
area knew about red-stained creek beds with water 
so acidic that fish could not survive.  In 1968, bush 
pilot and prospector Bob Baker, who flew with his 
companion Irish Setter (the Red Dog), noticed the 
reddish streams and lack of vegetation. During the 
1970s, USGS publications called attention to the 
area.   But during the 1970s, NANA regional share-
holders did not support mineral exploration.  They 
feared it would harm traditional subsistence resourc-
es and lifestyle.  For a time, the corporation even had 
an explicit policy against mineral development.  

	 During the 1970s, NANA discussed mining with 
the region’s residents, and discussed the Red Dog de-
posit with mining companies interested in develop-
ing it.  In 1979, NANA polled its shareholders and 
“results indicated that most individuals felt the Red 
Dog mine could be developed in a way that pro-
tects the traditional way of life.”  The result of these 
discussions was an agreement between NANA and 
a mining company that included provisions for the The Red Dog Mine. The open pit is in the lower left of the picture. Tailings lake and mill 

complex stretches across the picture. The road to the port leaves the picture in the upper left.
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mining company to develop the site, share revenue 
with NANA, bring economic opportunity to the re-
gion, and protect subsistence.  

	 In 1982, NANA signed the Development and Op-
erating Agreement for Red Dog that gave Cominco 
(now Teck) the right to build and develop the mine.  
In return, the corporation received $1.5 million, plus 
an additional $1 million every year until the mine 
went into production (which turned out to be 1989).  
Once production began, NANA received 4.5 percent 
of net smelter returns (essentially a gross royalty be-
fore costs are deducted).  After Teck recovered its 
capital investment in 2007, NANA shared in the net 
proceeds of the mine beginning at 25 percent and in-
creasing every five years until NANA and Teck share 
equally in the profit.  As of today, 2015, the corpora-
tion receives 30 percent of net proceeds. 

	 The agreement is important not just for NANA’s 
income, but also for the community aspects of 
the project.  It established a 12-person committee 
equally split between NANA and Teck to oversee all 
mining activities.  The agreement also established a 
goal of 100 percent shareholder employment at the 
mine by 2001 and established specific measures to 
implement this goal, including a joint committee to 
oversee employment matters at the mine.  The agree-
ment also included shareholder hire preferences and 
mechanisms for shareholder training and promotion. 

	 The provision for contracting preference to NANA 
companies has allowed the corporation to use the 
mine to develop companies and expertise that then 
spin off to compete elsewhere.  This expands busi-
ness expertise and shareholder employment oppor-
tunities beyond the mine. NANA/Lynden operates 
the fleet of trucks that transport ore from the mine 
to the port site and bring supplies up the road to 
the mine.  NANA Management Services is the house-
keeping/catering firm that provides the food and 
housekeeping services for mine employees.  Both are 
now profit-making subsidiaries of NANA that oper-
ate in other locations. 

	 The agreement also established a Subsistence 
Committee, which is made up of Elders from the two 
nearest communities – Noatak and Kivalina; Teck 
representatives are ex-officio members.  The com-
mittee provides a mechanism to work out environ-
mental and subsistence issues related to the mine.   
According to the NANA-Teck agreement, the Elders 
have the power to shut down the mine in certain 
situations if they see a threat to subsistence.  

	 After 25 years of mine operation, the close work-
ing relationship between Teck and NANA is part of 
the two groups’ working culture, but it is also pro-
moted by the details of the original Development and 
Operating Agreement by which Teck operates the 
mine.  This agreement and relationship is an impor-
tant factor in the mine’s community effects.

EFFECTS ON VILLAGES OF THE NORTHWEST 
ARCTIC BOROUGH

Jobs, Income, and Shared Profit 
	 Jobs.  An August 2014 evaluation of the Socio-
economic Benefit of Red Dog Operations by the 
McDowell Group presents the jobs and income ef-
fects of the mine.  The McDowell Group reported 
that, in 2013, Teck employed 480 workers. On-site 
contractors, mostly NANA Lynden and NANA Man-
agement, employed another 130 workers. Of these 
610 employees, 57 percent of them were NANA 
shareholders – i.e., Native Alaskans.  The 57 percent 
shareholder employment is less than the 100 percent 
goal in the original agreement, but it is high by global 
standards.  

	 Figure 2 shows that for many villages, Red Dog 
jobs are an important proportion of the total em-
ployment.  Of the roughly 350 Native shareholders 

The port on the Chukchi Sea. The ore storage buildings in the foreground are the largest 
buildings in Alaska. Ore is stored there during the winter, and during the summer ice-free 
period, the ore is lightered from the shallow water at the port to the ocean-going freighters in 
the upper part of the picture.
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at the mine, 144 lived in the 11 borough villages and 
the rest lived throughout Alaska, primarily in urban 
Alaska.   Village employees varied from a low of two 
in a few villages to 40 employees from Noatak. These 
figures include only direct employment; they do not 
include indirect or induced employment from mine 
operations.  Including direct and induced effects, 
McDowell Group estimates that the total 2013 effect 
on the borough villages is 715 jobs and $65 million 
in wages. 

	 Figure 3 shows the distribution of shareholder 
and non-shareholder employment by income in 
2007.  It shows a concentration of shareholder em-
ployees at the upper end of the income scale, but 
below management.  The figure shows that Red Dog 
has done quite well with shareholder hire in some job 
classes, but less well in others, particularly manage-
ment. A study of the mine (Haley and Fisher, 2012) 
concludes, “the commitment to shareholder hire by 
Red Dog managers is quite sincere, but the barriers 
they face to improving shareholder hire and reten-
tion in certain areas, especially in supervisory and 
management positions, are not easily overcome, and 
the solutions are long term, with no quick re-
sults.”   Barriers include a lack of shareholders 
with college degrees, the need for managers to 
learn by working at other mines far from the 
region, and differences between village and 
western work culture.  

	 In part because of the goal in the mining 
agreement and the Teck-NANA committee 
to oversee hiring practices at the mine, the 
mine developed a series of initiatives to im-
prove shareholder hire, including at manage-
rial levels.  These include initiatives with the 
local school district (described later in this  
article); university scholarships; shareholder 
relations positions at the mine to provide 
counseling, mediation, and advocacy for work 
issues at the mine or work-related conflicts at 
home; and other programs.  However, all of 

these are long-term initiatives with benefits presum-
ably spread out over the next decades.

	 Income.  The 610 Red Dog jobs paid an aver-
age wage of $99,000 for a wide variety of occupa-
tions such as drillers, truck drivers, geologists, mill-
wrights, water chemists, cooks, and housekeepers.  
The average Red Dog employee earned almost twice 
the average annual private sector wage in Alaska 
($50,340), or elsewhere in the Northwest Arctic 
Borough ($51,630, excluding Red Dog employees).   
This payroll is important to the overall income in the 
region. 

	 A list of the largest employers in the region pro-
vides evidence of the limited private economy in the 
region.  An Environmental Impact Statement (EIS) 
for the Red Dog Mine included a 2007 list of the 
20 largest employers in the region.  Those 20 larg-
est businesses employed 2,227 people (including 
those at Red Dog).  Almost all of those businesses 
were government or funded by government, such 
as a publicly funded health authority or the school  
district.  These 20 largest businesses included only 
191 employees from non-Red Dog, non-publicly 
funded private employers.  In fact, according to the 
McDowell Group, the 2013 total direct payroll of 
$55 million in the region was 40 percent of all pri-
vate sector wages and 30 percent of all wages, in-
cluding government. 

	 Given the number of high-paying Red Dog jobs 
relative to the otherwise limited economy, Red Dog’s 
high wages are reflected in a higher median house-
hold income in the region.  Figure 4 compares the 
median household income in the Northwest Arctic 
Borough with those of other predominantly rural 
Native areas.  None of the other areas has a simi-
lar economic engine to Red Dog.  (The North Slope, 
which has a great deal of oil wealth, is excluded from 
the comparison).   The figure shows that the borough 
enjoys a higher median income than those rural, Na-
tive areas without an economic engine such as Red 
Dog. 
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	 Shared Profit.  There is one additional economic 
effect on the villages: most village residents actu-
ally own the mine through their role as stockhold-
ers in NANA Corporation. In 2013, NANA received 
30 percent of the net proceeds of the mine: $143 
million.  However, because of the provision that re-
quires Native corporations to share natural resource 
revenues, $93.5 million was shared with Native cor-
porations in other regions of Alaska.  Since the mine 
started, it has paid over $1 billion to NANA; more 
than $617 million of that amount has been shared 
with other regions.  

	 These payments are an important source of in-
come to NANA and to other Alaskan Native corpora-
tions.  They fund corporate dividends, a corporation’s 
other investments, and fund services that NANA and 
other corporations provide to shareholders.  NANA’s 
2014 dividend was $9.4 million to shareholders 
both within and outside the region.  

	 Governance.  Most Americans take local govern-
ment for granted.  They are served by city govern-
ment, county government, or both.  Rural Alaska 
is different.  Large parts of Alaska are without local 
government.  Sometimes there are incorporated cit-
ies, but unless the city has a significant tax base, it 
provides few services. 

	 Prior to the Red Dog Mine, 10 of the region’s 11 
villages were incorporated as cities.   But the villages 
lacked a revenue source and provided few services.  
At that time, there was no borough, and no school 
district.   Decisions about whether and how to fund 
a new school, barge landing, etc. were made by state 
agencies or the legislature.  The agencies were typi-
cally in Anchorage and the Alaska Legislature meets 
in Juneau.  

	 Juneau is approximately 1,000 miles from the re-
gion.  This distance is greater than the distance from 
Washington, D.C. to Oklahoma. Including travel 
from a peripheral village and time between planes in 
Kotzebue and Anchorage, the travel to Juneau takes 

all day, if not two days.  It is easier and usually faster 
to fly from Los Angeles to Washington, D.C. than to 
travel from the region to Juneau.  

	 Negotiations between NANA and the mining 
company were accompanied by an agreement to es-
tablish local government using the tax base of the an-
ticipated mine.  The Northwest Arctic Borough and 
the school district were established in 1986. As part 
of the negotiations for the mine, the company agreed 
to a payment in lieu of taxes – essentially a negoti-
ated tax payment. 

	 Red Dog’s payment to the borough is 89 percent 
of the borough’s general fund revenue.  In 2013, the 
mine paid $11 million to borough government, in-
cluding a $2.4 million payment directly to the school 
district.   Between 1982 and 2013, the mine’s pay-
ments have totaled $116.4 million.  It is unlikely 
that the borough would have formed without tax 
payments from the Red Dog Mine.

	 It is difficult to convey the sense of lack of self-
determination when what should be local decisions 
are made from such a distance. It is a major change 
to bring those decisions back to the region and make 
them by locally elected officials with ties to the vil-
lages.  It is a significant step in local democracy and 
makes an unmeasureable but important change for 
residents of the region.  

	 Education. The Red Dog Mine affects education in 
the Northwest Arctic Borough: 1) it provides funds to 
the school district through its payment in lieu of tax-
es; 2) it provides programs including various train-
ing and apprenticeship programs, and scholarships 
for youth; 3) it provides a career path for students; 
and 4) it helps teach the work culture of America’s 
western society.  (Subsistence activities require hard 
work and high skills but in a different manner from 
western work culture).

	 In addition to funding the school district as de-
scribed previously, the mine provides various train-

The Napaaqtugmiut School (K-12) in Noatak, Alaska, built in 2009. The building, like most 
in the region, is elevated above the ground to prevent its heat from melting the permafrost.
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Noorvik, Alaska, on the banks of the Kobuk River. 2010 population, 688.
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ing and apprenticeship programs, scholarships for 
youth, and tuition assistance programs for mine  
employees.  One of the important high school pro-
grams is a job shadow opportunity in which high 
school students come to the mine for a week and 
shadow employees to understand the skills and work 
environment.  

	 The presence of a large employer provides the 
critical mass for other school district initiatives.  For 
example, the school district operates the Alaska 
Technical Center, which is a statewide vocational 
and technical education training facility. The school 
district also operates a high school magnet program 
with dormitory facilities for high school vocational 
training.  These facilities benefit more than the Red 
Dog Mine, but the presence of the mine as a major 
employer provides the critical mass that makes them 
possible, or at least easier.

	 There is only indirect evidence that links the 
mine’s funding and programs to an increase in stu-
dent achievement.  Figure 5 from Haley and Fisher, 
2012, shows the increase in high school gradua-
tion compared with elsewhere in Alaska.  It shows 
the low starting point (less than 25 percent of stu-
dents graduated in the 1970s) but that the region 
has caught up to other rural areas and is close to the 
statewide average.

	 While Figure 5 compares the Northwest Arctic 
Borough with Alaska in general, Figure 6 makes a 
similar comparison for the rural, predominantly Na-
tive census districts.  These comparison districts of-
fered few economic opportunities in 1980 and, un-
like the northwest arctic, still lack them today.  It is a 
small subset of the “other rural Alaska” in the previ-
ous figure.

	 Figure 6 shows that the Northwest Arctic Borough 
School District had the highest graduation rate of any 
comparable rural, predominantly Native school dis-
trict.  Its 65 percent graduation rate is still lower than 
that of Anchorage, 76 percent, shown for reference.  
The figure also shows the results of statewide profi-
ciency tests.  The rate is the percentage of students 
who achieve the proficiency standard for that grade. 
The Northwest Arctic Borough School District has a 
low proficiency rate compared with urban Alaska, 
but it has the highest proficiency rate compared with 
similar rural districts without an economic engine. 

	 In 2013, staff of the school district in discussion 
with the author, described that the mine provides a 
realistic career path for many students in the district, 
especially the over 90 percent who are not college 
bound.  Even though the mine is only one employer, 
the career path is important. In a 2001 employment 
access survey for 10 villages, 26 percent of the resi-
dents had worked at Red Dog at some point in their 
career.  Another 18 percent had applied but not been 
hired.  District staff indicated that this career path 
motivated many students in high school, including 
careers that did not involve the mine.  

	 According to some, the mine also has had an im-
portant effect on work culture.  In one telling ex-
change, a school district official told the author, “You 
know what the mine does that no one else does in 
this area?  They fire people.”  To which another of-
ficial responded, “You mean, like your son.”  The 
original official said, “Yes.  He was fired twice from 
Red Dog.  And now he gets it.”   The message from 
this exchange was that in an area dominated by sub-
sistence, which requires hard work and its own set 
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of skills, the mine is one of the region’s most effec-
tive methods of teaching the western work culture to 
residents.

	 It is difficult to empirically evaluate the extent of 
mine-related programs’ effects on student achieve-
ment.  And the data provided in Figure 6 are un-
available for the 1980s for a before-and-after-Red 
Dog comparison.  Further, it is unrealistic to expect 
a single employer to transform educational achieve-
ment.  However, considering the evidence above, 
and information provided to the author by school 
district staff, it appears that the Red Dog Mine is as-
sociated with an improvement in K-12 achievement 
in the region.  However, given the proficiency results 
in the figure, there is significant room for further  
improvement. 

	 Effect on Subsistence.  NANA’s initial discus-
sions with its shareholders, before the mine was 
authorized, centered on potential economic op-
portunity and the potential for the mine to disrupt 
traditional subsistence activities.  In 2009, the U.S. 
Environmental Protection Agency completed an EIS 
for expansion of the mine.  As part of that EIS, the 
agency reviewed the mine’s past effects on fish, wild-
life, other resources, and subsistence use.

	 Red Dog is within the subsistence use area of two 
villages: Noatak, 35 miles south of the mine in a dif-
ferent watershed, and Kivalina, approximately 50 
miles downstream from the mine on the coast of the 
Chukchi Sea.  Other villages are much further away.  
Residents of Kivalina in particular have voiced con-
cern about the mine’s potential negative effects on 
caribou, beluga whales, and fish, all of which are im-
portant for village subsistence use.

