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Diapering the Devil: How Alaska Helped Staunch
Befouling by Mismanaged Oil Wealth:

A Lesson for Other Oil Rich Nations

JAY HAMMOND

Preface

“T call petroleum the devil’s excrement. It brings trouble. . . . Look at
this locura—waste, corruption, consumption, our public services falling
apart. And debt, debt we shall have for years.”

So warned Juan Pablo Pérez Alfonso, a Venezuelan founder of OPEC.
A September 24, 2004, article in the British magazine The Economist
elaborates further on Pérez Alfonso:

During the heady oil boom of the mid-1970s . . . he was seen as an
alarmist. . . . In fact, he was astonishingly prescient. Oil
producers vastly expanded domestic spending, mostly on gold-
plated infrastructure projects that set inflation roaring and left
mountains of debt. Worse, this did little for the poor. Venezuela
had earned over $600 billion in oil revenues since the mid-
1970s but the real income per person of Pérez Alfonso’s
compatriots fell by 15% in the decade after he expressed his
disgust. The picture is similar in many OPEC countries. So
bloated were their budgets that when oil prices fell to around

Editor’s note: This chapter has kept as much as possible Hammond’s original text
even though it was an unfinished manuscript.
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$10 a barrel in 1998, a number of countries—including Saudi
Arabia, the kingpin of oil—were pushed to the brink of
bankruptcy.

But it was long before Alaska struck oil that events prompted actions
that ultimately served to at least modify the adverse effects cited above.
In essence, Alaska managed to avoid much of the befouling of Pérez
Alfonso’s “devil’s excrement” by actions that served to at least halfway
pin on a “diaper.”

Oil Wealth Windfalls: Blessing or Bane?

It all started with fish. Perhaps the greatest inducement for Alaskan sup-
port of statehood in 1959 was the prospect of abolishing salmon traps.
Alaskan fishermen had long resented the virtual monopoly enjoyed by
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Seattle-based fish barons. Not only did they sop up the bulk of the
salmon harvest with devastatingly effective fish traps located at the
mouths of prime spawning rivers, but in Alaska’s Bristol Bay, home
waters for the world’s largest wild sockeye salmon run, the canneries
blatantly favored nonresident fishermen over Alaskans when it came to
assigning the company’s fleet of wooden drift gill-netting sailboats.

Prior to 1952, allegedly for conservation purposes, Bristol Bay gill-
netters were not allowed to use power, and while the vast fleet of sail-
boats embarking at sunrise on the morning tide may have been pictur-
esque, mortality rates were high, while income to Alaskans was
pitifully low.

In our quest for statehood, we Alaskans piously attempted to make
the case for fish trap abolition on the basis of conservation. It was a
phony argument. Actually, fish traps provided far better segregation of
salmon stocks and management of harvest to allow for adequate escape-
ment to individual river systems than did a drift gill-net fleet. A wish to
get a bigger piece of the action, not concern for the resource, was our
major motivation.

This hypocrisy, along with other questionable assertions by most
advocates and the utter rejection of any consideration of Common-
wealth status, prompted me to oppose statehood. When asked my rea-
son for doing so I rudely questioned our ability to finance and adminis-
ter statehood. Not even the scent of oil had yet seeped into our nostrils.
Instead, Alaska’s major sources of income: fishing, mining, and trap-
ping, all were in steep decline. Moreover, I imprudently pronounced,
“With our tiny population of under 100,000, virtually any idiot who
aspired to public office was likely to achieve it.” Subsequently, there
have been those who assert I proved that upon frequent occasion.

While the gush of oil wealth in the late 1970s provided the potential
for financing state government, the jury is still out as to whether we
have the ability to administer state government prudently. Perhaps the
best inducement, indeed obligation to do so, lies in Article 8, Section 8,
of Alaska’s constitution, which states: “The legislature shall provide for
the utilization, development, and conservation of all natural resources
belonging to the state, including land and waters, for the maximum ben-
efit of its people.” While this does not actually say the people rather
than government own those resources, as many contend, it amounts to
virtually the same thing.
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This mandate first prompted me to attempt to assure that all
Alaskans received a discernible share of those benefits. That battle, I
lament, continues here in Alaska despite growing worldwide awareness
of the potential for other resource rich nations to follow Alaska’s exam-
ple, and thereby largely avoid the common past practice of selectively
benefiting the favored few at the expense of the many.

