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The Alaska Permanent Fund: A Model of Resource Rents
for Public Investment and Citizen Dividends

Published i the Spnng 2002 issue of Geophilos, a publication of the Land Research Trust,
this paper was also one of the five winning essays from “There Are Altematives Project” of
the McKeever Institute of Economic Policy Analysis. A shorter version was also published
m Dialogues, a publication of the Canada West Foundation, fall 2005.

Summary: Wars are often fought over the ownership and control of land and natural
resources. Inequitable ownership and wasteful, unsustamable use of the earth's resources are
root causes of both the unjust wealth gap between the 1ich and the poor and the depletion
and collapse of our natural resource base. This paper describes the form and function of the
Alaska Permanent Fund as a model governmental institution for collection and distubution
of natural resource rents, particulardy oll, and makes suggestions for improvement of the
Fund. It also presents an analysis of fundamental issues regarding natiwal resource and tern-
torial claims and urges the establishment of a Global Resource Agency to collect and dis-

trbute transnational resource revenes.

fyouwere a third grade student in the state of Alaska, one day in school you would play a
game called Jennifer's Dilemma. The game tells the story of a little gid who has discov-
ered a box of valuable comns. Her dilemma is deciding what to do with an unexpectedly large
amount of money. It is a way for young children to leam about their own yeary windfall
fortunes from the Alaska Permanent Fund. In the year 2000, each one recerved a dividend
check for nearly $2000. The Alaska Permanent Fund is a case study in a new concept of the
role of govemment - that of agent to equitably distribute resource rents to the people,
thereby securing democratic common heritage rights to land and natiral resources.
Purchased from Russia m 1867, Alaska became the 49th state m 1939, Under the
Alaska Constittion (Article VIIL Section 2. General Authority) all the natiwal resources of
Alaska belong to the state to be used, developed and conserved for the masimmum benefit of
the people. Ten years after statehood the first Prudhoe Bay ol lease sale yielded $900 mullion
from o1l compares for the night to dull oil on 164 tracts of state-owned land. Compared to
the 1968 total state budget of 5112 million, this was a lnge windfall. By legislative consensus,
the ongmnal 900 million was spent to provide for basic commmmity needs such as water and
sewer systems, schools, airports, health and other social services.
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Although the ol fields were proving to be the largest m North Amernica, Alaskans came
to agree that a portion of this wealth should be saved for the future when the oil nns out. In
1976 voters approved a constitutional amendment, proposed by Govemnor Jay Hammond
and modified by the legislatire, which stated that at least 25% of all mineral lease rentals,
royalties, royalty sale proceeds, federal mineral revenue-sharing payments, and bomuses re-
ceived by the State shall be placed in a permanent fund, the principal of which shall be used
only for those income-producing mvestments specifically desionated by law as eligible for
permanent find mvestments.

The Alaska Permanent Fund was thus established as a state institution with the task of
responsibly admmistering and conserving oil and other resouuce royalties for the citizenry.

There are two parts to the Fund: princpal and income. The princpal is invested per-
manently and cannot be spent without a vote of the people. Fund income can be spent,
decisions as to its use being made each year by the legislature and the Governor.

The Fund was established as an inviolate trust, meaning that the principal of the Fund
is to be invested in perpetuity. The Fund thereby transforms non-renewable oil wealth into a
renewable source of wealth for futire generations of Alaskans.

Ol started flowing through the Trans-Alaska Pipeline in 1977, at the time the word's
largest prvately financed construction project. In February of that year, the Fund recerved its
first deposit of dedicated oil revenue of $734,000. All ncome from the Permanent Fund
was to be deposited in the state general fund unless otherwise provided by law. What to do
with the eamings generated and how they would best benefit the present generation of
Alaskans engaged Alaskans in debate for the two decades following the establishment of the
Fund.

Like Jenmifer with her box of coins, the dilemma was what to do with the growing n-
come from the Fund. Would it best be saved for the futiwe or managed as a development
bank for Alaska's economyr After a four-year debate the Alaska State Legislature decided in
1980 in favor of a savings trust for the future. The Alaska Permanent Fund Corporation
was created to manage the assets of the Fund.