	 Caribou.  The most significant concern of resi-
dents with respect to caribou is that traffic on the 
road could disrupt a portion of the caribou migration 
of the western arctic herd (200,000 to 490,000 cari-
bou, depending on the year).  During fall migration, 
approximately 20,000 cross the road as they travel 
south.   “To avoid impacts, the Red Dog Mine has a 
policy in place that includes informing drivers about 
the presence and location of caribou and requiring 

Lessons for Rural Development Projects

	 The experience of the Red Dog Mine provides lessons for other 
resource development projects in rural communities.  The lessons are, in 
part, taken from the data presented in the article, and, in part, from the 
author’s observations.  

1.	 Goals are important.  Even before the Red Dog Mine was permit-
ted, the mine and NANA agreed on important goals: shareholder 
employment, business development, establishing local government, 
and minimizing effect on subsistence.

2.	 Goals by themselves are not enough.  It is important to 
have specific procedures and strategies.  The 1982 agreement 
between NANA and Cominco (now Teck) included goals but also 
includes specific procedures to oversee progress toward those goals: 
the management committee, employment committee, subsistence 
committee, and specific strategies overseen by these committees.   
The procedures and programs are necessary to ensure that the goals 
are not empty promises and hopes.

3.	 Strategies must be able to change due to results (or lack of 
them).  The programs described in this article were not all imple-
mented initially. The school district’s vocational programs, the job 
shadowing program, and the shareholder relations counselors were 
added at some point over the years. What is expected to work initially 
may not always be correct; conditions change. It is important to have 
the commitment and oversight to modify programs due to success 
and failures, and as conditions change. Today this goes by the some-
what overused jargon of adaptive management. But it is necessary.  

4.	 Partnership is important.  The author’s observations of NANA, 
the Red Dog Mine, the borough, and the school district make clear 
that the partnership accomplishes much more than individual groups 
could accomplish.  That is, the mine has a greater proportion of 
shareholders employed because they share strategies and vision with 
the borough and NANA.  Teck’s commitment to the goal is crucial, 
but they could not do it alone.  Similarly, the school district’s rela-
tionship with Teck helps the students through vocational training, 
the job shadow program, and other ways.  Strategies for achieving 
the goals require work across jurisdictions – the school district, bor-
ough, the mine, and others.  A partnership among the groups has 
been important in making the strategies work.

5.	 Leadership is important; culture is important.  From the author’s 
visits to the Red Dog Mine, to NANA, and to the northwest arctic, 
it is clear that commitment to the social and environmental goals 
described here is a part of Teck’s work culture at the mine.  Working 
as a partner with Teck is a part of NANA’s culture and its community 
partners.  That is not to say there are not differences and disagree-
ments between the partners, but a culture of commitment to the 
goals and practices seems critical.  From the observations of this 
author, this commitment occurs only because of strong leadership at 
Teck, NANA, the school district, and the borough.  

The importance of strong leadership is crucial.  Leaders create the 
programs, and they create the culture that binds others to the 
programs.   The strong leadership was present in the 1980s for the 
discussions that brought residents to the conclusion that mining was 
appropriate, it was present for the negotiations that included social 
and environmental goals into the mining agreement, and it is visible 
today in Teck, NANA and their partners.  The leadership at the mine, 
the borough, and elsewhere is a critical part of the socioeconomic 
success in the communities.
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and fish, all of which are important for  
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that drivers stop until caribou have moved through.  
The policy calls for closure of the…road for short 
periods during the migration (i.e., when caribou are 
crossing the road).”  

	 However, Kivalina residents are concerned about 
potential effects of traffic on the migration.  The EIS 
did not indicate that the mine and mine road had 
a significant effect on the caribou population or on 
the overall migration pattern. It concluded that there 
may be some localized effects – changes in behavior 
or migration – and this may have affected local cari-
bou harvests by Kivalina residents. The EIS did not 
indicate significant subsistence effects from any other 
village.

	 Whales.  Kivalina concerns with beluga whales 
were similar to concerns about caribou.  Kivalina res-
idents hunt whales as they migrate along the coast in 
the spring.  Village harvests have decreased in recent 
years, but residents still hunt beluga whales.  The 
subsistence committee for the mine regulates when 
ore loading may begin at the port.  They give ap-
proval only after the spring migration passes the site.  
The EIS did not report a decrease in whale popula-
tions, but Kivalina residents report that whales travel 
further from the coast to avoid the port activity.  

	 The EIS reported that port activities are not the 
sole reason for local changes in migration patterns.  
Other factors include changing ice conditions and 
outboard motor noise, particularly when hunting the 
whales.  However, port activities may be part of the 
change in migration pattern and partially responsible 
for decreased hunting success by Kivalina residents.  

	 Fish.  Fish are an important subsistence food 
source for residents of the northwest arctic.  For 
Kivalina residents downstream of the mine, Dolly 
Varden char make up approximately a quarter of the 
villagers’ subsistence food.  The mainstem of Red 
Dog Creek, which runs through the mine deposit, is 
a tributary of the Wulik River, which flows adjacent 
to Kivalina.  

	 Before the mine existed, Red Dog Creek picked up 
lead and zinc from the deposit and became acidic.  
During the spring high flows, the natural pre-mining 
metal concentrations and acid in the water killed fish 
and aquatic insects in the creek before it merged with 
a larger creek that diluted these natural toxins.  The 
mine now routes Red Dog Creek around the deposit 
so that it does not pick up the acid and metals.  

	 The mine operates a water treatment plant and 
discharges consistent with a government permit that 
limits the metals and requires a neutral (non-acidic) 
discharge.  According to the state monitoring agen-
cies, the mine has improved water quality and fish 
habitat downstream.  

	 The Alaska Department of Fish and Game moni-
tors the habitat, algae, benthic environment (the 
bugs and invertebrates that are the foundation of the 
aquatic food chain), fish population, and fish health 
including metals uptake by fish.  Consistent with im-
proved water quality, the agency reports an aquatic 
environment that is healthier than before the mine 
existed: a healthy benthic environment downstream 
of the mine, and healthy fish populations with metals 
within safe concentrations.  The Red Dog mine has 
produced the unusual situation of improving down-
stream water quality.

	 Despite these monitoring results, Kivalina fishers 
still have concerns. In interviews with subsistence 
fishermen completed for the 2009 EIS, 65 percent of 
the interviewees in Kivalina and 32 percent of those 
in Noatak indicated concern about the health of 
Dolly Varden char.  Concerns included physical ab-
normalities, fewer fish, and changes in texture of the 
meat.  There is a difference between the conclusions 
of agency scientists and the conclusions of subsis-
tence fishers, especially from the downstream village 
of Kivalina.  The fishers’ perceptions may influence 
their harvest and enjoyment of the fish. 

CONCLUSIONS
	 Effects on Communities.  After 25 years, the 
health of the Red Dog Mine and the health of com-
munities in the Northwest Arctic Borough are inter-
connected.  Red Dog has increased villagers’ econom-
ic opportunity, provided employment, and increased 
median household incomes for village residents.  The 
shareholder hire rate of 57 percent, while not achiev-
ing NANA’s goal of 100 percent, is high by global 
standards.  Through NANA’s requirement to share 
profits with other regions, the mine has shared these 
benefits with Native corporations throughout Alaska.  

	 The mine has also provided the opportunity for 
self-government by the region.  It funded the bor-
ough and allowed decisions previously made thou-
sands of miles away by strangers to be made locally.  
It allows villagers to achieve local democracy that 
most Americans take for granted.  

	 It is probably unfair to expect a single employer 
to transform K-12 education.  However, it appears 

Drying salmon in Selawik, Alaska.
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that the mine has had a generally positive effect.  It 
is associated with increased graduation rates, possi-
bly with increased student performance (certainly for 
some individuals). It has provided a path to a career, 
and provided the critical mass to allow the school 
district to provide vocational training and other ser-
vices.  Finally, it has helped many individuals with 
the transition from a subsistence lifestyle to western 
work culture.  

	 Village concerns about the mine include more 
than material well being, governance, and education.  
They also include maintenance of subsistence popu-
lations and opportunities.  The mine has not changed 
subsistence for most of the region’s 11 villages, but 
there are clearly some concerns from Kivalina, and 
to a lesser extent from Noatak, about perceived local 
displacement of caribou and whales, and the health 
of an important food source: Dolly Varden char.  

	 There is room for improvement in most of the 
effects – increases in shareholder hire, especially 
management; improvements in school performance; 
and possibly decreasing subsistence concerns.  But 
none of the improvements will be quick.  After 25 
years of work on the issues, the remaining barriers 
are difficult and the returns long term.  For example, 
increasing the Native college graduation rates (espe-
cially those interested in working at Red Dog) will 
take years.  Working with mine processes and Kiva-
lina residents on subsistence effects and concerns is 
probably also a long-term effort including both sci-
entific monitoring and working with locals and their 
knowledge and perceptions.

	 Red Dog has accomplished some impressive and 
important achievements for the villages of the North-

west Arctic. These achievements were not pre-deter-
mined; resource development does not automatically 
create these improvements.  The achievements were 
the result of the on-going partnership between the 
mining company, NANA Corporation, the borough 
government, the school district, and others.  The 
partners created concrete strategies to achieve these 
results – high levels of local employment, career 
pathways, etc.  The continuing commitment to the 
original goals, the ability to adapt strategies as need-
ed, and the multi-party partnership have all contrib-
uted to these achievements for the communities of 
the Northwest Arctic Borough.  

2014 SALARY SURVEY
OF ECONOMIC DEVELOPMENT PROFESSIONALS

Hiring? Searching? Renegotiating? The IEDC 2014 Salary Survey of Economic  
Development Professionals provides you with the data you need to make  

informed employment decisions.

For the first time ever, the industry standard reference for compensation, demographic, and  
professional activity information is available digitally and as a report custom-tailored to your state.  

Available now, get a classic bound edition of the report or the new, 
convenient digital edition today.

Survey Participants: $100	 State-Specific Report:

IEDC Members: $150	 IEDC Members: $75

Non-Members: $250	 Non-Members: $99

  Visit the IEDC Bookstore to Purchase Your Copy Today!

For more information go to: www.iedconline.org Or call: (202) 223-7800

Getting ready for fishing in Kiana, Alaska.

Photo credit: NANA/Arend



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 232

CALENDAR OF EVENTS
RECERTIFICATION 
FOR CERTIFIED  
ECONOMIC  
DEVELOPERS

Fulfill a recertification 
requirement without 
tapping into your  
budget! 

Earn two credits  
towards your next  
recertification by  
having an article  
published in the  
Economic Development 
Journal, IEDC’s  
quarterly publication.

This is one of a number 
of ways that you can 
pursue recertification 
credits. Submissions  
are accepted throughout 
the year. The Journal 
Editorial Board  
reviews all articles  
and determines which  
articles are accepted  
for publication.   

For more information 
contact Jenny Murphy, 
editor, at  
murp@erols.com  
(703-715-0147).

IEDC sponsors an annual conference and a series of technical conferences each year to bring economic 
development professionals together to network with their peers and learn about the latest tools and 
trends from public and private experts. 

	 IEDC also provides training courses and web seminars throughout the year for professional develop-
ment, a core value of the IEDC. It is essential for enhancing your leadership skills, advancing your career, 
and, most importantly, plays an invaluable role in furthering your efforts in your community.

	 For more information about these upcoming conferences, webinars, and professional development 
training courses, please visit our website at www.iedconline.org.

CONFERENCES

2015 Annual Conference
October 4-7
Anchorage, AK

2016 Leadership Summit
January 24-26
New Orleans, LA

2016 Federal Forum
April 3-5
Arlington, VA

Economic Future Forum  
(formerly Spring Conference)
June 12-14
Tulsa, OK

2016 Annual Conference
September 25-28 
Cleveland, OH

2015 TRAINING  
COURSES

Real Estate Development & 
Reuse
July 16-17
Philadelphia, PA 

Foreign Direct Investment and  
Exporting
(Advanced Course)
July 23-24
Chicago, IL

Workforce Development  
Strategies
August 6-7
Indianapolis, IN

Economic Development  
Marketing & Attraction
August 13-14
Atlanta, GA

Business Retention &  
Expansion
August 20-21
Denver, CO

Entrepreneurial & Small  
Business Development  
Strategies
September 10-11
Minneapolis, MN

Economic Development  
Strategic Planning
September 17-18
Fort Worth, TX

Neighborhood Development  
Strategies
September 24-25
Baltimore, MD

Workforce Development  
Strategies
October 1-2
Anchorage, AK

Real Estate Development & 
Reuse
October 29-30
Chapel Hill, NC

Workforce Development  
Strategies
October 29-30
Edmonton, AB

Entrepreneurial & Small  
Business Development  
Strategies
November 5-6
Toronto, ON

Managing Economic  
Development Organizations
November 12-13
Columbus, OH

Economic Development Credit 
Analysis
December 2-4
Atlanta, GA

2015 CERTIFIED  
ECONOMIC DEVELOPER 
EXAM

October 3-4
Anchorage, AK  
(Appl. Deadline: August 4)

2015 WEBINARS

June 23
Leveraging the EB-5 Visa  
Program to Attract Jobs and 
Investment

July 31
Greener the Second Time 
Around: Industrial Renewal

August 5 (Free)
Primer to the CEcD Exam 
Process

Disaster Preparedness &  
Economic Recovery (Free  
Webinar Series)
July: Keeping the Lights On:  
Energy Planning and Recovery 
Tools
August: Developing an  
Entrepreneurship  
Ecosystem for Resiliency
October: Identifying  
Economic Recovery  
Priorities



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 2 33

NEWS FROM IEDC
EDRP RELEASES NEW REPORT ON  
ENCOURAGING YOUTH AND DIVERSITY IN 
ECONOMIC DEVELOPMENT
    As the baby boomer 
generation retires en 
masse and the demo-
graphic makeup of the 
western world shifts, 
only those organizations 
that are able to adapt 
will remain competitive. 
Engagement of young 
and diverse populations 
in economic development will ensure the con-
tinued success of the field and the organizations 
within it.

    EDRP’s latest report considers how to bring 
a younger and more diverse population into the 
economic development field. It reviews best 
practices for engagement of these populations at 
the board, staff, and community level, and consid-
ers how an organization’s culture and practice 
contribute to success in an increasingly diverse 
world.

    Widening the Circle: Engaging a Young and 
Diverse Workforce in Economic Development is 
available from www.iedconline.org and is free 
for members to download. Non-members can 
purchase it for $25 from IEDC’s bookstore.

AEDO PROGRAM REACCREDITS TWO  
MEMBERS
      IEDC is proud to 
announce the reac-
creditation of two 
AEDO members: Cen-
terPoint Energy and the Greater Halifax Partner-
ship. Located in Houston, TX, CenterPoint Energy 
is led by Economic Development Manager John 
Cook, CEcD, and has been accredited since 2011. 
The organization is the only utility to have earned 
AEDO status. The Greater Halifax Partnership of 
Halifax, Nova Scotia, Canada, became the first 
Canadian EDO to earn accreditation in 2011. The 
organization’s accreditation efforts were led by 
Executive Vice President and Chief Economist 
Fred Morley.   

     Earning the AEDO accreditation is an effec-
tive way for economic development entities to 
increase their visibility in the community and gain 
independent feedback on their organizational op-
erations. For more information, contact Program 
Manager Tye Libby at tlibby@iedconline.org.

IEDC AT THE 2015 SELECTUSA INVESTMENT 
SUMMIT
   IEDC was pleased to host a hospitality suite 
at the 2015 SelectUSA Investment Summit. The 
second Summit attracted twice as many attend-
ees, with nearly 2,600 investors and economic 
developers coming from 60 countries and every 
U.S. state and territory for two and a half days of 
conference programming and matchmaking.

    IEDC hosted several senior officials in our suite 
for informal networking with members, including 
SelectUSA Executive Director Vinai Thummala-
pally and Assistant Secretary for Economic Devel-
opment Jay Williams. Members reported lots of 
activity in the exhibit hall, with some scheduling 
meetings back home with international investors 
before they returned to their home countries.  