Bristol Bay’s Blighted Bonanza

Though I had little aspiration for political office at statehood in 1959,
much to my bewilderment and no little dismay, I found myself elected to
the Alaska House of Representatives as an independent. I had not cam-
paigned at all, but told the local school teachers urging me to run that I
would consider doing so only if they were willing to collect the number
of prospective voter signatures required to place my name on the ballot
as an independent. They came back the next day with the petition for
me to submit. My “consideration” in their minds had translated into
“commitment” and, though I had made none, I knew they would feel I
had broken my promise should I fail to run. So, with no fear of winning,
I ran and, to my great surprise, won.

It was with much reluctance that I left the good life I had in bush
Alaska as a commercial fisherman, pilot, and guide, where I not only
could call my own shots but also build my own targets. Moving my
family to Juneau, adhering to the legislative schedule, and, perhaps
worst of all, enduring daily strangulation with that abomination of the
western world—the necktie—did little to enchant me. Thus, it came as
no small surprise that I found the legislative process intriguing.

Most intriguing were efforts to comply with that aforementioned
constitutional mandate that I thought was being largely ignored. A
select few, mostly from outside Alaska, were reaping the benefits of our
resource development—too often at the expense of the many. Fisheries
were a prime example, though they, unlike mining or timber, at least
yielded a modest raw fish tax to the state. Not surprisingly, the prime
issue addressed by the first Alaska legislature was that of fish traps,
which provided fortunes for their nonresident owners and returned lit-
tle benefit to Alaskans.

When Nick Bez, a powerful and persuasive spokesman for the
Seattle-based salmon industry, testified before the legislature urging us
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to phase out rather than instantly abolish all fish traps, he made an
excellent case. I complimented him but advised he was wasting his time.
“Sorry Nick, but even if we were persuaded by your arguments, you’d
simply have to go through this drill all over again before the brand new
legislature which would replace us.”

Accordingly, one of our first actions was to outlaw fish traps. How-
ever, their abolition did little to improve the lot of many Alaskans. Non-
residents remained favored by Seattle processors in assignment of com-
pany boats, and few Alaskans could afford to compete with the
ever-increasing costs of larger, faster, and better-equipped company-
financed power boats.

While in the legislature, I proposed several measures designed to give
Alaskan fishermen a better competitive edge. Virtually all were struck
down as unconstitutional, and rightly so. Either they violated the U.S.
Constitution’s Interstate Commerce Clause or they abused the “privi-
leges and immunities” of nonresidents. Obviously a different approach
was required.

That approach was found in the taxation power vested in local gov-
ernments. In 1962 the Bristol Bay villages of Naknek, South Naknek,
and King Salmon—total population about 2,000—banded together to
form Bristol Bay Borough, the first of its kind in Alaska (a local gov-
ernment entity similar to a county). Inducement to obtain local control
was not the only carrot provided by the legislature. At my behest, it also
doubled the amount of state-collected raw fish taxes returned to a bor-
ough and enacted a statute that allowed a municipality to impose a “use
tax.”

Prior to becoming a borough, despite the extraction (“use”) of liter-
ally billions of dollars of salmon wealth from our waters, our commu-
nities were little more than rural slums. We had no high schools, sewer
or water systems, health care facilities, fire, police, or ambulance serv-
ices. Garbage was dumped over the riverbank in hopes it would flush
out with the ice during high spring tides. Such conditions prevailed
when I took over as borough manager in 1965. While I would like folks
to think altruism was my major motivation, the prime factor, of course,
was simply money—or rather, lack of it. A study presented to me by my
borough assemblyman, Martin Severson, indicated that a whopping 97
percent of the fishing payday made within the boundary of the Bristol
Bay Borough went elsewhere: 65 percent to nonresidents and 32 percent
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to those living in Alaska but outside the borough. Local residents got
but a paltry 3 percent!

The solution seemed simple: Impose a use tax of, say, 3 percent to be
paid by all fishermen on their catch. For every $3 paid in taxes by locals,
we would glean $97 from nonresidents. To offset the impact on local
fishermen already paying high property taxes, I proposed putting tax
money into a conservatively managed investment account, then each
year issuing residents one new share of dividend-earning stock. I called
the concept “Bristol Bay, Inc.” It fell flat on its face. The ordinance
required to impose the tax went down to crashing defeat at the polls. All
people could hear was the word “tax.”