The same year the Legislature also created the Permanent Fund Dividend Program,
retroactive to January 1, 1979, to distribute a portion of the ncome of the Permanent Fund
each year to eligible Alaskans as a dividend payment. By the end of 1982, after a couple years
of wrangling with the U.S. Supreme Cowurt over constitutional details, all residents of Alaska
- every woman, man and child - who applied for and who were found eligible (rmust be at
least one-year resident) received their first dividend wiuch was $1000. This was the historic
beginning of an anmual program paying to Alaskan atizens a fair and equal share of the
wealth from publicly owned resouuces.

In 1987 the Permanent Fund Dividend Division was created within the Department
of Revenuie to consolidate responsibilities for the admiristration and operation of the divi-
dend program Through the dividend distnbution program, the Fund puts more new
money into the state's economy than the total payroll of any mdustry in Alaska except the
US. mulitary, petroleum and the civilian federal government. Compﬂ_ted to the wages paid to
Alaskans b} basic industry, dividends make a greater contiibution than the seafood industry,
construction, toudsm, tmber, mmnine and agrculture. For a considerable percentage of
Alaskans, the dividend adds more than 10 percent to the income of their family. This is
particulardy true in nal Alaska.
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Those who received dividends each year from 1982 - 2000 have received a total of $18,
511. There were 582,105 citizens who recerved a total of $1,143,172,725 in dividends in the
year 2000, which amounted to an individual dividend of $1963 per person. Overall, the
dividend program has dispersed more than $10 billion into the Alaskan economy. The prn-
ciple of the Fund was neardy 526 billion as of June 19, 2001.

There is strong citizen interest in the Fund's operation and investment activities. Eam-
mgs of the Fund undergo special public scnutiny since any expenditire of such eamings
must be subject to the legislative appropuation process. Beautifully desioned and prnted
Iiterature is available which descabes in detail the various components of the Fund. An An-
nual Report is distributed each year. Under the policy guidance of the Fund's six trustees and
the executive director and staff selected to execute it, there has developed an extensive ac-
countability program and open meetings with opportunity for citizen participation.

The Alaska Permanent Fund Corporation website (www.apfc.org) keeps current all in-
vestment and distibution activities of the Fund. The history of the development of the
Fund, its incorporation, detalls conceming its management, along with up-to-date mforma-
tion on the Fund portfolio and dividend pay-out amounts can all be found on the website.

Also posted therein are lesson plans that can be downloaded for teachers to use m their
classes such as Jennifer's Dilemma, other teaching stones, and puzzles and games to further
education and mterest m the Fund. From the website one can email any questions and re-
ceive a direct reply from a knowledgeable Fund trustee or employee.

The Alaska Permanent Fund is a well-managed, transparent and democratic institution.
It is a remarkable pioneering model of a fair and effective way to secure common heritage
wealth benefits for the people as a whole. While indoubtedly an mstitution worthy of repl-
cation woddwide, there are, however, aspects of the Fund that upon dose exammation

reveal the begmnines of another dilemma.
Charlie’s Challenge and the Prudent Investor Rule

Let's call this dilemma "Chadie’s Challenge." Imagine now that Jennifer has given Uncle
Charlie some of her valuable comns to mvest in the best and safest way possible. Jenmifer
trusts Undle Chaiie to do a good job because he 1s an expert mvestor. Chardie mvests in a
diversified portfolio of stocks, bonds and other secunties, nchiding real estate. Having care-
fully explored potentially good deals for real estate investments in "the lower 48", Charie
selects several properties, including one in the Gity of Philadelphia. Philadelphia has low
property taxes, state and federal monies pouring into the city and "free enterprise zones" so
land values will surely be nsing. Real estate in this aity looks like a good mvestment for Jenuu-
fer.