RESHORING AMERICAN JOBS WEBPAGE
    Reshoring in the United States can be defined 
as the act of returning American manufacturing, 
IT, and service jobs to U.S. soil from offshored 
locations. Reshoring American Jobs is a webpage 
where economic developers can learn about and 
find resources to support activities encouraging 
reshoring in their community.

    Divided into three sections, this regularly 
updated webpage features the latest news, case 
studies, and in-depth research on reshoring ac-
tivity to help them stay in-the-know on reshoring 
trends. The Reshoring American Jobs webpage 
is funded by the U.S. Economic Development Ad-
ministration. Check out the Reshoring American 
Jobs webpage at www.iedconline.org/reshoring.

IEDC RELEASES UPDATED DISASTER  
RECOVERY PUBLICATION – “LEADERSHIP  
IN TIMES OF CRISIS”
    IEDC announces the release of a revised, 
Leadership in a Time of Crisis toolkit. The toolkit 
is designed to benefit a wide range of public and 
private sector officials working with businesses 
and industries in the economic recovery process 
before and after a major disaster or economic 
interruption.

    Leadership in Times of Crisis provides tools, 
resources, how-tos, checklists, and real world 
case examples that highlight best practices to be 
better prepared or to spur recovery. The revised 
toolkit has updated strategies, information, and a 
new chapter on Infrastructure and Building Back 
Better. Download the toolkit today at http://re-
storeyoureconomy.org/toolkit/ and follow Restore 
Your Economy on Twitter at @restoreyourecon.
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alaska’s nonprofit sector
By Dennis McMillian, Laurie Wolf, and Andrew Cutting

GENERATING ECONOMIC IMPACT 
This article highlights research on the economic impact of the nonprofit sector in Alaska in a way that has not previously 
been available, with a focus on revenue and jobs generated. The intent of this research is (1) to validate that impact as a 
way to inform public policy through greater understanding and appreciation of the sector, (2) to activate nonprofit board 
and staff leaders to use the information to educate, inspire, and connect with the public, and (3) to monitor trends to assist 
nonprofits in effectively planning and making decisions.

n 2007, The Foraker Group, Alaska’s 
state nonprofit association, worked with 
the Institute of Social and Economic Re-
search (ISER) at The University of Alaska 
Anchorage (UAA) to develop the first 

comprehensive study of the nonprofit sec-
tor’s impact on the Alaska economy. In 2010, 
the second study was completed, the third in 2013. 
A precedent has been set. Foraker is now commit-
ted to monitoring the economic impact of the sector 
every three years, using the best available data and 
our own analysis, to meet two primary objectives: 
(1) help sector leaders address current concerns and 
plan for the future, and (2) demonstrate to policy 
makers the positive impact of the sector on the over-
all Alaska economy. 

	 While this is Foraker’s most comprehensive study to 
date, and we better understand how to compute and 
use the data, consistency and timeliness of the data 
continues to be a concern – not just to us but also to 
organizations around the country that conduct simi-
lar research. One consistent set of relevant data from 
the same source simply does not exist. For example, 
as in previous reports, we made allowances to ensure 
all Alaska nonprofits were included in the study, going 
so far as purchasing the complete file of IRS Form 990s 

for Alaska organizations so we could better analyze data 
and assure no organization was missed. By doing this, 
we immediately discovered a glaring omission from the 
state of Alaska statistics. Our largest nonprofit organiza-
tion – Providence Health and Services – is not included 
because it is registered with the state of Washington. 

	 We are confident that we are using the best and most 
trusted sources available, both for raw data and research 
from the field. Those sources include the IRS, State of 
Alaska, U.S. Census Bureau, Chronicle of Philanthropy, 
Giving USA, National Center for Charitable Statistics, 
BoardSource, and the Institute of Social and Economic 
Research at UAA. We want to note, especially, the as-
sistance of Dr. Mouhcine Guettabi, assistant professor 
of economics at UAA and ISER researcher, who worked 
with us to prepare the 2014 report, which was based on 
the third study.

	 The data confirms what Foraker has seen in the 
field – nonprofits are adapting to a shifting world, with 
leaders becoming more aware of and taking action in 
the economic environment that has developed since 
the 2008 recession. This “new normal” continues to 
evolve, and many Alaska nonprofits are transforming 
their strategies and structures to collectively carry out 
the missions that serve the state.
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Dennis McMillian, 
Foraker President 
and CEO, dmcmil-
lian@foraker-
group.org

Laurie Wolf, MNPL 
and CFRE, Foraker 
Vice President and 
COO, lwolf@for-
akergroup.org

Andrew Cutting, 
Foraker Director of 
Nonprofit Research 
and Partnerships, 
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Nonprofits are especially prominent in Alaska 
because they help fill the gap between 

government services and critical community 
needs. They also bring activities to the public 
in ways that aren’t supported by commercial 
endeavors. And they are at the forefront of 

building communities, creating change, and 
driving innovation.

The Foraker Group started in January 2001 as Alaska’s 
only nonprofit support organization. Today, Foraker of-
fers a rich array of products and services – all designed 
to assist staff, volunteers, and boards to better lead and 
manage their organizations. Foraker became a member 
of the National Council of Nonprofits in 2013 and is now 
recognized as the state’s nonprofit association. Foraker 
members are referred to as Partners. Information can be 
found at www.forakergroup.org.
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	 Several key findings surfaced as we worked through 
the data:

•	 Nonprofits have a significant, positive impact on 
the economy – the more rural the area, the more 
significant the impact.

•	 The trends predicted in our last study – a funding 
crisis and the “crash of the herd”– came true faster 
than we expected.

•	 Organizations are effectively creating new structures 
and transforming the way they work.

THE ECONOMIC IMPACT OF ALASKA NON-
PROFITS IS SIGNIFICANT
	 Alaska’s nonprofit sector, which is made up of ap-
proximately 5,700 organizations, accounts for $6.5 
billion in direct expenditures. A total of $4.4 billion 
is generated by charitable nonprofits, or 501(c)(3) or-
ganizations, and $2.1 billion comes from other 501(c) 
organizations.

	 The sector employs 39,000 people – or 12 percent of 
the state’s workforce – an increase of 7,000 from 2010. 
Nationally, the nonprofit sector makes up 10.6 percent 
of the workforce.

	 By comparison, in its December 2013 Alaska Eco-
nomic Trends, the state reports that in Alaska local gov-
ernment accounts for 43,000 direct jobs; state gov-
ernment for 26,400 jobs; the federal government for 
14,100 jobs; oil and gas for 14,700 jobs; and seafood 
processing for 10,600 direct jobs. 

	 Nonprofits are especially prominent in Alaska be-
cause they help fill the gap between government ser-
vices and critical community needs. They also bring 
activities to the public in ways that aren’t supported by 
commercial endeavors. And they are at the forefront of 
building communities, creating change, and driving in-
novation.

	 The sector is diverse – with organizations work-
ing on a broad range of missions. When most people 
think about nonprofits, they focus on the 501(c)(3)s – 
or charitable nonprofits with missions like health care, 
arts and culture, conservation, human services, animal 
welfare and many others. This article focuses later on 
this portion of the 501(c) spectrum. 

	 However, it’s important to also note the other types 
of nonprofits because they, too, are important contribu-
tors to the economy. This study includes data on every 
type of 501(c), or IRS approved nonprofit.

	 Figure 1 represents 501(c)(4) and 501(c)(6) classifi-
cations. Organizations like Rotary Clubs, civic leagues, 
employee associations, and groups that promote social 
welfare make up the 501(c)(4) category. The 501(c)(6) 
category is primarily made up of business leagues like 
chambers of commerce. Both are economic drivers in 
our communities. 

	 As seen in Figure 2, even more dramatic is the reve-
nue generated by three other classifications of nonprof-
its – federal credit unions, power and telephone com-
panies, and life insurance trusts. These organizations 
represent just 1 percent of total nonprofits, yet generate 
27 percent of the sector’s revenue.

Economic impact extends beyond direct jobs and 
revenue
	 As with all economic studies, we calculated the di-
rect, indirect, and induced impacts of wages and sala-
ries on the broader economy. Focusing on the nonprofit 
sector, the direct impact indicates specific numbers 
that are a result of nonprofit expenditures in the local 
economy. Indirect impacts represent increases in jobs 
or sales in businesses that support the beneficiaries of 
nonprofit direct expenditures. Induced impact repre-

FIGURE 1 – ORGANIZATIONS LIKE ROTARIES AND CHAMBERS 
CONTRIBUTE ECONOMICALLY

The data confirms what Foraker has seen 
in the field – nonprofits are adapting to a 
shifting world, with leaders becoming more 
aware of and taking action in the economic 
environment that has developed since the 
2008 recession. This “new normal” continues 
to evolve, and many Alaska nonprofits are 
transforming their strategies and structures to 
collectively carry out the missions that serve 
the state.

FIGURE 2 – 1% OF NONPROFITS GENERATE 27% OF THE  
SECTOR’S REVENUE
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sents the multiplier effect caused by successive rounds 
of spending throughout the economy as a result of a 
nonprofit’s direct and indirect expenditures. 

	 Using these standard economic indicators, the total 
employment impact is 63,000 people – or 19 percent of 
the Alaska workforce. The total impact from wages and 
salaries is $2.5 billion. We are certain that if more com-
plete data were available on overall sector expenditures, 
the impact of all nonprofit economic activity would be 
significantly larger.

	 Once again, as noted in Figure 3, Alaska nonprofits 
have a significant economic impact.

The sector continues to outpace Alaska and the U.S. 
in GDP and workforce growth
	 The Alaska nonprofit sector is growing at a faster rate 
any way you measure it, which is clear in Figure 4. In 
Alaska, nonprofit sector revenue is an important part 
of the state’s GDP, making up 12 percent of the total. 
This compares to the national average where the sector 
makes up just 5.5 percent of GDP. A much stronger im-
pact is evident in revenue growth from 2007 to 2013. 
With growth from $3.5 billion in 2007 to $6.5 billion 
in 2013, the sector’s impact increased by 86 percent. 

	 Figure 5 shows a similar pattern in the nonprofit 
workforce. At 12 percent of total employment, the sec-
tor exceeds the U.S. average of 10.6 percent and out-
paces overall growth in the Alaska workforce. Nonprof-

it sector jobs grew from 30,000 in 2007 to 39,000 in 
2013 – a 30 percent increase – while jobs in the state as 
a whole increased by only 7.5 percent. As is also shown 
in Figure 5, the majority of jobs in the sector are in the 
health care field. 

The nonprofit sector provides jobs in all parts of 
Alaska
	 The map in Figure 6 indicates the concentration of 
nonprofit employees in various parts of the state. In 
some areas, the percentage is higher than others. But 
only in a small area is the percentage less than the na-
tional norm of 9 percent. At the higher end – from the 
Yukon-Kuskokwim region to Canada – almost 50 per-
cent of the workforce is in the nonprofit sector. In fact, 
in most of rural Alaska, nonprofits account for more 
than 25 percent of the workforce. These findings vali-
date the critical role the sector plays in the economy of 
rural communities.

Federal funding to Alaska continues to decline
	 It’s no longer a trend – it’s now established. Funding 
from the federal government to all sectors in Alaska, 
not just the nonprofit sector, is declining – and all in-
dications are that it will continue to decline. (With the 
decline in oil prices, we also expect cut-backs in state 
funding in the future.) Figure 7 shows the changes in 
all types of federal funding. With the exception of direct 
payments, all categories are down, with total revenue to 
Alaska declining from $8.3 billion in 2009 to just $5 
billion in 2013.

FIGURE 3 – ALASKA NONPROFITS HAVE A SIGNIFICANT  
ECONOMIC IMPACT

FIGURE 4 – NONPROFIT REVENUE GROWTH EXCEEDS ALASKA 
AND U.S. RATES

FIGURE 5 – GROWTH IN THE NONPROFIT 
WORKFORCE IS ACCELERATING

FIGURE 6 – NONPROFITS PROVIDE RURAL JOBS
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	 More specifically, Figure 8 shows the decline for 
various recipients of federal grant payments, with a de-
crease from $3.3 billion in 2010 to $1.5 billion in 2013.

Looking at the 501(c)(3)s – the largest part of the 
sector
	 The 501(c)(3) organizations – or charitable nonprof-
its – represent the largest number of 501(c)s, both in 
the U.S. and Alaska. They are the nonprofits we know 
best and are dedicated to missions like health care, arts 
and culture, conservation, human services, animal wel-
fare, and many others. Figure 9 shows the breakdown 
by mission of Alaska’s registered charitable nonprofits. 
They make up 73 percent of the total sector with the 
largest number of organizations falling into the human 
services category.

Health care drives economic impact
	 As seen in Figure 10, health care nonprofits, while 
fewer in number compared to other categories, account 
by far for the most revenue and jobs generated in the 
sector. 

	 The 501(c)(3) segment of the sector is dominated by 
health care. Revenue from health care nonprofits is $2.6 
billion or 61 percent of all charitable nonprofit reve-
nue. The vast majority of that is earned revenue because 
health care organizations are based on a revenue-driven 
business model. Often Alaskans don’t realize that they 
receive health care from a nonprofit hospital or clinic. 
But in fact, three out of four of all health care jobs are 
generated by nonprofits. 

	 Health care organizations also make up the top 
501(c)(3)s in the state as measured by their assets. Of 
the organizations noted in the top ten, all but the last – 
Rasmuson Foundation – are health related. Providence 
Health and Services and Banner Health are both regis-
tered outside Alaska but strongly contribute to the state 
in employment and revenue.

Top 10 501(c)(3)s by assets:
1.	 Providence Health and Services

2.	 Alaska Native Tribal Health Consortium

3.	 Southcentral Foundation

4.	 Yukon Kuskokwim Health Corporation

5.	 Banner Health

6.	 Tanana Chiefs Conference

7.	 Central Peninsula General Hospital, Inc.

8.	 Norton Sound Health Corporation

9.	 Southeast Alaska Regional Health Consortium

10.	Rasmuson Foundation.

Regional Alaska Native nonprofits grow in economic 
influence
	 When we look at the top ten private foundations 
in the state, a trend has emerged that is important 
for all of Alaska as well as Alaska Native communi-
ties. Alaska Native foundations are increasing in total 
assets and have become an important component of 
charitable support available in Alaska, especially in the 
field of education. Alaska Native education foundations 
(highlighted by italics) are investing in many aspects of  

FIGURE 7 – FEDERAL FUNDING TO ALASKA 
CONTINUES TO DECLINE

FIGURE 8 – FEDERAL GRANT FUNDING TO 
ALASKA CONTINUES TO DECLINE

FIGURE 9 – 4,800 501(C)(3) ORGANIZATIONS 
REFLECT A VARIETY OF MISSIONS

FIGURE 10 – HEALTH CARE DRIVES FINANCIAL IMPACT
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Alaska, including cultural and language preservation 
and education of the next generation of leaders.

Top 10 Alaska private foundations: 
1 – Rasmuson Foundation	 $627,000,000

2 – CIRI Foundation	 $56,000,000

3 – Atwood Foundation	 $32,000,000

4 – Arctic Education Foundation	 $30,000,000

5 – Benito and Frances C Gaguine  
  Foundation	 $19,000,000

6 – Doyon Foundation	 $16,000,000

7 – Alaska Kidney Foundation	 $12,000,000

8 – Harvey Samuelsen Scholarship Trust	 $11,000,000

8 – Carr Foundation	 $11,000,000

9 – Bristol Bay Native Corporation  
 Education Foundation	 $7,000,000

10 – Koniag Education Foundation	 $6,000,000
(These numbers reflect total assets in 2013, with the exception of the 
Benito and Frances C Gaguine Foundation, whose assets are based on 
2012 reporting.)

THE ECONOMIC TRENDS ARE SET AND WILL 
CONTINUE
	 When we reviewed data from the first study to the 
second, three trends emerged that were, in turn, vali-
dated in the third study. Those were:

•	 The “funding crisis.” Nonprofits are beginning to 
adapt to the reality of less government funding by 
increasing the more reliable sources of earned rev-
enue and charitable giving. This shift is continuing 
to shape our nonprofit economic business models.