So adverse are most Alaskans to taxes that even should one be
devised which made them money most would oppose it. Naively, I
thought this was simply due to ignorance. Hence, in hopes of providing
enlightenment, I took to the stump, wrote newsletters, and spoke to
interest groups, carefully explaining what seemed a wondrous potential
for not only remedying the borough’s pitiful lack of services, but also
bolstering the finances of every resident, whether they fished or not.

To my dismay and consternation a second vote on the use tax ordi-
nance went down by an even bigger margin.

Reluctantly, I abandoned the Bristol Bay, Inc., stock-sharing concept
and presented two new ordinances in what I hoped would be an offer
the public couldn’t refuse. Ordinance “A” would impose the 3 percent
use tax. Only if ordinance “A” were to pass would Ordinance “B” kick
in, which would then abolish all local residential property taxes.

Most locals checked their records and, finding themselves far better
off with both the use tax and elimination of residential property taxes,
approved both ordinances. The results exceeded my wildest imagina-
tion. Almost overnight the Bristol Bay Borough was transformed from
that virtually destitute rural slum into what Fortune magazine termed
“The richest municipality in the nation on a per capita basis.” Unfortu-
nately, however, instead of providing all residents with equitably dis-
tributed discernible dividends from which they could pay for services
desired, almost all our newfound wealth went into inequitably dispersed
government programs.

My salary as part-time borough manager had been but $6,000 a year.
My total budget was $35,000. From this, I hired a secretary for
$12,000, paid legal fees, and employed a part-time bookkeeper. Our
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largest expense was installation of a chain-link fence to keep bears from
strewing garbage from the riverbank onto the road. But a few years
later, after I had left my borough job and returned to the legislature, the
borough manager’s salary was $81,000. Twenty-one full-time employ-
ees were hired and the annual budget exceeded $4 million. However, the
borough had also built a high school, acquired fire and police protec-
tion, and provided a sewer system, health care, ambulance services,
docking facilities, and perhaps the finest state-of-the-art garbage dis-
posal system to be found in Alaska.

These may have been worthy accomplishments, but, nonetheless,
they were programs that provided individuals with inequitably distrib-
uted selective benefits. Moreover, the residential property tax relief local
citizens had been promised was denied when the legislature passed a bill
limiting residential property tax relief to but $10,000. This was designed
to strike a blow against the exceedingly wealthy and powerful North
Slope Borough, which some feared would boost its property taxes exces-
sively on oil facilities, while exempting local residents” homes.

That legislation provided the Bristol Bay Borough Assembly with
grounds to deny the total residential property tax exemption I had
promised and, in effect, made a liar out of me. In an attempt to remedy
this some years later, I proposed that the assembly at least give fisher-
men a credit against their property taxes equal to that which they paid
in fish use taxes. Assembly members smiled indulgently, allowing that
such was an interesting proposal, but did nothing to prevent fishermen
being double-barreled with both use and property taxes. To their credit
they did, however, heed one suggestion. The conservatively managed
investment portfolio envisioned under Bristol Bay, Inc., was established.
Ultimately this grew to $12 million.

Believing other fishing communities could prosper if they adopted
a similar use tax, I appeared before the Alaska Municipal League,
outlined what we had experienced in Bristol Bay Borough, and sug-
gested the league might wish to follow suit. Curiously, it was years
before any other municipalities did. Today, however, virtually all
municipalities encompassing fisheries have done so. Meanwhile, fish-
ing communities had lost hundreds of millions of dollars in prospec-
tive revenues, which they could have gleaned almost painlessly,
largely from those who lived elsewhere and profited from doing busi-
ness within the municipality.
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Difficulties I've experienced in attempting to sell programs, which
seemingly would be ardently embraced by beneficiaries, suggest I am a
lousy salesman. Evidence of this frailty next became evident when I
attempted to peddle the Bristol Bay, Inc., concept to Alaska Natives.