However, inbeknownst to Charlie, there is a growing atizen’s movement in Philadel-
phia that is set on capturing for the people of that city the equivalent of Alaska's oil wealth -
the value accruing to a different type of valuable natural resource - the surface land sites of
Philadelphia. Chardie's Challenge 1s this: when he becomes aware that the citizen’s move-
ment for land value taxation in Philadelphia will cut into profits for Jennifer's dividend in-
vestment find, what will he dor Will he try to keep the resource rents of Philadelplua flow-
ing into Jennifer's portfolio or might he decide to help the atizens of Philadelphia establish
their daim to the resource rents of therr own temitory? Or will he simply withdraw funds
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from real estate mvestments that may not be so profitable once land values are recaptired
by the aty for the benefit of its atizentyr

Charlie’s Challenge is quute literally the sitvation that i1s emergng for the Alaska Perma-
nent Fund Corporation and its Board of Trustees. The Fund now owns investment prop-
erty in the city of Philadelphia. There is indeed a growing citizen movement in that city to
shift taxes onto the value of land sites, thereby recaptunng resource rents as a common hen-
tage night for the citizens of the temtory of this municipality.

Keep in mund that the Fund is now so enommous (526 billon) that it has the power to
grab significant amounts of resource rents from anywhere on earth. Within established
foundation guidelines of the "prudent investor mile” the Trustees' goal is to eam slightly
better than average rates of retum with slightly below-average levels of nisk. In other words,
the Fund is managed under normal investment procechures and critena. And under normal
mvestment nules, there are no established ethical critena for socially responsible mvestme. In
fact, the Fund makes a special pomt that it minimizes risk and within that constrant mas-
mizes investment yield and does NOT engage in "social” or "political” investing.

In other words, mandated by law to secure the contimied prospenty of the atizens of
Alaska now and mto the fiire, the Fund is in the position to make substantial profits from land
and natural resources from people all over the world via Fund investments in real estate’ and
stocks, as profits from the latter also nchide substantial amounts of land and resouce rent.

Thus the Fund faces this ethical challenge of global dimensions. Established to secure
common heritage nghts to rents and royalties from the oil and natural resources of Alaska
for the atizens of Alaska, it 1s now begmning to extract resource rents from other territores.
Unbeknownst to people elsewhere who have not secured their own rghts to common
hentage resources is the fact that Alaskan people are “stealing” their resource rents through
petfectly legal, “responsible” and yes “prudent” mvestment mechanisms.

From thus perspective, Chardie’s Challenge 1s a dilemma of monumental proportions.
As people all over the world begin to awaken to and mdeed demand their nhts to the rents
of common hernitage resources, investment portfolios will never again be the same. The
Alaska Permanent Fund and all other public and prvate mvestment funds will have to look
elsewhere to generate profits - maybe to mvestments in renewable energy technologges that
could help ATT of us when the ol nns duy.

Viewed holistically, and as a fundamental paradigm shift in property nghts ethics, the
Alaska Permanent Fund opens yet other important dimensions of mquury.

The state of Alaska receives federal money for substantial federal mulitary installations.
The military is established to protect the temtory of the United States and this protection
secures the nohts to US land and resources for the people of the US as well as non-nationals
who have legal title to Amencan lands. The military, paid for by US citizens out of federal
Income taxes, is protecting Alaskan atizens' nohts to the resource royalties they are now
collecting through the Fund. Through providing protective services, all US atizens are con-
tobuting to the value of Alaska o1l resouuces and thus to the dividends paid to Alaskans, but
getting no value n retin, as the federal government is not taxing Alaskan ol wealth.

Additionally, the Find is now so large that it is a major souuce of loans to the US gov-
emment via US savings bonds. So not only are US atizens from the other 49 states contuib-
uting through their tax dollars to the value of Alaska oil resources via military expenditures,
they now have to pay interest on the federal debt to the Fund out of their own hard-eamed
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mcome taxes. And where, one might ask, are the Alaska Permanent Fund equivalents for
the other ol producng and mmeral mining statesr Many large corporations owning these oil
and mineral lands sometimes pay no taxes whatsoever. They engage in other ventures such
as agribusiness at a loss, write the loss off agamst their ol profits, and end up with no “prof-

1ts”” on the books to be taxed.

Resource Rights and Territorial Claims

Let us deepen our inquiry concerning property rights in land and natural
resources as it relates to the Fund, checking in again with Jennifer and Uncle
Charlie. What would Jennifer do if she met up with another claimant to her
valuable coins? What if someone informed Jennifer that the box of coins was
originally theirs, because they had found the box first, and had simply put it on
the shelf where she had found itr Now they had returned and wanted it back.