•	 The “crash of the herd.” Even though this study 
shows a slight decrease in nonprofits, we still have 
too many for our population. We simply do not 
have enough of the right people to serve on the 
boards and staffs of all Alaska’s organizations. 

•	 The “funding crisis” and the “crash of the herd” lead 
to the third trend of developing “new structures” 
for the way we do business. Nonprofits must be 
more adaptable and creative in working collabora-
tively in business models that will maximize human 
capacity, strengthen financial position, and allow 
for the greatest positive impact in each community. 

	 New understanding of these trends today indicates 
where we see progress and where there are areas for 
more improvement.

Alaska nonprofits are adapting to the “funding crisis”
	 The intriguing news in this most recent study is that 
the charitable sector is compensating for the shift in 
funding we had anticipated – at least it has so far. Fig-
ure 11 shows the changing proportion of revenue, with 
earned revenue for Alaska charitable nonprofits actu-
ally exceeding the national average in 2013. Interesting, 
too, is that the percentage of income from government 
grants versus earned revenue has reversed when you 
compare 2007 to 2013, while the percentage of contri-
butions has remained essentially the same.

	 Figure 12 cites the trend in actual dollar amounts, 
showing the decline of federal grants to charitable non-
profits from $1.94 billion in 2007 to $1.48 billion in 
2013. At the same time, earned revenue has increased 
from $1 billion to $1.74 billion. This shows us that 
Alaska charitable nonprofits are adapting to the fund-
ing crisis by finding new sources of earned revenue like 
product sales and fees for services to make up for the 
decline in federal grants.

	 The smallest source of unrestricted revenue – chari-
table giving – still represents less than 10 percent of the 
total. That compares to the national norm of 19 per-
cent. However, total charitable support grew from $280 
million in 2007 to $330 million in 2013. 

	 One example of charitable giving among Alaskans 
is Pick.Click.Give. From the time the program started 
in 2009 through the 2014 campaign, pledges increased 
from just over one-half million to almost $2.8 mil-
lion. Another way to view this success is to understand 
that from 2009 to 2012 total charitable giving grew 9 
percent nationally and 11 percent in Alaska. So while 
charitable support as a percentage of total revenue has 

The “funding crisis.” Nonprofits are beginning to 
adapt to the reality of less government funding 
by increasing the more reliable sources of earned 
revenue and charitable giving. This shift is  
continuing to shape our nonprofit economic  
business models.

FIGURE 11 – GOVERNMENT FUNDING  
CONTINUES TO DECLINE

FIGURE 12 – NONPROFIT EARNED REVENUE IS 
GROWING
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not yet increased, thanks to the organized commitment 
to build a culture of philanthropy in Alaska, charitable 
giving is gaining momentum.

People in rural Alaska give generously
	 For the first time, we are able to break out individual 
giving by census area. The source for this data is the 
Chronicle of Philanthropy, which analyzed census reports 
and tax returns. While those tax returns don’t capture 
all individual giving because some people don’t itemize 
their donations, we now have a good comparison by 
borough (county) of those who do itemize. A remark-
able finding is that people who file itemized returns in 
many regions of rural Alaska give a higher percentage of 
their income to charity than those in urban areas – and 
they give more dollars.

	 The information in Figures 13 and 14 is derived 
from itemized federal income tax returns and then bro-
ken out by census areas, which in most cases in Alaska 
are aligned with borough designations.

	 Figure 13 shows how giving in rural Alaska is out-
pacing the U.S. average (based on itemized taxes). The 
Southeast Fairbanks census area leads the state. The 
regions around Nome, Northwest Arctic, and North 
Slope are close behind. Figure 14 shows the median 
individual contribution in Anchorage is $3,860, or 4.3 
percent of discretionary income. In the Southeast Fair-
banks census area it is $10,109, or almost 5.9 percent 
of income. Granted, in a small community a handful of 
donors can set a trend while in larger communities a 
minority of generous donors is lost in the trend. Still, as 
a whole, those in smaller communities give more. 

	 Figure 15 shows how giving in Alaska compares to 
the U.S. average, which is represented by the center 
vertical line. Again, these statistics come from item-
ized federal income tax returns and are broken out by 
census areas. In most boroughs, households in rural 
communities give at a higher rate than those in urban 
ones. This information shows that great potential ex-
ists to develop individual philanthropy in high-income 
households across Alaska.

What the data tell us about “crash of the herd”
	 In 2010, approximately 7,000 nonprofits were oper-
ating in the state, or one nonprofit for every 100 Alas-
kans. That number has since declined. Figure 16 shows 
that approximately 5,700 nonprofits are operating in 
the state, or one for every 127 Alaskans. That’s a de-
crease of 18 percent from 2010.

	 We can easily identify 800 organizations that ac-
count for the decline. Those are ones that neglected to 
file 990s after the IRS started implementing a new rule 

FIGURE 13 – MEDIAN INDIVIDUAL  
CONTRIBUTIONS, BASED ON IRS ITEMIZED  
TAX RETURNS

FIGURE 14 – PERCENT OF INCOME GIVEN, 
BASED ON IRS ITEMIZED TAX RETURNS

FIGURE 15 – PERCENT OF HOUSEHOLD GIVING ABOVE AND 
BELOW U.S. AVERAGE

FIGURE 16 – TOTAL NUMBER OF ALASKA NONPROFITS 
IS DECLINING
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in 2010 that removed nonprofits from the rolls for fail-
ing to file their 990s three years in a row. That step hap-
pened again in 2013 and will continue in the future. 

	 In addition, from our experience we believe that 
more nonprofits may have merged and/or gone out of 
business. At the same time, we know that many new 
organizations formed in the last three years. Therefore, 
with the data that’s available now, we cannot account 
for the remaining decline in numbers. It’s likely these 
numbers will rise in the future because of new simpli-
fied IRS application forms, which we expect will result 
in increased incorporations.

	 Another caution from 2010 was the shortage of 
board members – a problem facing both large and small 
organizations around the state. Identifying, recruiting, 
and retaining board members continue to be among the 
biggest concerns of Foraker Partners. The scale of this 
problem may not be fully understood as long as people 
from the Baby Boom generation stay on boards. When 
they leave their board seats, however, we fear efforts to 
satisfy the demand may be too little and too late.

NONPROFITS ARE TRANSFORMING THE WAY 
THEY WORK FOR GREATER IMPACT
	 The third trend that surfaced in 2010 and is now 
established is that organizations need to look at new 
models to achieve their missions. These models can 
take the form of program partnerships, back office con-
solidation, mergers, or coalitions, to name just a few 
examples. Little national, state, or local data is available 
that allows us to track how frequently nonprofits are 
establishing new structures in which to work. However, 
we do know that during the past three years – com-
pared to the first nine years of Foraker’s work – we have 
had more calls to assist nonprofits to establish creative 
collaborations, to merge, or to go out of business. 

	 Restructuring the sector is inevitable because of 
shifts in funding and demographics. And it simply 
makes the most sense in achieving impact. Foraker as-
sists nonprofits with mergers and creative collabora-
tions through our programs like shared human resourc-
es, shared financial services, interim executive director 
services, and a number of peer support cohorts. We also 
have launched Sultana, which provides fiscal sponsor-

THE FORAKER NONPROFIT SUSTAINABILITY MODEL

	 The Foraker Group has been looking for some time at the factors that distinguish sustainable organizations and has 
captured those factors in a model, which is derived from the premise that sustainability is an organization’s journey, not 
its destination. This diagram shows how the factors are inter-related and how they move from focus. The factors, like 
lenses, help us reflect on sustainability. 

	 Founding purpose and values are part of focus. In a sustainable nonprofit, they don’t change – they are absolute, 
almost sacred. Focus reflects the passion of the founders, defining both the core purpose and the core values that drive 
and motivate the whole organization. It’s the anchor for everything the organization does and answers the fundamental 
question, “Who are we?” 

	 The other part of focus is flexible – it helps us stay relevant and answers the question, “Where are we going?” That 
direction is under consistent review. As the external environment changes, it must be adjusted so the organization contin-
ues to move in the right direction and has the greatest impact. Together, the founding purpose and values, along with a 
clear direction, provide a focus that is both true to the founders’ intent and relevant to today’s community.

	 Moving from focus, the next lenses also are constant in their underlying principles while remaining flexible as each 
adapts to current conditions. Organizations that use the lenses as a way to view their actions become more resilient and 
are able to:

•	 Focus on founding principles, making strategic decisions and looking ahead

•	 Recruit and retain the right board and staff and work together effectively as partners

•	 Seek and nurture strategic partnerships to maximize impact

•	 Assure sufficient unrestricted funds to take advantage of opportunities and handle emergencies

	 Using the lenses, you can begin to understand the dynamics of sustainability. Then, and only then, is it time to develop 
programs and services. That’s why they are presented at the other end of the diagram. 

	 Programs and services are flexible – they are not sacred activities. One simple way to understand this is, “what you 
do is not who you are.” The strategic organization modifies programs and services, drops them, or adds new ones as it 
adjusts to the needs in its community – always influenced first by the factors of sustainability. 

Copyright © 2013 by The Foraker Group
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ships for organizations that are in the preliminary stages 
of their development.

	 Innovative collaborations are taking place around 
the state, and they come in many forms. The success 
of these efforts is encouraging and a testament to the 
creativity of sector leaders in finding effective ways to 
deliver their missions. In 2013, Foraker and the other 
nonprofit state associations in the Northwest launched 
a five-state survey to establish a baseline of our own 
collective work, along with that of individual organiza-
tions in the region. What we found was encouraging. 
Respondents say that nonprofits are coming together – 
with government, business, and each other – to address 
issues. As a sector, we are clearly learning to work with 
others in our field. 

	 The results of this survey also indicate that potential 
exists to “move the needle” on collaboration, especially 
with business and government. This is where nonprofit 
leaders can get involved. We all have roles in creating 
and guiding successful collaborations – and we must do 
it as often as possible.

	 A significant portion of Foraker’s work as the state’s 
nonprofit association is to help both nonprofit and civic 
leaders to understand, appreciate, and support the sec-
tor. Looking again at the survey mentioned above, we 
learned that nonprofit leaders do believe the sector is 
part of the policy-making process, and that organiza-
tions in Alaska generally function in a friendly policy 
environment. Still, favorable treatment can’t be taken 
for granted and working toward sound public policy 
cannot be left to just a few. We will only succeed when 
we look beyond the particular needs of our own orga-
nizations, and we all speak up for the sector as a whole.

	 With that in mind, we encourage nonprofits and 
others to use the information in this study in ways that 
support organizations, missions, and communities. The 
sector has an important story to tell. We make a signifi-
cant contribution – both by improving our society as a 
whole and, especially, by adding to Alaska’s economy. 
Our sector is successfully running businesses that gen-
erate $2.5 billion in salaries and wages, contribute to 
63,000 jobs for Alaska, and add total expenditures of 
$6.5 billion to the state’s economy. Alaska nonprofit 
professionals are highly skilled and carry out their mis-
sions with commitment and integrity. This, combined 
with the quality of products and services nonprofits 
provide, makes the sector an essential part of Alaska’s 
economy.  

Become an Accredited Economic Development Organization (AEDO)

The AEDO designation recognizes the professional excellence
of economic development organizations and provides them with useful

feedback on their operations, structure, and procedures.

The benefits of AEDO status include:

H Increased visibility	 H A profile in IEDC’s bi-monthly newsletter

H Exclusive use of the AEDO logo	 H Participation in the Annual Meeting 
	     of AEDO Organizations

For more information go to: www.iedconline.org Or call: (202) 223-7800

Our sector is successfully running businesses 
that generate $2.5 billion in salaries and 

wages, contribute to 63,000 jobs for Alaska, 
and add total expenditures of $6.5 billion to 

the state’s economy. Alaska nonprofit profes-
sionals are highly skilled and carry out their 

missions with commitment and integrity. This, 
combined with the quality of products and 

services nonprofits provide, makes the sector 
an essential part of Alaska’s economy.
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INTRODUCTION
n 1967, as Alaskans celebrated the cen-
tennial of Alaska’s purchase from the 
Russians and the adoption of its new 
state motto, “North to the Future,” the 

Legislature set forth in statutes a bold vision 
for an entity that would promote economic 
growth and diversity while creating new 
job opportunities for its citizens. The intent of 
this legislation was to focus on growing the Alaska 
economy at a time when the economy depended on 
appropriations from the federal government, sea-
food harvesting and processing, mining, and timber.  
Oil was yet to be discovered in the massive quanti-
ties that later would become the primary economic 
driver for the state.

	 This legislation created the Alaska Industrial De-
velopment Authority, which was later changed to 
Alaska Industrial Development and Export Author-
ity (AIDEA). AIDEA was created as a public corpo-
ration, a political subdivision of the state of Alaska, 
under the Department of Commerce and Economic 
Development, but with a separate and independent 
legal existence. This independent legal existence pro-
vides the authority with a buffer from the whims of 
political intervention.

	 The authority’s mission is to provide affordable, 
long-term asset financing for commercial and indus-
trial projects in the state of Alaska. While the original 
bill gave AIDEA limited tools, its financing powers 
have been significantly expanded over the past 47 
years and now include a variety of tools that reflect 
the evolving nature of the authority and the Alaska 
economy.

	 The authority lay dormant from 1967 to 1978 due 
to the 1968 discovery of oil in Prudhoe Bay. During 
this time, the state focused its attention on develop-
ing these discoveries and, in response to the 1973 
oil crisis, to constructing the 800-mile Trans Alaska 
Pipeline from the North Slope to tidewater in Valdez. 

economic development 
FINANCING

By Mike Catsi, CEcD

DEVELOPING THE “LAST FRONTIER”
Promote, develop, and advance economic growth and diversification in Alaska by providing various means of 
financing and investment. This was the mandate given to the newly created authority by the Alaska Legislature in 1967.  
The Alaska Industrial Development and Export Authority (AIDEA) accomplishes its mission by providing long-term, af-
fordable asset financing and by facilitating the financing of a broad range of Alaska’s industrial and commercial sectors. In 
addition to this, AIDEA also has the capability to own and operate facilities to advance this goal and to create meaning-
ful employment opportunities. In the ensuing years, the powers of the authority have expanded and enhanced to meet the 
needs of Alaska’s changing economy and financial needs of its clients.
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is business develop-
ment and commu-
nications director of 
the Alaska Industrial 
Development and 
Export Authority.  
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Allen Marine, a family operated tourism and shipbuilding company, was approved 
for a $23 million participation loan by Wells Fargo with AIDEA providing $16.1 
million.

The authority’s mission is to provide affordable, 

long-term asset financing for commercial and  

industrial projects in the state of Alaska. While 

the original bill gave AIDEA limited tools,  

its financing powers have been significantly  

expanded over the past 47 years and now 

 include a variety of tools that reflect the  

evolving nature of the authority and the  

Alaska economy.
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The pipeline helped make production of the vast 
reserves economical, resulting in a maximum daily 
throughput of 2.15 million barrels in 1988. From the 
time oil first traveled down the pipeline in 1977 to 
2014, over 17 billion barrels of oil have made the 
journey to Valdez.

	 The current AIDEA began to take shape in 1981 
when the Legislature transferred $15 million in cash 
and $165.5 million in a loan portfolio to the authori-
ty in order to capitalize a Loan Participation program. 
These funds were used to finance operations and sup-
port the state’s banking system by purchasing por-
tions of commercial loans in the secondary market.

REVOLVING FUND
	 The Legislature created the Revolving Fund in 
AIDEA to be the vehicle by which it finances its in-
vestments and loans. Within the Revolving Fund are 
two separate accounts each with a distinct purpose. 
The Enterprise Development Account is used to se-
cure bonds that the authority issues to finance the 
purchase of loans for projects, or to purchase par-
ticipation in the loans for projects. The Economic 
Development Account is used to finance, acquire, 
manage, and operate development projects that  
AIDEA intends to own and operate, or to provide de-
velopment project financing for development proj-
ects it does not intend to own and operate. 