Again—No Sale

With passage of the Alaska Native Claim Settlement Act (ANCSA) in
1971, Alaska’s aboriginal peoples were accorded 44 million acres of
land and $900 million by the U.S. Congress. This measure was the cul-
mination of years of effort by Native leaders to secure reparations for
past abuses and broken promises. Actually, however, passage was finally
facilitated by the need to acquire permission from prospective Native
landholders to cross lands over which the proposed Trans-Alaska
Pipeline would be built.

After passage of the Settlement Act, the debate then commenced as to
what the Native Alaskans wished to do with their money and land.
Some of my Native constituents from the village of Nondalton, some
twenty-five miles away, visited me at our Lake Clark homestead to seek
my counsel. My first response was: “Don’t ask me, a gusuk (nonnative),
to try to tell you how to handle your money and lands. That’s for you
to decide.”

They were not about to let me off the hook. “Look, you’re our rep-
resentative and are not at all shy in suggesting how the Bristol Bay Bor-
ough handles its wealth. Surely you have some ideas. What are they?”

I responded, “It seems to me you have two prime options. You can
split your assets and form a multitude of mini-bureaucracies with the
attendant administrative and legal costs; or you can follow the concept
I proposed for the Bristol Bay Borough: create a conservatively managed
investment account and spin off equal dividends to every Alaska Native.
Such an account should be managed by professionals under counsel sup-
plied from an elected advisory board of Natives representing every
group in Alaska. That way you can lift yourselves up by the bootstraps
rather than depend on government handouts.”

With a population explosion accompanying a decline in fishing, trap-
ping, and ability to live off the land, many Native leaders decried what
they perceived as growing dependence on government programs, which
could make drones of some of the most self-sufficient of the Earth’s peo-
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ples. The area’s primitive housing, lack of gainful employment, sewer or
water systems, health care, adequate schooling, fire-fighting equipment,
and police protection all served, by contrast, to point out the compara-
tive affluence of Appalachia in the southern United States.

Why not, instead, make stockholders of all Alaska Natives and
thereby provide them with the means, along with the responsibility, to
use it for their collective best interests? After all, if they have the capa-
bility of meeting some of their needs from their own pocket and the
responsibility to do so, it would seem freedom of choice and self-
determination could do much to retain self-respect, while meeting what
the people themselves felt to be their primary needs—far better than
“Great White Father” paternalism.

I so stated the same in an article appearing in the Tundra Times, a
now defunct publication that played a key role in uniting Alaska Natives
in pursuit of justice. While a few Native leaders were intrigued with the
investment account and equitable stock-sharing concept, opponents
mounted persuasive arguments. Whether these were primarily prompted
by deep concern for Alaska’s indigenous people or self-interest is debat-
able. Certainly there were those who salivated over prospects of obtain-
ing high-paying jobs, pocketing lucrative legal fees, or promoting pet
projects.

There also were, perhaps, those who feared the enormous financial
and political clout Natives would have were they to consolidate to form
a monolithic entity, permitting them to move and shake in those realms
as never before. They argued persuasively that each corporation should
be able to spend its share of the wealth as it saw fit: “You don’t want
others from elsewhere telling you what to do with it,” was the refrain.
By accepting that counsel, the enormous political and financial power
potential was splintered, though still remained a considerable force.

Ultimately, rather than creating a single investment portfolio man-
aged by a board of directors comprised of Native leaders from through-
out the state, which would spin off equal dividends to every Alaska
Native, the majority bought the argument they should not permit oth-
ers to determine how their share of the wealth would be used. As a
result, instead of the equitable stock-sharing concept proposed in Bris-
tol Bay, Inc., some fourteen regional and over 200 village corporations
were formed, much to the delight of a multitude of salivating attorneys,
along with those who obtained lucrative corporate jobs.
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While a few corporations have prospered handsomely and a number
of exceptionally competent Native business and political leaders have
emerged, in some cases poor investments were made in fly-by-night
schemes that would not have passed muster had they been scrutinized
by a money-managing control board composed of non-locals. Lack of
experience in handling large sums of money, nepotism, and village pol-
itics sometimes prompted imprudent, low- (and even no-) interest loans
and investments that served to place some corporations on the brink of
bankruptcy. And though virtually all corporations have paid stockhold-
ers dividends, there is an enormous disparity. Some have distributed
annual dividends as high as $50,000 to every shareholder, while others
provided less than $500.