Here we confront issues of the establishment of rights to territory by dis-
covery and prior claim. Jennifer "discovered" the coins but someone else
claims them as originally theirs. If Jennifer refuses to surrender her coins to the
puor claimant, the situation could deteriorate to violence and bloodshed, may-
hem and murder, or even a lawsuit. Uncle Charlie better supply Jennifer with
some really big guns or funds for an extensive court battle. Claim could then be
determined by force i the former or cunning in the latter.

There is a miasma of problems with trying to establish territorial nghts by
any of these methods, either discovery or prior claim, by military force or by
current legal mechanisms. The persistent conflict in the Middle East comes
readily to mind, as do indigenous land issues and the wounds of historic land
grabs still festering throughout Latin America. Less well-known are the raw
realities of the concentration in the ownership and control of land and re-
sources in the United Kingdom, Scotland, and the United States, all first world
countries where a few individuals or corporations own massive amounts of
natural wealth.

And now back to Alaska with the really big question. Upon what basis 1s
the exclusive claim of the people of Alaska to the oil resources of Alaskar Let
us consider the history of this claim.

The state takes its name from the Eskimo word "Alakshak." The "prior claim"
by ongmal occupancy would appear to be exclusively that of the mdigenous people.
Russia claimed Alaska by night of discovery after it was sighted by Vitus Bening in
1741. Purchase was negotiated by the US govermnment's Secretary of State William
H. Seward who bought Alaska from Russia m 1867 for $7.2 mullion, about two
cents an acre. Was the purchase by the United States and thus the transfer of nights
to exclusive claim legitimate on the basis of Russia's prior claim by discovery?

World War II had a substantial impact on Alaska as the United States sent
thousands of workers there to build defense installments and the Alaska Highway.
In 1942 the Japanese occupied several Aleutian Islands, the only part of North
America that was invaded dunng the war. "Might makes right" enables an exclusive



170 The Earth Belongs to Everyone

claim to be secured and mamtained and frequently is the ongin of the claim itself.
But does the ability to mamntain a terntonal boundary through military protection
stand up as an appropuate basis for exclusive claimr

Is the exclusive daim of the people of Alaska to the oil resources of Alaska
theirs by nght of that state's constitutional law? Legally, ves, a legality that was put in
place well after United States Federal and State Constitutional law was established
for the "lower 48" states, and much later than the land of North Amenca was
grabbed by force of conquest from indigenous peoples. That a state constitution
and a democratic vote of the people established a basis and a mechanism for equal
nghts to natural resources is a phenomenal and profoundly mmportant human
nghts achievement and should be acknowledged as such.

Nonetheless we must question whether democratic process itself 1s a sufficient
basis for an exclusive claim to natural resources by people residing in a particular
terntory. If that terntory contains resources essential for the well-being of everyone
else on earth, then the absolute control of that resource by the people of that terri-
tory, no matter how democratic the internal politics may be, would give those peo-
ple undue and unjust power and control over the people of the rest of the world.

Thus we see that the basis upon which the citizens of Alaska stake their exclu-
sive claim to the oil and natural resources of Alaska i1s a complex historical weaving
of terntonal claims by discovery, purchase, mulitary might and democratic law. In-
terestingly, the land night due to occupancy or "prior claim," negated as a way to
secure an exclusive claim of mdigenous peoples to the temmitory by the several ensu-
mg methods of claam by newcomers, finds its muror in the Alaska Permanent
Fund requrement that an mdividual must reside m Alaska for at least twelve
months in order to qualify for the Fund dividend payments. Time-determined oc-
cupancy is certainly one way to stake a claim to the benefits of natural resources n a
terntory, reminiscent of earier US homesteading approaches to land nghts. But
here again, we must ask if this is a sufficient ethical basis for an "exclusive" claim?

The essential question then is this: Is it fair and just to exclude people from
everywhere else m the world from benefiting from the extremely valuable, nature
created oll deposits of Alaska because of any of these territonial nohts miles and ne-
gotiationsr’ Are any of these methods of claiming terntory more moral and ethical,
more m alionment with truth and justice, than others? In other words, 1s there a
moral and ethical hierarchy, if you will, of temtonal claims, some being more
"right"" than others?