	 The authority currently (as of June 30, 2014) has 
$1.33 billion of assets under management in its Re-
volving Fund. These comprise three distinct classes: 
project assets, short-term investments, and an exten-
sive loan portfolio. Project assets are valued at $543 
million and consist of projects in which AIDEA re-
tains an ownership position. These projects include, 
among others, the Ketchikan Shipyard, Skagway Ore 
Terminal, and the Fed-Ex Maintenance, Repair and 
Operations facility at Anchorage International Air-
port. AIDEA maintains about $380 million in short-
term investments that are easily accessed for its use. 
The remaining $407 million is composed of the out-
standing balances of the loans in its portfolio.

	 AIDEA has a very favorable credit rating of AA+ 
from Standard & Poor’s, which is due to its strong 
balance sheet, conservative and effective manage-
ment of its assets, and consistently strong perfor-
mance. This high quality credit rating allows it to 
borrow money cheaply, which it is then able to pass 
on those savings to its clientele.

ANNUAL DIVIDEND
	 In 1996, a dividend program was created to pay 
between 25 and 50 percent of AIDEA’s net operating 
income to the state’s General Fund. These dividends 
not only repay the state for the capital infusions it 
invested in AIDEA originally but also provide a long-
term, sustainable source of revenue to finance Gen-
eral Fund activities. Since 1996, the authority has 
declared 20 dividends totaling $373.6 million. 

SKAGWAY ORE TERMINAL

PROJECT DESCRIPTION

	 In July 1990, AIDEA purchased 
the Skagway Ore Terminal (SOT) to 
bring stability to Skagway’s then 
major year-round industry; fund es-
sential environmentally efficient ren-
ovations to the terminal; and open 
the door to additional economic 
growth by marketing the terminal 
to other potential users. The current 
user is Minto Explorations Ltd., a subsidiary of Capstone Mining Corp. The 
user contracted with Mineral Services Inc. (MSI) to operate and maintain 
the terminal in April 2008.

	 The SOT consists of a 6.7-acre industrial waterfront lot whose primary 
features include: a 98,000-square-foot 16-inch thick concrete floor sur-
rounded by concrete containment walls, office, shop, laboratory, electri-
cal and wash buildings; enclosed materials handling loadout conveyors 
and ship loader; and an adjacent lot which contains a fueling facility (two 
10,000-gallon day tanks) and tank farm (four 30,000-gallon storage tanks).

PROJECT HISTORY

	 The terminal was constructed in 1969 and began shipping ore from 
the Cypress Anvil Mine in the Yukon Territory. This concentrate was loaded 
onto freighters and barges at the terminal from 1969-1993, with brief 
interruptions from 1982-1986 and 1995-1997. Approximately 50,000 tons 
of low-grade zinc (60 percent) and lead (40 percent) ore concentrate from 
the Faro Mine passed through the terminal each month. Ore was transport-
ed to the terminal by railcars until 1982, and then by trucks from 1986-
1993. Ore was loaded onto freighters and barges every two weeks on an 
open conveyor system until 1991 when the system was enclosed during a 
major renovation of the entire terminal.

	 AIDEA purchased the lease on the property and the terminal facilities 
in 1990. A drop in base metal prices in 1993 forced the shutdown of the 
facility but it was reopened in 1995 for 16 months. In 2003, AIDEA demol-
ished the old concentrate storage building because advanced corrosion had 
created safety problems. In January 2007, AIDEA signed a contract with 
the current customers, led by Sherwood Copper, and constructed a new 
14,000 SF concentrate storage building. Ore shipping resumed in October 
2007, and has continued. Minto/Capstone shipped 60,663 dry metric tons 
of copper concentrate through the terminal in 2014.

BUDGET/FINANCE

	 The original acquisition budget was $25 million which was financed 
with tax-exempt bonds sold by the authority, to be repaid with terminal 
user fees. AIDEA financed the Minto/Capstone upgrades for a total of $14 
million (AIDEA funds on hand) and was reimbursed by tenant fees over a 
seven-year period. Minto/Capstone pre-paid the outstanding balance of 
$8.5 million (plus a pre-payment fee) in December 2010.

PROJECT/ ECONOMIC BENEFITS

	 Under current operations, the SOT creates up to 10 jobs at the terminal, 
plus jobs associated with the trucking of the concentrates from the mines 
to Skagway. Mineral concentrate shipping operations normally occur on a 
year-round basis, enhancing employment in a community otherwise heavily 
dependent on the summer tourist season. AIDEA continues to engage with 
potential users of the terminal. Additionally, all Skagway residents benefit 
from the enhanced winter road maintenance to Whitehorse, as well as ad-
ditional revenue through real property taxes.

Loading a vessel with copper concentrate 
from the Skagway Ore Terminal.
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STRATEGIC PLANNING
	 Between 2008 and 2010, AIDEA underwent a 
comprehensive strategic planning process to review 
its programs and tools, organizational structure, reg-
ulations and statutes. During this process, it actively 
solicited input from stakeholders. The resulting plan 
provided a range of suggested financial tools, pro-
grammatic revisions, and organizational changes to 
be undertaken over a five-year period. The goal was 
to modernize the authority. The three strategic initia-
tives that resulted from these efforts were: 

1.	 Diversify and grow AIDEA’s assets to support eco-
nomic development,

2.	 Improve AIDEA’s existing programs and add tar-
geted new economic development financing tools, 
and 

3.	 Expand the deployment and impact of AIDEA’s 
economic development financing.

	 These strategic recommendations were adopted 
and implemented over a four-year period with the 
net result that AIDEA’s financial tools were expanded, 
structural changes were made, and its statutes were 
updated to better reflect the current needs of its cli-
entele. As a result, it is now seen as a successful and 
innovative development finance authority and is 
considered a best practices model.

PROGRAMS
	 The authority’s programs are based on commercial 
and project finance principles rather than incentives, 
grants or subsidies. Built into its statutes is the intent 
that AIDEA will not only recoup its investments but 
it will also earn a return on those investments. These 
returns cover the cost of funds, and administrative 
and program costs. Return levels are calculated as a 
function of the risk profile of each investment.

	 All potential projects are reviewed to ensure they 
are consistent with its mission and are analyzed to 
determine whether a sound business case can be 
made. Each project must meet these criteria after 
undergoing a comprehensive due-diligence process 
prior to any decision to invest. In general, the final 
approval for investments over $2 million is made by 
the Board based on the analysis conducted by staff. 
In those cases where AIDEA lacks the expertise to 
conduct its own underwriting, it contracts with firms 
to provide that capacity.

CONDUIT REVENUE BONDS
	 In AIDEA’s establishing statutes is also the author-
ity to issue bonds to fund its investments. These 
bonds are General Obligation bonds backed by 
a moral obligation of AIDEA but not of the state.  
AIDEA has since added revenue bonds to that au-
thority and since 1978 has issued 317 bonds for a 
total of $1.4 billion. 

	 The authority provides access to the affordable 
tax-exempt bond markets for projects that meet the 

KETCHIKAN SHIPYARD

PROJECT DESCRIPTION

	 The Ketchikan Shipyard consists 
of approximately 25.27 acres of 
real property, various buildings and 
improvements, a 10,000 long-ton 
floating dry-dock, and a variety of 
equipment and tools. AIDEA ac-
quired title to and ownership of the 
Ketchikan Shipyard ($80.3 million) 
and entered into an agreement 
with Alaska Ship and Drydock (ASD) 
for the operation of the shipyard 
effective July 1997. Vigor Industrial purchased the shipyard operator, Alaska 
Ship and Drydock, in March 2012 and ASD’s name changed to Vigor Alaska.

PROJECT HISTORY

	 The Alaska Department of Transportation & Public Facilities (DOT&PF) 
spent approximately $30 million to construct the shipyard during the 1980s 
to provide maintenance for Alaska’s ferry system. Under an agreement with 
the state of Alaska, the city of Ketchikan subleased operation and manage-
ment of the shipyard to private contractors, each of which experienced 
difficulties. In 1991, the state canceled its lease with the city and closed the 
shipyard for two years. In November 1993, DOT&PF awarded an operating 
contract to reopen the shipyard and manage Alaska’s ferry overhauls. In July 
1997, the shipyard was transferred from DOT&PF to AIDEA. In conjunction 
with the transfer, an MOU between AIDEA, city of Ketchikan, Ketchikan Pub-
lic Utilities, and the Ketchikan Gateway Borough was established. In 1997, 
the operating agreement for the shipyard was established between AIDEA 
and ASD.

BUDGET/FINANCE

	 The shipyard has undergone a series of expansion and upgrade projects 
since 1999, making it one of the most modern in the United States and 
providing an excellent year-round location for new builds, repair, and refit to 
support nearly any vessel working Alaska’s waters. These capital investments 
in the shipyard have been funded through a number of different sources 
including federal transportation programs, the EDA, state of Alaska, AIDEA, 
and the Ketchikan Gateway Borough. AIDEA does not provide financial sup-
port for shipyard operations.  

	 AIDEA‘s financial return from the shipyard is based on terms in the 
Agreement for the Operation and Use of the Ketchikan Shipyard, which was 
amended in 2005. Under the amended agreement, the financial returns are 
through revenue and net profit sharing, first to reimburse AIDEA’s admin-
istrative expenses, next into the R&R fund until it’s funded to 125 percent 
and then distributed as profit sharing to AIDEA, the borough, and city of 
Ketchikan.

PROJECT/ ECONOMIC BENEFITS

	 AIDEA’s goal is to establish the shipyard as a viable enterprise, creating 
and maintaining permanent jobs in Ketchikan with long-term economic 
development impacts. The shipyard currently provides 161 direct jobs and 
provides reliable, cost effective and quality vessel maintenance repair and 
construction services.

	 In September 2014, Vigor Alaska was selected to build two Alaska class 
ferries at the shipyard. At 280 feet, each ferry will seat up to 300 passengers 
and carry 53 standard vehicles. This project will increase employment by 60-
80 per year for four years, and result in an additional $22 million in wages 
and $9.8 million in local spending for a total of $32.1 million.

The AIDEA owned Ketchikan Shipyard, 
which is operated by Vigor Marine, provides 
vital jobs to Ketchikan which underwent a 
considerable downturn when the veneer and 
lumber mills closed down in the 1990s.
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federal eligibility criteria. While its GO bonds require 
a promise from AIDEA for their repayment, revenue 
bonds are based on the projected revenues of the 
project itself for repayment. The authority’s role is 
to lend its expertise to the issuance of the bonds, in 
essence, providing a conduit between the seller and 
the buyer(s). While no assets of the authority are at 
risk, AIDEA does receive fair compensation for its 
services through issuance fees which are based on 
the amount of the bond.

	 Revenue bonds have been used most recently for 
financing hospital expansion projects both in An-
chorage and Fairbanks, veterinary and eye clinics, a 
brewing company, multiplex cinema, and an airport 
car rental facility.

LOAN PARTICIPATION PROGRAM
	 The Loan Participation Program is a long running 
and hugely successful program at AIDEA that pro-
vides support to the state’s private sector commercial 
lending institutions. Hundreds of loans have been 
purchased through this program. The economic ben-
efits – jobs created or retained – are significant. Since 
2002, over 10,000 construction and permanent jobs 
have been created and/or retained.

	 The program allows AIDEA to purchase a partici-
pation in a commercial loan originated by an eligible 
commercial lending institution. It can purchase up 
to 90 percent of a loan to a maximum of $20 mil-
lion. The program provides the benefit of long-term 
fixed or variable rate financing on the portion of the 
loan purchased by the authority. By participating in 
the secondary market, the authority ensures that it 
does not compete with the state’s commercial lend-
ers, but rather shares in their risk and frees up valu-
able capital in those institutions. The benefits to the 
borrower are the blended terms, which on AIDEA’s 
portion tend to be longer, up to 15 years for equip-
ment or 25 years for real estate, increasing the cash 
flow for the business and reducing the burden of 
debt service. This program works well for the lend-
ers because they receive credit for the whole loan, 
service the loan for the entire term, and have higher 
liquidity in order to make additional investments.

	 AIDEA’s role is to promote economic development 
and it does so, in this case, by incentivizing the de-
ployment of private sector debt capital. This program 
facilitates the development of many projects which 
do not fit neatly into a lender’s risk profile or into 
their portfolio’s asset classes. Given that the loans are 

EQUITY – AIDEA 100 PERCENT OWNERSHIP

DeLong Mountain Transportation System (DMTS)

	 In the early 1980s, the state of 
Alaska, in partnership with Teck 
Cominco, authorized AIDEA to 
finance, develop, and own the 
infrastructure needed to support 
operations at the Red Dog Mine 
in northwest Alaska. The Red Dog 
Mine has at various times been 
the largest and/or the most valu-
able zinc mine in the world. 

	 The Legislature committed 
$143.5 million in cash and a loan 
portfolio to AIDEA for use in com-
piling the financing required to 
construct the project. The original 
DeLong Mountain Transportation 
System (DMTS) project included 
a 52 mile long limited-access, 
industrial road; two large ore concentrate storage sheds; a conveyor system 
and ship loader; bulk fuel storage; and onsite employee housing. The project 
cost $185 million, which AIDEA funded through bonds. In later years, an 
additional $85 million was spent on upgrades as ore production increased.

	 The economic and social benefits that have resulted because of the mine 
are difficult to estimate, but it can be said that the entire region is different 
because of it. The mine is located on NANA lands, an Alaska Native Corpora-
tion, which owns the sub-surface rights. The mine was built in partnership 
between Teck Cominco and NANA, with agreements covering revenue shar-
ing, employment opportunities for NANA shareholders, and protection of 
traditional subsistence and cultural resources. 

	 Repayment of AIDEA’s investment is achieved through a “toll” structure 
for use of the road and port. The toll mechanism provides for a minimum 
annual payment and additional payments based on escalated zinc prices and 
higher throughputs. The additional throughput payments are deposited to 
a reserve account that is used for any potential unpaid operation costs or 
future capital improvements. AIDEA’s tolerance for patient capital was critical 
to the success of this project and the repayments were structured over a 50-
year term with an expected ROI of 6.5 percent. 

	 Examples of the benefits include: 

•	 500 regular and 100 seasonal jobs,

•	 Direct and indirect payroll for local residents is approximately $15 million 
	 annually,

•	 Royalty payments from Teck to NANA are more than $35 million annually,

•	 Payment in Lieu of Taxes to the Northwest Arctic Borough are more than 
	 $9 million, and

•	 In 2010, the Red Dog deposit accounted for 73 percent of all US zinc 
	 production and 82 percent of Alaska’s mineral export.

	 Today, the mine has begun operations on the Aqqaluq deposit after its 
first deposit was depleted. This will keep the mine operating for another 20 
years and 2015 represents 25 years of ore concentrate shipped through the 
road and port. The mine has developed a well-paid, trained workforce that 
allows local residents the option to live in their communities and continue to 
participate in their traditional ways while providing a sustainable future for 
younger generations.

DeLong Mountain Transportation System 
port and ore concentrate storage facilities  
for the Red Dog Mine. The port and the 52- 
mile road connecting the mine to the port are 
owned by AIDEA and Teck repays AIDEA’s 
investment through tolls and throughput fees.

Fairbanks Memorial Hospital has undergone several expansions in 
part financed by tax-exempt revenue bonds issued by AIDEA.
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originated by the lender and then sent to the author-
ity for further underwriting, the default rate in these 
loan participations is extremely low. The average de-
fault rate for FY2014 was 0.50 percent.

	 Examples of the Loan Participation Program  
include: 

	 Allen Marine was approved as a $23 million par-
ticipation loan, with the authority providing 70 
percent support to Wells Fargo Bank’s. Through the 
AIDEA and Wells Fargo partnership, Allen Marine 

was able to restructure long-term and short-term 
debt; provide startup capital for Alaskan Dream 
Cruises; and create 12 construction, four perma-
nent and 40 seasonal positions in Alaska.