By contrast, had the equitable Bristol Bay, Inc., concept been adopted
and the pooled settlement monies experienced growth, comparable to
Alaska’s subsequent investment of a portion of its oil wealth in what is
now known as the Alaska Permanent Fund, every Alaska Native would
probably be receiving thousands of dollars annually in dividends. Abil-
ity to invest in sound economic development would not in the least have
been hampered. Instead, many of the unsound investments that have
been made no doubt would have been avoided had others, able to over-
look local politics, screened them from elsewhere. Receipt of divi-
dends—the size of which was dependent on the prudence of such invest-
ments—would assure such screening.

Had the land claims money earned on par with that of the Alaska
Permanent Fund, I am told the initial dividend would have been about
$1,154 per shareholder for that year. Not many years later, a prominent
Native legislator studying the issue asserted the dividend would then
have been about $5,400. If so, by now it might well be five figures. Div-
idends of that magnitude not only would have taken many off welfare,
but would have provided communities with enough financial resources
to have assumed municipal status and, with the accompanying taxing
authority, provided services that they were willing to pay for and that
villagers believed were in their best interests. Instead, many villages
became increasingly dependent on government-funded entitlements.

Nothing gives folks a greater feeling of accomplishment and worth
than self-determination, sense of ownership, and personal responsibility.
When obligated to fund and maintain power plants, schools, commu-
nity centers, local roads, and airfields from their own pockets, people
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are likely to count coins more carefully and maintain standards in which
they can take pride. When government provides those programs gratis
with few strings attached, inequity, duplication, and inefficiency too
often become a matter of course. The latter approach has not only
shackled many villages to dependence on both state and federal largesse,
but has encumbered Alaska with government service costs per capita
far in excess of any other state.

Artificial Respiration

Elsewhere, when ore bodies deplete, natural catastrophes strike, or
bread baskets become dust bowls, often people depart leaving ghost
towns in their wake. Not so in Alaska. We simply do not let villages die.

Of the over 200 villages in Alaska, few have viable economies. Pri-
vate sector jobs are exceedingly scarce. As a consequence, unemploy-
ment in Alaska is perennially the nation’s highest. By contrast to many
Alaskan villages, Appalachia is affluent. With their burgeoning growth,
Alaskan communities find it increasingly difficult to subsist off adjacent
lands or waters. Accordingly, many villages are heavily reliant on gov-
ernment spending.

In hope of addressing some village problems, some time ago the state
legislature attempted to persuade villages to band together and form
organized boroughs (similar to counties) under the threat that if they did
not do so, the state would perform all the functions of the borough
assembly, including imposition of property taxes. Though the law has
been on the books for more than forty years, not once have legislators
elected to act in that capacity. To do so not only would be highly unpop-
ular, but also with the scant property values found in many villages,
taxes accrued would probably not cover cost of collection. As a conse-
quence, the state or federal government picks up the entire tab for most
services, including education.

To assure that the more affluent rural areas with a sufficient tax base
participate in helping fund government services, just as do folks in
urban centers, a statewide property tax to help finance schools had
been proposed. However, one size hardly fits all. Levying a property tax
sufficient to fund schools in all villages could cripple the poor ones. Yet
I believed a tax system could be devised that would provide equity,
while recognizing some communities needed more help than others. I
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therefore proposed that we first determine what the total statewide
property values were per capita. Then should, say, a 3 percent statewide
property tax be imposed for those communities in which they gener-
ated less than what they would if local per capita property values were
the same as those statewide, the state would fund the difference. Con-
versely, should that 3 percent tax generate more than that overage, the
overage would go to the state. That way, all would be taxed the same,
but affluent municipalities, such as the North Slope Borough with high
oil property values, would have to assume more of their local govern-
ment service costs than would those virtually destitute.

That proposal also fell flat on its face and perhaps rightly so. Costs of
statewide assessment and administration might have sopped up even
more state money. Unfortunately, inequitable taxation has continued to
help create what some term an urban/rural divide. Many in Alaska’s
urban areas resent what they feel are inordinately high local property
taxes required to fund their schools, while the state provides substan-
tially greater support for those many rural communities unwilling to tax
themselves. Yet who can blame the latter so long as the state will pick up
the tab? This disparity, coupled with federal legislation that provides
that on federally owned lands “rural residents” are granted highest, and
sometimes exclusive, priority in the harvest of fish and game, has further
frayed the state’s social fabric.