We must conclude that while some of these means to claim may be more just
or fair than others, the exclusive claim of the people of Alaska to the oil royalties of
Alaska cannot be made on the basis of either prior claim, discovery, purchase, abil-
1ty to maintain and secure possession, constitutional law, or length of residency.

Ultimately, the only rational, supportable, moral, just and ethical basis upon
which the atizens of Alaska can assert a claim to the oil resources of Alaska is by
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birthright to the gifts of nature. And that cannot be an exclusive claim. The claim
by burthright can only be legitimate if it 1s acknowledged that all other human be-
ings have an equal claim to land and natural resources. The deepest ethical dimen-
sion of terrtonal nights recognizes that humanity 1s one and mdivisible in its fun-
damental claim to the earth as a birthnight of all

People from the rest of the world, with no oil n their terntones, can only es-
tablish the nght to o1l by purchase or force. It they are dependent on oil to develop
and advance their economies, but only are able to purchase and not profit from oil,
then these people will remain m a subservient and mendicant relationship to the
controllers and claimers of oil nch temtones until the ol mns dry. By then the
Alaska Permanent Fund will have an even larger investment portfolio by which to
extract land and resource rents from people elsewhere. This is the fundamental
moral and ethical contradiction of the Alaska Permanent Fund and its modus op-
erandi as a "prudently” managed investment trust.

If the Fund trustees and the atizens of Alaska were to deeply consider this
common heritage nghts basis for their claim of oil royalties and the profit on Fund
mvestments they would certanly come to realize the need for a broader, global,
humanitanian role for the Fund - that of assisting people in other parts of the world
to secure their own fair share rights to resource rents.

For mstance, Afica now accounts for 14 percent of US. ail impoits, a mumber
that could grow to 25 percent by 20152 Many Afican countres with oil wealth do not
publish their oil revenue in the national budgets. These nations are nfe with stife, civil
war, corruption and poverty. Humanitanan organizations and many African atizens are
calling for transparency and accountability in the management of oil funds and for the
use of oil wealth for overall economic development. The Alaska Permanent Fund
could play an important role by helpine to establish similar fnds in these nations.

Additionally, the Fund could develop a screen for its mvestments that would go
beyond even currently established cutena for soaally responsible mvesting. It could
decide NOT to invest in land and resource secunties and instead TO invest primarily in
(1) the development of renewable eneroy technology; (2) stuctly goods and services
businesses and mdustries; and (3) m places and in ways that would support the emer-
gence of forms of govemnance holding prnaples alioned with the prmary task of the
Fund, 1e., the collection of resource rents as a common herntage noht for all people on
an equal and democratic bass.

It would be a big step m the nght direction if people all over the world awalk-
ened to their claim to the land and resources of the earth as a buthnght and de-
manded that thus nght be wrtten mto their constitutions, as did the Alaskans. But
based on nation state boundaries, this would be insufficient to secure justice in land
nghts worldwide. Nation states were formed in a number of ways, but ponmarnly
through force of conquest. Consequently, some nation states are large and well
endowed with land and resources, while others are small or lack natural resources.
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Furthermore, former colomial states now mndependent did not thereby automat-
cally gain control of their resources for their own people.

Global Resource Agency
There is an wgent rational, ethical and democratic imperative for the creation of a Global

Resource Agency that would function n some ways similar to, but much more exten-
sively than, the Alaska Fund. The Global Resource Agency would be responsible for (1)
monitonng the global commons (eg, the ozone shield, global forest reserves, fish); (2)
detenmining miles for access to transnational resources (like the oceans, electromagnetic
spectium and satellite orbital zones); (3) 1ssung use permuts; and (4) collecting resource
royalties and reverues.

The Global Resource Agency could also assume substantial authority for equitably
distubuting fees collected from common hentage resources wordwide as calculated by
formmulas based on population, development catena and currency purchasing capaaity.
For example, a percentage of the oll rents from the Alaska Permanent Fuand would be
collected by the Global Resource Agency and either distnbuted directly to afizens i re-
gions with no ol resources n a kind of dvidend shanng program or made available as
Interest free Joan finds for sustamable development projects m those areas.