	 B&L Motels, Inc., a Kansas corporation that owns 
and operates eight hotels in Alaska, Washington, 
Arizona, Colorado, and Kansas, was approved 
for $5.4 million (90 percent) of a $6 million loan 
brought to AIDEA by First National Bank Alaska, 
which originated the loan. The purpose of the loan 
was to refinance debt and provide long-term financ-
ing of a newly constructed 79-room Comfort Suites 
hotel located in Anchorage.

	 AIDEA approved a loan participation to Sea Lion 
Corporation in the amount of $1,012,500 (90 
percent) of a $1,125,000 loan brought to AIDEA 
by First National Bank Alaska. The purpose of the 
loan was for term financing of a 6,390-square-foot 
building located in Hooper Bay and leased to the 
United States Postal Service; the State of Alaska 
Court System; and GCI, an Alaska communications 
firm. This project, which included renovations to 
create space for a new courthouse, created 15 con-
struction jobs and five permanent positions.

PROJECT FINANCE
	 Project finance is the long-term financing of infra-
structure and industrial projects based upon the pro-
jected cash flows of the project. A typical financing 
structure would include a number of equity investors 
as well as banks or other lenders that provide loans 
to the project. These loans are often non-recourse 
loans, secured by the project assets and paid from 
project cash flow. The financing is secured by the 
project’s assets, and the lenders are given a lien on 
the assets in case of default.

	 AIDEA was given the authority to own and op-
erate assets in the mid-1980s in order to assist 
Teck Cominco in developing what was to become 
the world’s largest zinc mine, the Red Dog Mine in 
Northwest Alaska (see DeLong Mountain Transpor-
tation System - DMTS sidebar). Since then, AIDEA 
has taken an ownership position in several projects 
around the state either by direct investments, e.g. 
Skagway Ore Terminal, or by pass through agree-
ments from the federal government, such as the Ket-
chikan Shipyard and the Snettisham Hydroelectric 
Plant. 

	 AIDEA owns but generally does not operate as-
sets. When it is taking a partial ownership position, 
a special purpose vehicle is created for each project, 
outlining the ownership and operating agreements 
under which the vehicle is structured. Each project is 
highly collateralized to protect the authority’s invest-
ment and, in most cases, an exit strategy is defined in 
those agreements. These assets are then made avail-
able to the project sponsor, and AIDEA’s investment 
is repaid through leases, user fees, tolls and/or other 
receipts. 

EQUITY – PARTIAL OWNERSHIP THROUGH AN LLC

Mustang Operations Center 1, LLC. (MOC 1)

	 The Mustang Operations Center #1 (MOC 1) is an oil and gas process-
ing facility to produce pipeline quality crude oil for sale through the Trans-
Alaska Pipeline System (TAPS). MOC 1 is under construction on Alaska’s 
North Slope and is designed to process 15,000 barrels of oil per day. Unlike 
the DMTS where AIDEA is the sole owner of the asset, this project is being 
financed and constructed in two phases with different special purpose 
vehicles for each phase. 

	 The authority’s $70 million investment in the project leverages an ad-
ditional $540 million in private investment in the facility, infrastructure, and 
development of the field. The development of MOC 1 provides numerous 
benefits, including the following: 

•	 Production of oil that will sustain the flow and life of North Slope oil 
	 infrastructure and the TAPS, 

•	 Estimated state royalty and production tax payments to the state of  
	 more than $300 million based on proven reserves, 

•	 More than $45 million in property tax payments to the North Slope 
	 Borough over the project lifetime, 

•	 Up to 250 jobs for the design and construction of the facility, 

•	 Up to 20-25 full-time jobs for facility operations, 

•	 Over 200 indirect long-term jobs due to local facility related spending 
	 and expenses, and

•	 Enables the continued exploration and development of oil from other 
	 nearby fields and leases.

Phase 1 - Mustang Road, LLC.

	 In 2013, the construction of the 4.5-mile road and 17-acre production 
pad was completed. This phase was financed through the Mustang Road, 
LLC., in which AIDEA invested $20 million while Ramshorn Investments 
and the Alaska Venture Capital Group provided the remaining $7 million. 
The authority’s term on this portion of the project is 15 years at an annual 
interest rate of 8 percent. Over the past two winters, the LLC generated 
significant revenues from use of the road and pad by other firms operating 
in the area.

Phase 2 – MOC 1, LLC.

	 Construction of phase 2, the oil processing facility, began in early 2015 
and is expected to be flowing oil into TAPS in the first quarter of 2016.  
AIDEA and CES Oil Services Pte, Ltd. (CES) will own the facility through 
MOC 1, LLC, while Brooks Range Petroleum Corporation will build and 
operate the facility. MOC 1’s financing is comprised of a $1 million con-
tribution by CES, a $150-175 million loan arranged by CES from Strategic 
Equipment Inc., and AIDEA’s $50 million investment via a preferred share 
ownership. AIDEA’s financing is to be repaid over a seven-year period with 
a quarterly dividend and annual share repurchases following first oil.
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	 The authority was originally required to be the 
sole owner of projects it owned and operated. This 
was the working position for many years, and many 
successful projects were completed under this sys-
tem, e.g. Ketchikan Shipyard, Skagway Ore Termi-
nal, Fed-Ex MRO Facility in Anchorage, and the De-
Long Mountain Transportation System. This system 
did require AIDEA to take all of the risk in the proj-
ect with little recourse other than having sole posses-
sion of an asset that may have limited use or value in 
the event of a default.

	 Recent legislation allows AIDEA to take a partial 
ownership position in a project.  This strategy ac-
complishes two things; first, it can invest as a partner 
with the private sector in the project, sharing in the 
cost as well as in the risk, and second, it is able to 
leverage its resources, freeing up funds for additional 
investments. This new approach to investment has 
significantly changed the manner in which the au-
thority analyzes and deploys its resources.

	 Another recent addition to its project finance suite 
of tools is the ability to make a direct loan to a project 
rather than take an ownership position. These types 
of projects may include those that play an impor-
tant economic development function, or projects 
that require only relatively small investments, both 
of which may be completed more efficiently through 
direct lending.

	 The range of projects eligible for project finance 
is intentionally broad, allowing AIDEA the flexibility 
to facilitate economic development. Under this pro-
gram, projects including natural resource develop-
ment and processing, manufacturing, transportation 
infrastructure, federal facilities, energy, communica-
tions and others are eligible for financing. While the 
authority does not actively pursue projects, it does 
actively implement business development strategies 
by engaging with industry trade groups, chambers 

of commerce, economic development organizations, 
and the state’s investment community.

SPECIALTY AND LEGISLATIVE PROGRAMS
	 In addition to its main programs, the authority 
also manages programs that are narrower in scope, or 
created by the Legislature to address specific areas of 
need. The following programs are examples of these.

New Markets Tax Credit Loan Guarantee  
Assistance Program
	 In 2011, the authority identified the need for a 
program to incentivize Alaska’s banking community 
to become more engaged in the federal New Markets 
Tax Credit (NMTC) program. The issue identified 
by project proponents was the difficulty in securing 
a leveraged loan as part of the NMTC transaction 
which inhibited their ability to secure the needed 
NMTC credit allocations for their projects. This por-
tion of the transaction requires lenders to forbear 
from foreclosure and collect interest only for the 
seven-year transaction period. 

	 AIDEA saw an opportunity to mitigate risk for 
lenders by providing a loan guarantee for the term 
of the transaction. In 2012, the Legislature passed 
enabling legislation and the program was capped at 
a $40 million rolling total. 
While several projects have 
approached it for assistance, 
no transactions have been 
completed as yet, mostly be-
cause of the substantial de-
mand for allocations around 
the nation.

Small Business  
Development Loans
	 AIDEA has two small busi-
ness development loan pro-
grams that it has capitalized 
either solely or in partnership 
with the Economic Develop-
ment Administration. These 
programs have loan limits of 
$300,000 and are focused on 
businesses that do not meet 
the lending criteria of the 
state’s commercial lenders. 
Both programs are adminis-
tered by the Department of 
Commerce, Community and 
Economic Development on 
behalf of AIDEA as part of 
their suite of small business 
development loan programs. 
In total, both programs have 
issued approximately 250 loans, totaling over $29 
million, and have created/retained 1,769 jobs. In-
dustry sectors invested in include retail, manufactur-
ing, tourism, accommodation, and restaurants.

AIDEA partnered with the private sector to bring 
a second jack-up rig to Cook Inlet for oil and gas 
exploration.

The range of projects eligible for project 
finance is intentionally broad, allowing AIDEA 
the flexibility to facilitate economic develop-
ment. Under this program, projects including 
natural resource development and processing, 
manufacturing, transportation infrastructure, 
federal facilities, energy, communications and 
others are eligible for financing. While the 
authority does not actively pursue projects, it 
does actively implement business development 
strategies by engaging with industry trade 
groups, chambers of commerce, economic 
development organizations, and the state’s 
investment community.
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Sustainable Energy Transmission and Supply  
Development Fund (SETS)
	 In 2013, the Alaska Legislature created the SETS 
program within the authority to facilitate the devel-
opment of the state’s energy infrastructure with the 
goal of reducing Alaska’s high energy costs. AIDEA 
can provide direct loans, loan and bond guarantees, 
and issue bonds to assist in financing projects. Limi-
tations include $20 million in credit enhancements 
and 33 percent of the project’s costs in direct financ-
ing. An initial capitalization of $125 million was 
to be deployed in developing renewable and non-
renewable energy sources to help reduce the cost of 
energy in Alaska. 

The Arctic Infrastructure Development Fund
	 Created by the Legislature in 2014, the fund is a 
response to the growing need to develop critical in-
frastructure in Alaska’s Arctic regions. While the US 
is an Arctic nation, it falls far behind other Arctic na-
tions in economic development and infrastructure. 
Understanding the critical timelines that must be 
met if the region is to catch up and keep up, Alaskans 
have taken it upon themselves to begin the process of 
identifying the region’s needs and in developing cre-
ative financing mechanisms to meet those needs. As 

the Arctic opens up to more shipping and explora-
tion activity, it is critical to have ports, safe anchorag-
es, search and rescue and spill response capabilities, 
and infrastructure to meet the  needs of the region. 

	 The fund allows for financing of construction, 
improvement, and expansion of emergency response 
facilities, and other facilities in-state that support the 
development of the Arctic. Included in this program 
was the ability to finance the construction and ex-
pansion of shore-based plants, equipment or other 
assets used in the support of a fishery in the Arc-
tic. While the fund was not capitalized, it remains in 
place as a vehicle for the Legislature to support Arctic 
development.

CONCLUSION
	 As AIDEA approaches its 50th anniversary, it is 
clear that the AIDEA of 2015 is very different to that 
from 1967. Much of that can be attributed to the flex-
ibility built into the authority that allows it to evolve 
as its clients and the Alaskan economy changes.  
AIDEA continues to demonstrate that the public sec-
tor can provide meaningful support to the private 
sector, based on partnerships beyond grants and 
incentives. The authority’s success lies in its ability 
to operate at arm’s length from political interference. 
AIDEA also finances its own activities, both operat-
ing and investments, without assistance from Gen-
eral Fund monies. In fact, the authority makes an 
annual contribution to the state’s General Fund while 
growing its own balance sheet. 

	 As AIDEA looks to the future, its continued  
success will be determined by maintaining focus on 
its mission, ongoing partnerships with the private 
sector, and investments based on sound financial 
principles.  

The authority’s success lies in its ability to operate 

at arm’s length from political interference. AIDEA 

also finances its own activities, both operating 

and investments, without assistance from Gen-

eral Fund monies. In fact, the authority makes an 

annual contribution to the state’s General Fund 

while growing its own balance sheet. 
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A SPECIAL FOCUS ON THE CREATIVE CLASS
The presence of human capital has been linked to employment growth in both urban and rural areas. This article examines 
the relationship between small business development using multiple metrics in Alaska’s boroughs and the presence of the 
creative class. There is weak evidence supporting a causal link once we account for initial place specific economic condi-
tions. Regions that are considering creative class theory as a development strategy need to recognize that place specific 
characteristics determine to a large extent the likelihood of success. Quality of life interacts with industrial structure and 
therefore cannot be ignored when entertaining economic development options.

the determinants of
SMALL BUSINESS SUCCESS IN ALASKA

By Mouhcine Guettabi

INTRODUCTION
lthough the contribution of small 
businesses and entrepreneurship 
to regional communities and the 

economy at large is widely supported in the 
literature, there does not seem to be a uni-
versally accepted definition for small businesses 
and entrepreneurship. Without an agreed upon defi-
nition, it is challenging for governments and policy 
makers to address the needs, concerns, and issues 
of these firms. It also makes it difficult to understand 
the link between small businesses and economic 
growth.

	 The majority of definitions stem from qualita-
tive measures such as ownership/control and quan-
titative measures such as number of employees or 
owned assets. They also tend to vary from industry 
to industry, reflecting their differences. The follow-
ing definition from the U.S. Department of the Trea-
sury reflects this complexity. 

	 “Size is determined by the amount of average an-
nual receipts or by the number of employees. Service 
businesses generally have a size standard that would 
be determined by averaging your gross annual re-
ceipts for the last three years. This average is then 
linked to the North American Industrial Classifica-
tion System (NAICS) code for the procurement you 
are looking to compete under. If your average an-
nual receipts falls under the amount designated for 
that NAICS code, then your firm is considered to be 
small by definition. For example, if you were selling 
Computer Programming Services under NAICS code 
541511 your average annual receipts over the past 
three years would have to be below $21.0 million to 
qualify as a small business concern. For most manu-
facturing NAICS codes, the number of employees 
will be used as a size standard. For example, a min-

ing firm is considered “small” if it has fewer than 500 
employees.”  

	 A different approach defines small business as one 
where no public negotiability or share ownership ex-
ists, and one in which owners must personally guar-
antee any existing or planned financing (Osteryoung 
and Newman, 1992).

	 The emergence of an entrepreneurial approach 
has broadened small business and entrepreneurship 
to encompass ideas of wealth creation, innovation, 
and value adding processes both for the individual 
and the community (Kao et al., 2002). Most schol-
ars seem to agree that a typical entrepreneurship 
is a small business; however, small businesses are 
not necessarily entrepreneurial enterprises. This is 
mainly due to the amount and the speed of wealth 
creation, the level of risk-taking, and the innovative 
ability. Entrepreneurship is generally a type of behav-
ior that concentrates more on opportunities rather 
than resources (Stevenson and Gumpert, 1991).

	 This article examines the extent to which the 
creative class contributes to growth in Alaska com-
munities. The heterogeneity of the communities’ 
economic structures coupled with their resource de-
pendence make this strategy less than ideal. Places 
considering a creative class development approach 
should analyze their economic drivers and deter-
mine if the strategy fits with the current industrial 
structure and general environment.  

10,678
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	 Before we proceed with our analysis, we provide 
a description of the Alaska economy. In the Alaska 
economy, as of 2013 there were 15,220 firms, the 
majority of which are very small. Figure 1 and Table 
1 show that 70 percent of all firms in the state have 
less than 10 employees and account for about 13 per-
cent of the workers. On the other hand, while there 
are less than 1,000 (5 percent) firms with more than 
50 employees, they employ more than 60 percent of 
the labor force. This concentration of employment 
in large firms is not dissimilar from the national pic-
ture. Alaska’s dispersed population makes the analy-
sis slightly more complicated.

	 Understanding the determinants of new firm 
creation is especially important due to the positive 
economic benefits and overall regional development 
that are associated with increased business activity.

	 The study objectives were to first describe the cur-
rent state of small businesses and entrepreneurship 
across the different boroughs in Alaska and then at-
tempt to determine the factors influencing the suc-
cess and growth of these outcomes.

	 To achieve this end, we did the following:

a)	 Examine previous work that has investigated the 
contributing aggregate factors to business start-ups, 
longevity, growth, and other metrics of success to 
create an exhaustive literature review as a baseline.

b)	Determine the role played by factors identified in 
the previous step in encouraging small business 
development in Alaska.

c)	 Understand why these Alaska specific factors may 
be different from those in  the previous literature.