In another effort to reduce crippling costs of attempting to provide
services to hundreds of economically unviable communities—not con-
nected by roads and lacking adequate housing, schooling, and basic
services—I once proposed we determine which regional centers had the
most viable economic potential and focus on providing them with top-
notch schools and other services. For example, in the Bristol Bay region
the village of Dillingham had a population of about 6,000 and the Bris-
tol Bay Borough, which at that time encompassed a now closed Air
Force base, a population of about 2,000. None of the other twenty-
some villages in the region had a population of more than 300 and some
less than 100. First-rate educational, transportation, social, medical,
sewer and water, police, and fire suppression services could be provided
to these centers, thereby encouraging those who aspired to these emol-
uments to move thereto. Others who wished to retain the “village
lifestyle” cherished by many rural folk would not be obliged to move,



Diapering the Devil 17

but would not be provided housing and service subsidies of a compara-
ble nature.

Once again my proposal fell flat. Instead, at enormous per capita
cost, we have attempted to provide similar services to each and every
community regardless of size or potential. The result has in many
instances been both inadequate and inequitable.

For instance, in my one-time hometown, Naknek, within the Bristol
Bay Borough, the state and municipality fund K-12 education, maintain
airfields and roads, provide police and fire protection, ambulance ser-
vices, and garbage collection. One mile across the river, in South
Naknek, and then thirty miles south of the village of Egegik, both with
populations of less than 200, we struggle to provide the same. Another
thirty miles south we do likewise for Pilot Point, population of about
100. Forty miles further down the Alaska Peninsula these service costs
are again duplicated in Port Heiden, population less than 200. And so
on throughout over 200 small villages in rural Alaska.

Further compounding costs to the state, and reducing the inclination
of villagers to move, was institution of what is known as the Power
Equalization program. This provided that in communities where costs
of electrical power exceeded a certain amount, the state would pick up
a portion of the overage. This did little to promote efficiency or conser-
vation. Instead, it was but another attempt to make it more likely peo-
ple would remain in their home villages rather than migrate to a more
economically viable area.

The cost of providing these services in village after village with little,
or perhaps no, economic base for existence is astronomical. The argu-
ment for continuance of such seemingly wasteful practices is that if the
villages were allowed to die, many villagers would be compelled to
move to urban areas and go on welfare at perhaps even greater expense
to the state. Unfortunately, there is likely some truth to that argument.
Meanwhile millions upon millions of dollars are poured into rural vil-
lages unable to financially fend for themselves.

Partially in an effort to provide villagers with both the capability and
responsibility for meeting some of the needs they deemed most crucial,
when I was elected governor in 1974 I proposed a program patterned
after my failed attempt to create Bristol Bay, Inc., while mayor of the
Bristol Bay Borough. I called it “Alaska, Inc.”
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Alaska’s First Dividend Program

Shortly after becoming governor in 1974, I learned that Alaska charged
one-half the national average severance tax on our natural gas. The
main reason for this was to provide lower cost gas to Anchorage con-
sumers. However, most of our gas was being shipped to Japan. While I
did not so much oppose giving Alaskans a subsidy, I had little enthusi-
asm for providing a similar subsidy to the Japanese. Moreover, most
Alaskans, though “owning” the gas, were not beneficiaries of the sub-
sidy and therefore were being denied that “maximum benefit” obligated
by our constitution. This prompted introduction of legislation to double
Alaska’s gas severance tax to match the national average.

However, Anchorage legislators were not about to pass such a cost
increase on to their constituents, even though that increase reportedly
amounted to but $19 per year for the average gas-consuming family. To
no one’s surprise, the bill was quickly buried. Clearly, an offer they
couldn’t refuse seemed in order. To accomplish this, we introduced two
bills: one doubled the severance tax and the other, contingent upon pas-
sage of the first, granted everyone in the state a “dividend” in the form
of a $150 credit against their state income tax. Both passed and millions
of new dollars flowed into state coffers. Two million dollars went out in
tax credits; the remainder increased the state’s general fund. The only
ones unhappy were the Japanese.

Subsequently, however, I found almost no o