The Global Resource Agency could fund institutions and activities needed for
global environmental protection, justice, and peacekeeping, such as the World
Court and the International Criminal Court. This would in tum contribute to a
better and more secure quality of life for the atizens of Alaska and elsewhere who
would pay a portion of their resource rents into the GRA. The principle that the
earth 1s the birthnght of all on an equal basis would also guude legal decisions made
by the courts in determining just solutions to terntonal disputes.

The emergence of such an institution is essential if we are to create a world that
works for everyone. However it would take years for it to be accepted and areated. In the
meantime diverse existing Urnited Nations agenaes and other mtersovemmental mstitu-
tions and mechamisms could assume the responsibilities isted above. While some nation
states which are strongly controlled by vested mterests who profit from the ciurent system
might balk at the idea of a Global Resource Agency, others would offer their endorse-
ment if it were truly capable of promoting stability and economic farr play for their people.
Seed funding and technical assistance from the Alaska Permanent Fund could be pro-
vided to work together with these nations and worldwide networks of humanitanan non-
govemnmental organizations to establish and coordmate the vanous components, wiich
would then be brought together to form the Global Resource Agency.

Some people might object to the idea of a Global Resource Agency out of
tears that 1t would add another top-heavy level of bureaucracy to an already gov-
emmentally burdened world. But those advocating strenothened global governance
ask us to imagine the shape of the emerging world as a pyramud with three basic
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levels: a small tier at the top for global mstitutions, a greatly shmmed down second
band of national governments, and a vast study base of local government, with a
pumary role of governance on each tier to collect and redistubute land and re-
source rents and royalties as common heritage funds for the benefit of all. Thus
much of the resources raised, decsions made and benefits provided would be at
the local level.

Conclusion

The object of the 4000-year-old oriental game of GO is to gain control of territory
by captuning enemy stones on a board. You win by forming walls with your stones
that surround more temritory than do your opponent's stone walls. One of the old-
est games known, GO 1s based on the concept that if you possess land or temitory,
you have an area to base life on. You then have liberty and freedom. Without land
or terntory, you do not have anything to base life on and are considered without
life, or dead.

Chess, probably mvented m India in ancient times, was widespread i Europe
mn the 16th century when the rules were definitively stabilized. A more directly con-
frontational and combative game than GO, chess exlubits the same theme of tern-
tonal conquest and control as a lite or death affair. Both are games of metaphor
that murror real life militanized terntonal goals.

Consider for a moment that for thousands of years and mullions of hours trl-
lions of bran cells have been trying to take, expand or hold ternitory in the face of
the "enemy." We now live in an age when defining the "other" as "enemy" can lead
to the annihilation of both. "Winning" by taking away the territory of the "other"
now has a boomerang effect, as numerous intractable civil wars attest. Time, atten-
tion, energy and money devoted to securing or mamntaining exclusive claim to par-
ticular territory now needs to be redirected to save the earth, all of humanity and
other life forms from the current threat of overall ecosystem collapse.

The spirit of our age, with the image of the earth as seen from space embla-
zoned m our mindscape, msists that the arcle now be drawn to mclude all, each
and every one of us, as equal claimants to the whole earth itself. This quantum leap
worldview can and surely will be the basis for profound changes in mstitutions of
governance, economics and law. The right to the earth itself as a right by birth is the
most fundamental human right of all. The Alaska Permanent Fund, based on the
democratic constitutional equal night to natural resources, though not a perfect
model, is nonetheless one of the most enlightened governmental "works in pro-
gress" at this time on earth.
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! The Fund's real estate portfolio consisted of 63 separate investments with a market
value of $2.5 billion as of June 30, 2000.

2"Oi1l for us; hope for them: US. trade with Africa should stress value of human rights"
by Ian Gary, Philadelphia Inquirer, July 9, 2001

Note: Material for this paper taken from "An Alaskan's Guide to the Permanent Fund, 9th edition,
anmual reports of the Alaska Permanent Fund Corporation and Alaska Permanent Fund Divi-
dend, and the Fuand website, wiwwapfc.org,

This image is from the website of the
Alaska Permanent Fund Dividend Division.