Review of Major Concepts
	 The U.S. Small Business Administration reports 
indicate that small businesses are the vast majority 
of employers, and they create the lion’s share of new 
jobs each year and more than half of all net new jobs 
in recessionary periods (Headd, 2010). Looking at 
the last three recessions, the smallest firms created 
more jobs following the 2001 recession, larger small 
firms led the expansion following the 1991 down-
turn, and a combination of the two followed the 
most recent recession. This evidence has resulted in 
numerous efforts at the federal, state, and local levels 
to foster small business development.

	 It is evident, however, that much of the literature 
that focuses on the determinants of small businesses/
entrepreneurship and their economic impact has 
been conducted on a national, regional or interna-
tional context. County level studies on states with 
characteristics like Alaska’s are scarce. The study 
aimed to close that gap by addressing how Alaska’s 
industrial structure, cultural environment, climate, 
and human and creative capital influence the small 
business environment.

	 Most growth theories are based on the idea that 
human capital or the human factor is key. The re-
search approach has differed depending on the em-
phasis of the question. For example, Schumpeter 
(1911) focused on entrepreneurial or innovative 
skills, while Becker (1964) highlighted the role of 
education, and Florida (2002) zeroed in on creativ-
ity as being the true engine of growth. 

	 The line of research that has received the most at-
tention and is relevant here has examined the factors 
which effect regional firm formation. Some of the old-

FIGURE 1

TABLE 1: EMPLOYERS AND EMPLOYMENT BY FIRM SIZE (PRIVATE AND LOCAL GOV’T) 
ALASKA 2013i

	Employees	 Number	 Full Time	 Part Time	 Temporary  
  in Firm	 of Firms    	 Employees	 Employees	 Employees   

			   Number	 Percent	 Number	 Percent	 Number	 Percent

	 1 to 9	 10,678	 21,926	 58%	 9,619	 25%	 6,576	 17%

	 10 to 49	 3,618	 44,112	 61%	 14,442	 20%	 14,224	 19%

	 50 to 99	 464	 20,287	 64%	 5,373	 17%	 5,898	 18%

	More than 99	 460	 104,498	 70%	 21,282	 14%	 24,003	 16%

It is evident, however, that much of the literature 

that focuses on the determinants of small  

businesses/entrepreneurship and their economic 
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er studies focused on issues such as taxation, trans-
port costs, and scale economies (Bartik, 1989; Kiesc-
nick, 1981). Others identified population density, 
industrial clustering and the availability of financing 
as causal determinants of regional differences in firm 
birth rates (Reynolds et al., 1994). 

	 Florida argues that creative skills, measured by the 
number of workers in creative occupations, are cru-
cial for economic growth and has found supporting 
evidence for this premise in urban areas. And rural 
growth from 1990 to 2004 was positively associated 
with creative occupation employment (McGranahan 
and Wojan, 2007). Given some of these findings, the 
attention has shifted to policies recommending that 
cities must attract and retain creative workers. This 
line of reasoning is derived from three premises: 1) 
urban economic development now depends largely 
on novel combinations of knowledge and ideas, 2) 
certain occupations specialize in this task, and 3) 
people in these occupations are drawn to areas pro-
viding a high quality of life. 

	 To help determine share of employment in the 
creative class, we used the best creative class mea-
sure, along with two measures of diversity.

The Creative Class:
	 Richard Florida defines the creative class as: 
“People in science and engineering, architecture and 
design, education, arts, music and entertainment 
whose economic function is to create new ideas, new 
technology, and new creative content.” ii

	 However, as McGranahan and Wojan explain, al-
though a premise of Florida’s work is that the cre-
ative class is relatively footloose, some occupations 
included in the definition, most notably “education, 
training, and library occupations” and “healthcare 
practitioners and technical occupations” are involved 
in economic reproduction and locate largely to pro-
vide essential services to a population. In rural areas, 
the perverse result is that high employment shares in 
these occupations can indicate a dearth of economic 
development. 

	 In recasting the creative class, these two broad 
occupational categories are dropped. Comparing 
results using the recast creative class measure with 
Florida’s original measure confirms that the present 
measure is a more valid construct.

Diversity and Tolerance:
	 The creative class as defined here is attracted to 
areas with low entry barriers that are perceived to be 
welcoming. It is assumed that more diverse regions 
are expected to have an advantage in attracting and 
retaining creative people with unorthodox ideas by 
lowering the entry barrier and making diverse ideas 
available. We used two measures of diversity in the 
analysis.

	 (1) The Melting Pot Index is a measure of the per-
centage of the population that is foreign born. Previ-

ous studies support the inclusion of the index since 
they have found a significant and positive effect of 
immigrants on new firm formation (Reynolds et al., 
1995; Saxenian, 1999; Kirchhoff et al., 2002). Since 
the immigrants usually lack skills, resources, and 
networks, they tend to be more self-employed than 
non-immigrants. In addition, they bring new ideas 
and cultures to enrich a region and create new busi-
ness opportunities.

	 (2) Tolerance:  A Gay Index is used to capture the 
broader diversity of a region. The index is a mea-
sure of the concentration of same-sex male unmar-
ried partners, commonly understood to be gay male 
couples, in the population and is used to approxi-
mate the level of openness or tolerance to newcom-
ers or “non-conformists” in a region.  It is assumed 
that high concentrations of gay men in a region sig-
nal a broader openness towards those who are differ-
ent, creating lower entry barriers to human capital of 
various kinds and backgrounds.

	 In the context of entrepreneurship and small 
business creation, the relationship between creative 
workers/openness and business development is 
slightly harder to determine because the decision to 
start a business or become an entrepreneur is a com-
plicated process that rests on a confluence of factors.

	 As we can see in Table 2, there is significant varia-
tion in the share of employment in creative class oc-
cupations across the different boroughs in Alaska. 
Across time however, there does not seem to be sig-
nificant changes, which is unsurprising given the fact 
that industrial structure (composition of industries) 
is slow to change. 

	 Minnitti and Bygrave (1999:43) argue that an indi-
vidual’s decision to become an entrepreneur is a func-
tion of three elements: “1) the subjective initial en-
dowment, which is personal; 2) the institutional and 
economic circumstances of the economy, which are 
objective and community specific; and 3) the existing 
level of entrepreneurial activity in that community as 
perceived and evaluated by the individual.”

	 The first component implies a micro perspective 
that can, however, be analyzed at the macro level by 
observing the demographic characteristics of a com-
munity. The other two components are macro com-
ponents that are critical in the analysis of the condi-
tions that foster entrepreneurship in a community.

In the context of entrepreneurship and small 
business creation, the relationship between  

creative workers/openness and business  
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because the decision to start a business or  
become an entrepreneur is a complicated  

process that rests on a confluence of factors.



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 252

TABLE 2: SHARE OF EMPLOYMENT IN THE CREATIVE CLASS
	 2001	 2002	 2003	 2004	 2005	 2006	 2007	 2008	 2009	 2010	 2011	 2012

Borough												          

Aleutians East	 4.18%	 4.12%	 4.12%	 4.02%	 3.98%	 3.42%	 3.26%	 3.21%	 3.61%	 3.80%	 3.49%	 3.70%

Aleutians West	 5.87%	 6.16%	 5.39%	 5.71%	 4.80%	 5.42%	 5.64%	 5.85%	 6.45%	 6.50%	 5.74%	 5.91%

Anchorage	 15.91%	 15.85%	 16.30%	 16.24%	 16.60%	 16.80%	 16.33%	 16.35%	 16.92%	 17.86%	 17.39%	 17.58%

Bethel	 8.06%	 7.63%	 7.29%	 7.79%	 7.70%	 7.97%	 7.96%	 7.36%	 7.51%	 7.79%	 8.12%	 7.35%

Bristol Bay	 4.18%	 3.66%	 3.94%	 3.40%	 3.30%	 3.51%	 3.13%	 4.93%	 4.58%	 4.80%	 5.12%	 6.71%

Denali	 10.62%	 11.72%	 9.42%	 8.10%	 8.36%	 8.16%	 8.71%	 7.57%	 7.72%	 8.15%	 8.22%	 8.20%

Dillingham	 10.49%	 10.72%	 11.85%	 10.17%	 10.60%	 10.66%	 10.92%	 10.67%	 9.45%	 8.78%	 9.22%	 9.09%

Fairbanks North Star	 14.99%	 14.77%	 14.70%	 14.85%	 15.20%	 15.05%	 14.04%	 14.78%	 15.25%	 15.33%	 15.38%	 15.50%

Haines	 8.80%	 8.07%	 8.13%	 7.70%	 7.55%	 8.67%	 7.88%	 7.62%	 6.63%	 8.58%	 7.51%	 7.97%

Hoonah-Angoon									         5.41%	 6.04%	 7.64%	 6.98%

Juneau	 17.15%	 16.98%	 16.79%	 16.40%	 17.57%	 17.16%	 16.87%	 17.25%	 17.29%	 17.62%	 18.30%	 17.63%

Kenai Peninsula	 8.99%	 9.13%	 9.47%	 9.30%	 9.59%	 9.32%	 10.05%	 9.80%	 9.82%	 10.18%	 10.59%	 10.35%

Ketchikan Gateway	 11.10%	 11.44%	 11.47%	 12.11%	 11.22%	 11.08%	 10.82%	 11.70%	 11.45%	 11.57%	 12.21%	 11.98%

Kodiak Island	 8.88%	 9.21%	 9.37%	 9.20%	 9.40%	 9.10%	 9.17%	 8.61%	 8.60%	 9.46%	 9.03%	 8.84%

Lake and Peninsula	 6.35%	 6.37%	 6.31%	 5.87%	 6.13%	 5.60%	 4.73%	 4.65%	 6.75%	 7.65%	 11.35%	 7.39%

Matanuska Susitna	 9.92%	 9.30%	 9.99%	 10.14%	 10.34%	 10.30%	 10.91%	 11.26%	 11.72%	 11.59%	 11.61%	 11.50%

Nome	 11.04%	 10.43%	 10.11%	 10.28%	 10.33%	 10.48%	 9.93%	 9.61%	 10.31%	 10.18%	 10.01%	 10.89%

North Slope	 9.87%	 10.38%	 11.70%	 12.14%	 12.43%	 12.05%	 12.13%	 11.99%	 11.63%	 11.80%	 12.90%	 12.68%

Northwest Arctic	 10.04%	 10.24%	 10.38%	 9.80%	 8.38%	 8.55%	 8.53%	 8.46%	 8.48%	 9.32%	 10.37%	 11.70%

Petersburg									         7.62%	 9.22%	 7.73%	 8.15%

Prince Wales 

Ketchikan	 8.80%	 8.86%	 7.35%	 7.27%	 5.79%	 6.39%	 7.13%	 7.64%				             

Prince of Wales-Hyder								        8.48%	 7.85%	 7.75%	 8.40%

Sitka	 10.37%	 10.63%	 10.61%	 9.70%	 10.22%	 10.75%	 10.33%	 10.18%	 11.06%	 11.18%	 11.27%	 11.75%

Skagway									         16.53%	 19.34%	 18.20%	 19.94%

Skagway Hoonah 

Angoon	 9.33%	 9.14%	 9.04%	 9.40%	 8.72%	 11.63%	 11.73%	 11.76%				             

Southeast Fairbanks	 7.66%	 9.59%	 8.88%	 9.20%	 8.90%	 8.63%	 8.87%	 8.35%	 8.37%	 9.38%	 9.88%	 10.39%

Valdez Cordova	 9.76%	 10.34%	 10.25%	 9.90%	 11.61%	 11.18%	 11.02%	 11.10%	 10.36%	 10.83%	 10.48%	 10.24%

Wade Hampton	 8.02%	 7.54%	 8.57%	 7.30%	 8.46%	 7.18%	 8.00%	 6.56%	 6.69%	 6.03%	 8.46%	 6.90%

Wrangell									         7.32%	 7.21%	 6.35%	 6.40%

Wrangell Petersburg	 6.05%	 6.92%	 6.54%	 7.18%	 6.40%	 6.38%	 6.63%	 8.63%				             

Yakutat	 4.98%	 6.66%	 9.52%	 7.68%	 7.50%	 10.72%	 10.71%	 11.73%	 11.04%	 10.89%	 10.00%	 8.48%

Yukon Koyukuk	 8.44%	 7.96%	 8.24%	 9.50%	 8.90%	 9.19%	 9.40%	 8.20%	 7.64%	 6.93%	 7.24%	 6.74%
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The Mat-Su Regional Medical Center. This new hospital, opened in 2006, is a 
symbol of growth and change in Alaska’s fastest-growing region, the Matanuska-
Susitna Borough north of Anchorage.

	 Economic factors suggest the levels and types of 
resources that are available for entrepreneurship and 
prior entrepreneurial activity suggest the extent to 
which past opportunities and pre-dispositions to-
ward entrepreneurship exist. 

	 Given the difficulty in defining small business de-
velopment, the variables defined in Table 3 are used 
as proxies for small business activity. This helps cap-
ture the borough business dynamics through a few 
different metrics. 

	 As a first step, we provide the changing conditions 
across all boroughs using these different proxies in 
Table 3. It is fairly obvious that they do not all move 
in the same directions as the relative importance of 
for example capital  may be more pronounced in 
determining the change in the number of non-farm 
proprietors than that of non-employers. 

	 Community developers need to be clear about the 
metric they are targeting given that the determinants 
of overall establishments are not necessarily the same 
as those of non-employers. The recipe for encour-
aging entrepreneurial growth is not the same as the 
strategy one would take in trying to boost economic 
growth. For example, tax incentives may be attrac-
tive to large firms but do little to encourage an em-
ployee to start a business.

What are the attributes of some of the fastest  
growing communities?
	 Table 4 shows how these proxies have changed 
in the last decade. Six boroughs have seen an across 
the board increase (Denali, Fairbanks, Kenai, Ko-
diak, Matanuska, and Southeast Fairbanks) in all the 

metrics. With the exception of Matanuska, the other 
boroughs have economies that revolve around an eco-
nomic base. Table 5 shows each borough’s economic 
base or relative concentration using the location quo-
tient method. For this study, the local area is the bor-
oughs; and the base region is the state. (For more dis-
cussion on location quotients, see the sidebar)

LQ= (ei,j /ej)/(Ei,S/Es)

Where 

ei,j: Employment in industry i in borough j

ej: Overall employment in borough j

Ei,S: Employment in industry i at the state level

Es:  Overall employment at the state level

TABLE 3: VARIABLE DESCRIPTIONS
Variable	 Description	 Source

Nonfarm Proprietors	 Nonfarm proprietors employment is the number of sole 	 Bureau of Economic Analysis 
	 proprietorships and partners (excluding limited partners).   
	 Nonfarm proprietors employment is estimated using  
	 IRS Schedule C and Schedule B tax forms.  	

NonEmployer	 NonEmployers are those businesses with no paid employees 	 NonEmployer Statistics –  
	 that have receipts above $1,000 and below $1 million for 	 Census Bureau 
	 corporations and partnerships.  

	 Two exceptions are construction businesses for which receipts  
	 must only be above $1, and service-type industries for which  
	 receipts must be below $2 million.  

	 Sole proprietorships are different in that restrictions on receipts  
	 vary by industry.  It is important to note that the methodology  
	 used to classify NonEmployer businesses changed in 2009. 

	 NonEmployer statistics only count those businesses that file taxes,  
	 as most of the data on NonEmployers comes from IRS business  
	 income tax returns. 	

Small Establishments	 Number of Establishments with less than 250 employees	 County Business Patterns –  
		  Census Bureau

Births	 Number of Establishment births from previous year to current 	 Statistics of US Business – 
	 year.  Ex: If data is labeled 2000, the variable indicates 	 Census Bureau 
	 establishment births from 1999 to 2000. 	  
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	 Denali is a clear example of a 
borough leveraging its locational 
advantage with sustained growth 
over the last 20 years by becom-
ing a tourism hub. An increase in 
the number of hotels and other 
accommodations has accompa-
nied the impressive growth in 
visitors. Of the 97 establishments 
in Denali, 40 of them are in ac-
commodation and food services, 
and seven are in arts, entertain-
ment, and recreation. Fairbanks’s 
economy is heavily dependent on 
military and government employ-
ment, which makes it sensitive 
to base closures and government 
budget cuts. 

	 Kenai and Kodiak are fishing communities whose 
economies are dependent on the resource while 

Matanuska was largely a bedroom 
community that afforded Anchor-
age employees lower housing 
costs but has grown to include 
employment in some basic indus-
tries. Given the diversity in spe-
cialization across the boroughs, it 
is necessary to account for the in-
frastructure availability in deter-
mining the type of development 
that matches the communities’ 
characteristics.

	 Krugman (1991) explains 
that regions with higher levels of 
manufacturing activities present 
opportunities for the creation of 

new firms. He argues that these places contain re-
sources that minimize costs for exporting goods to 
other regions. On the other hand, less developed 
areas may lack the infrastructure necessary for new 

TABLE 4: PROXIES FOR SMALL BUSINESS GROWTH

	 Non-Employers	 Number of Births	 Number of	 Number of Non-	 Overall 
	 (2004-2010)	 (2000-2010)	 Establishments	 Farm proprietors	 Employment 
			   (2000-2010)	 (2000-2010)	 (2000-2010)

		                   Change between 2000 and 2010

Aleutians East	 -38	 -1	 11	 695	 -283

Aleutians West	 -22	 -3	 13	 0	 676

Anchorage	 825	 -107	 573	 -641	 32,301

Bethel	 210	 -5	 -23	 166	 -76

Bristol Bay	 -6	 1	 -1	 232	 -95

Denali	 10	 1	 30	 107	 138

Dillingham	 156	 -5	 4	 -117	 66

Fairbanks	 249	 1	 263	 805	 5,552

Haines	 12	 -5	 10	 187	 134

Juneau	 61	 -2	 6	 -1,702	 690

Kenai	 209	 12	 159	 1,153	 2305

Ketchikan	 65	 0	 -6	 257	 281

Kodiak	 13	 8	 17	 131	 274

Lake and Peninsula	 -7	 3	 0	 -355	 -6

Matanuska	 852	 16	 534	 3,926	 5,412

Nome	 102	 -4	 -30	 224	 507

North Slope	 45	 -5	 1	 175	 780

Northwest Arctic	 23	 -17	 -29	 373	 232

Prince of Wales	 92	 9	 -31	 601	 -753

Sitka City	 65	 6	 -13	 401	 243

Skagway	 -38	 10	 31	 327	 -6

Southeast Fairbanks	 33	 12	 43	 279	 351

Valdez-Cordova	 166	 -17	 -56	 409	 424

Wade Hampton	 117	 -1	 -7	 295	 -158

Wrangell-Petersburg	 38	 -4	 -33	 560	 212

Yakutat City	 -1	 1	 -4	 -136	 -118

Yukon-Koyukuk	 -20	 -6	 -27	 338	 -206

Typically if LQ>1, LQ =1, or LQ<1, 
then the proportion of industry con-
centration is greater than, equal to, or 
less than the industry concentration 
in the base region as a whole. The in-
terpretation is normally that a LQ>=1 
indicates that the economy is self-
sufficient, and may even be exporting 
the goods or service of that particular  
industry, while a location quotient 
less than 1.0 suggests that the region 
tends to import the goods or service. 
So a portion of local employment in 
that industry is assumed to be export.



Economic Development Journal  /  Spring 2015  /  Volume 14  /  Number 2 55

firms to flourish. Researchers (e.g. Birch, 1987; Gart-
ner, 1985) argue that environments where adequate 
services, transportation, facilities, infrastructure, and 
good living conditions are available are more condu-
cive to new venture creation. Availability rather than 
costs and the level of economic development, they 
say, will direct entrepreneurs to the establishment of 
businesses in particular regions.

	 This viewpoint is particularly relevant for Alaska, 
given the high cost of business, transportation chal-
lenges, and the possible lack of financial access in 
certain communities. To fully comprehend the op-
portunities and challenges in Alaska, some context is 
helpful.

	 An important Alaska specific report produced by 
The Institute of Social and Economic Research, Uni-
versity of Alaska Anchorage investigated the factors 
influencing small business viability in rural Alaska 

communities that are off the road system (“Viability 
of Business Enterprises for Rural Alaska: Community 
Factors and Entrepreneurial Strategies,” 2008). They 
found that some of these places have location advan-
tages that make business development more likely. 

	 The places that are close to national parks, or 
have strong local commercial fisheries, or relatively 
lower travel costs from Anchorage are likely to have 
a larger, more diverse group of businesses. Places 
with larger populations are also more likely to draw 
businesses, but location is even more important than 
size. The authors note that these advantages may 
seem obvious, “places that can draw outside money, 
either from tourism or from commercial fisheries, 
have advantages over places that don’t have such re-
sources.” But it is useful to keep in mind that not all 
rural places are the same – and that some face even 
bigger challenges than others.

TABLE 5: WHAT ARE THESE COMMUNITIES’ SPECIALTIES?
	 Fastest growing areas are highlighted

Location Quotient:iii  
{(ei/et) / (Ei/Et)}

	 Industries of Specialization (in terms of employment)

Aleutians East	 None

Aleutians West	 Manufacturing

Anchorage	 None

Bethel	 Forestry, Fishing, and Related Activities/Utilities/Local Government

Bristol Bay	 Manufacturing/Real Estate and Leasing

Denali	 Arts, Entertainment, and Recreation/Accommodation and Food Services/Federal Civilian

Dillingham	       Forestry, Fishing, and Related Activities

Fairbanks	       Military

Haines	 Management  of Companies and Enterprises/Arts, Entertainment, and Recreation

Juneau	 State Government

Kenai	       Forestry, Fishing, and Related Activities

Ketchikan	 None

Kodiak	 Forestry, Fishing, and Related Activities/Manufacturing

Lake and Peninsula	 Arts, Entertainment, and Recreation/Gov’t and Gov’t Enterprises/Local Gov’t

Matanuska	 None

Nome	 Local Gov’t

North Slope	 Mining/Administrative and Waste Management

Northwest Arctic	       Arts, Entertainment, and Recreation

Prince of Wales	 Forestry, Fishing, and Related Activities/Local Gov’t

Sitka City	 None

Skagway	       Arts, Entertainment, and Recreation

Southeast Fairbanks	       Federal, civilian

Valdez-Cordova	 Forestry, Fishing, and Related Activities/Transportation and Warehousing

Wade Hampton	       Forestry, Fishing, and Related Activities

Wrangell-Petersburg	 None

Yakutat City	 Federal Civilian/State and Local Gov’t

Yukon-Koyukuk	 Local Gov’t
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METHODOLOGY
	 We relied on the literature to inform our specifica-
tion. Our regression exercise tries to isolate the de-
terminants of small business change and growth. We 
regress the dependent variables of interest (change/
growth) on the initial community characteristics, 
creative class attributes, and other human capital 
controls.

	 Some of the Hypotheses are presented below:

•	 Demographic factors are positively related to new 
venture creation. Specifically, a) education, b) cre-
ative class, c) diversity (melting pot), and tolerance 
(Gay Index) are positively related to new venture 
creation.

•	 Density and availability of resources are positively 
associated with new venture growth. Specifically, 
a) previous levels of small businesses, b) being in a 
metropolitan area, and c) financial access are posi-
tively related to future venture creation.

ISOLATING THE DETERMINANTS OF SMALL 
BUSINESS CHANGE AND GROWTH
	 Tables 6 and 7 present a summary of the results 
isolating the determinants. They contain all U.S. 
counties including Alaska boroughs. We include an 
Alaska interaction effect (not shown) to test if the 
variables of interest affect Alaska differently than they 
do the rest of the country. Our regressions indicate 
that the independent variables of interest do not have 

a different effect in Alaska than in the rest of the U.S. 
For all four dependent variables, the initial level of 
activity (entrepreneurial culture) is very strongly as-
sociated with future changes for the period between 
2000 and 2006 but not with future growth rates. 

	 This relationship does not hold in the 2007 to 
2010 period for births and small business establish-
ments. Initial Diversity (melting pot) seems to also  
be positively associated with the change in all mea-
surements of business activity. Initial levels of the 
creative class affect future change in non-farm pro-
prietors but have no independent effect on the other 
measurements. 

	 Financial capital (as measured by ownership 
rates) and education (bachelor degrees) affect the 
future growth rate of non-employers and non-farm 
proprietors but not the absolute changes. This seems 
to indicate that the marginal effect of some of these 
variables is more pronounced in areas with smaller 
initial levels of activity. In other words, the barriers to 
growth in rural communities are not necessarily the 
same ones faced by a small business trying to expand 
in Anchorage.

CONCLUSION
	 As explained above, the decision to start a busi-
ness is affected by a confluence of factors. This article 
attempts to chart the community or borough specific 
factors which may influence this process. It is, how-

TABLE 6: THE DETERMINANTS OF THE CHANGE IN THE FOUR EMPLOYMENT METRICS

Table 6iv v    	 Births 			   Small Business Change	 Non-Employer Change	 Non-Farm Proprietor 
	 Change									        Change

	 2000-	 2000-	 2007-	 2000-	 2000-	 2007-	 2000-	 2000-	 2007-	 2000-	 2000-	 2007- 
	 2010	 2006	 2010	 2010	 2006	 2010	 2010	 2006	 2010	 2010	 2006	 2010

Important Variables	

Initial level of activity	 (-)	 (+)	 (-)	 (+)	 (+)	 (-)	 (+)	 (+)	 (+)	 (+)	 (+)	 (+)

Creative Class	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 (+)	 (-)	 (+)	 (+)	 (+)

Melting Pot	 (+)	 N.E	 (+)	 (+)	 N.E	 (+)	 (+)	 (+)	 (+)	 (+)	 (+)	 (+)

Owner Occupied Housing	 (+)	 (+)	 N.E	 (+)	 (+)	 (-)	 N.E	 (+)	 (-)	 N.E	 N.E	 N.E

Bachelor’s Degree or Higher	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E

TABLE 7: THE DETERMINANTS IN THE GROWTH RATE IN THE FOUR EMPLOYMENT METRICS

Table 7   	 Births 			   Small Business Growth	 Non-Employer Growth	 Non-Farm Proprietor 
	 Growth Rate		  Rate			   Rate			   Growth Rate

	 2000-	 2000-	 2007-	 2000-	 2000-	 2007-	 2000-	 2000-	 2007-	 2000-	 2000-	 2007- 
	 2010	 2006	 2010	 2010	 2006	 2010	 2010	 2006	 2010	 2010	 2006	 2010

Important Variables	

Initial level of activity	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E	 N.E

Creative Class	 (-)	 (-)	 (-)	 (-)	 (-)	 (-)	 N.E	 N.E	 (+)	 (-)	 N.E	 (-)

Melting Pot	 (+)	 N.E	 (-)	 N.E	 N.E	 (+)	 (+)	 N.E	 (+)	 (+)	 (+)	 (+)

Owner Occupied Housing	 (+)	 (+)	 N.E	 (+)	 (+)	 (-)	 (+)	 (+)	 (-)	 (+)	 (+)	 (+)

Bachelor’s Degree or Higher	 (+)	 (+)	 (+)	 N.E	 N.E	 (+)	 (+)	 (+)	 N.E	 (+)	 (+)	 (+)
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ever, imperative to recognize that the base economic 
conditions in the different Alaskan boroughs make it 
difficult to make sweeping statements regarding the 
determinants of business activity. 

	 Many rural communities due to the lack of scale/
demand are comprised of mainly support service busi-
nesses which fulfill the needs of the local residents. 
Others are endowed with natural resources (commer-
cial fisheries, mining) and therefore have economies 
which consist of both basic industries (engines of 
growth that draw resources from outside the region) 
and non-basic industries (support services) which cir-
culate dollars throughout the economy. To illustrate 
this point, we generated industries of specialization 
(Table 5) using the location quotient method. From 
a policy standpoint, recognizing these locational and 
resource advantages and disadvantages is key in estab-
lishing businesses, especially smaller ones. 

	 In our original analysis, we also considered demo-
graphic and economic characteristics of the different 
boroughs. This is important because it not only gives 
us a sense of the resources (human capital, financial 
capital) but also the demand potential of a specific 
community.  Along the same lines, a useful resource 
in understanding basic community differences is the 
borough typology produced by the USDA, which 
provides further insight into some policy sensitive 
areas.  Understanding the industrial composition of 
some of these communities along with the strengths/
weaknesses makes small business considerably more 
likely to succeed. 

	 We also looked at how the different metrics of the 
small business environment have changed across the 
different boroughs. It is clear that some boroughs 
have fared much better than others. The six boroughs 
(Denali, Fairbanks, Kenai, Kodiak, Matanuska, and 
Southeast Fairbanks) that have positive changes 
along all dimensions are ones which are reliant on 
a combination of military, federal government, and 
fisheries businesses.

	 Due to the resource rich nature of the state, many 
jobs in the oil and gas industry are technical jobs 
which are included in the creative class specification 
but are not necessarily conducive to new venture cre-
ation. In fact, the share of people in creative class 
occupations in Alaska exceeds that of the national 
average (20 percent vs. 18 percent). 

	 Having individuals in creative class occupations is 
certainly an asset to any community in Alaska. This 
does not mean that a creative class centric approach 
is a panacea. Any development strategy needs to also 
recognize such factors as place specific industrial 
structure, economic base, demand potential, and 
proximity to markets. 

	 Education (whether it is identified in terms of 
years of schooling or type of job), diversity (melt-
ing pot), and financial capital (proxied by percent 
owners), in addition to the entrepreneurial culture 
were the most robust determinants/predictors of fu-
ture success/growth rates. However, these results are 
slightly different depending on the measurement of 
small business that one uses.

	 Development practitioners have many levers to 
encourage their communities’ growth. Improving 
quality of life as a way to encourage in-migration of 
creative class workers is not a panacea. This strategy 
is more likely to work in areas that are proximate 
to natural amenities and are equipped with already 
existing infrastructure. Place specific characteristics 
and the type of industries a community specializes 
in are also important to take into account before al-
locating dollars to such a strategy.    

ENDNOTES
i	 These data come from a recent survey of Alaska firms we conducted for 

a different project.
ii	 Read more: http://www.businessinsider.com/why-the-creative-class-is-

taking-over-the-world-2012-7#ixzz36nxWyMld
iii	 Location quotient is a simple method to measure the relative concentra-

tion of an activity (industry in our case) relative to a base unit. For our 
purposes, the specialization is determined if the intensity or concentra-
tion of employment in a borough is at least twice that of the state aver-
age. ei: employment in industry i of a given community / et is overall 
employment for a given community 
Ei: employment in industry i at the state level / Et overall employment at 
the state level 
ei: employment in industry i of a given community / et is overall em-
ployment for a given community 
Ei: employment in industry i at the state level / Et overall employment at 
the state level

iv	 Tables 6 and 7 summarize the results by simply showing the sign of the 
coefficient of interest.

v	 N.E stands for no statistically significant effect. We include an interac-
tion term to determine if the effect of the variables of interest differed in 
Alaska than the average (None of the effects of interest were different).

Having individuals in creative class occupations 

is certainly an asset to any community in Alaska. 

This does not mean that a creative class centric 

approach is a panacea. Any development strategy 

needs to also recognize such factors as place  

specific industrial structure, economic base,  

demand potential, and proximity to markets. 

Development practitioners have many levers to encourage 

their communities’ growth. Improving quality of life as a 

way to encourage in-migration of creative class workers is 

not a panacea. This strategy is more likely to work in areas 

that are proximate to natural amenities and are equipped 

with already existing infrastructure. Place specific  

characteristics and the type of industries a community 

specializes in are also important to take into account  

before allocating dollars to such a strategy. 
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