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Abstract 

Alaska has a projected budget deficit of $946 million in the coming fiscal year. 

The state’s main savings account has enough to cover the deficit this year, but doing so 

will essentially drain the account. The projected deficit balloons to $2.3 billion in the 

following fiscal year without any changes to revenue or savings. This fiscal cliff has been 

looming for years. Alaska has no statewide sales, income, or property tax and is heavily 

reliant on revenue from oil production, leases, and taxes, which make up around 90 

percent of the state’s discretionary budget. Revenue is, therefore, heavily dependent on 

oil production and price, both of which can vary wildly. While Alaska has saved 

successfully in some years, it has generally been spending more than it brings in since 

2012. No new substantial revenue streams have been created. Further complicating the 

issue is the existence of Alaska’s unique Permanent Fund, a fund created to invest wealth 

from oil production for future generations, and which has traditionally and statutorily 

provided dividends to Alaskans nearly since its inception. The fund’s earnings are 

theoretically an option to help cover state expenses, but the subject is ripe with political 

division.  

  This proposal discusses the problems that have led to the current crisis, attempted 

solutions in recent years, and the public and other stakeholders’ responses to these. It 

compares a progressive statewide income tax against other commonly discussed 

solutions: a state sales tax and Permanent Fund Dividends cuts.  The proposal’s 

recommendation is for the incumbent Speaker of the House to introduce legislation for a 
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progressive statewide income tax (similar to the structure of one that nearly passed 

several years ago) as a tool to help solve the looming deficits. It will not do so on its own.  
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TO: Speaker of the House Bryce Edgmon 
 
FROM: Jessica Holden Braunlich 
 
DATE: December 1, 2020 
 
SUBJECT: Alaska’s Fiscal Crisis 
 
 
 

Action Forcing Event 

On July 17, Alaska’s Legislative Finance Division released a report projecting a 

$946 million deficit for the state this fiscal year. While this deficit can be met with the 

Constitutional Budget Reserve (CBR), the report forecasts those funds will be nearly 

drained in 2021.1 At current budget levels, expecting no new revenue and with a 

traditional Permanent Fund Dividend (PFD) payout, the deficit would jump to $2.3 

billion in FY22, with no Constitutional Budget Reserve funds remaining to help meet the 

gap.2  

Statement of the Problem 

 Alaska faces a critical budgetary problem in the coming fiscal year: Expected 

state spending will continue to exceed state revenues,3 further relying on – and nearly 

                                                           
 
1 Alaska Chamber. (2019, March 22). It’s Time for a Sustainable Fiscal Plan. Retrieved from 

https://wordpressstorageaccount.blob.core.windows.net/wp-media/wp-
content/uploads/sites/1007/2019/05/2019_03_22_Sustainable_Fiscal_Plan_OpEd.pdf 

2 Brooks, J. (2020, July 23). As Alaska deficit nears $1.3 billion, savings accounts are expected to run dry next year. 
Anchorage Daily News.  

3 Rea S. Hederman JR., Andrew J. Kidd, Ph.D., Tyler Shankel, James Woodward, Ph.D. 2019. "Unsustainable 
Spending: The State of Alaska's Budget and Economy." Alaska Policy Forum. 
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draining – the funds in the state’s Constitutional Budget Reserve.4 Alaska is 

constitutionally mandated to pass a balanced budget each year.5  Continuing to drain the 

CBR without a long-term fiscal solution is problematic for several reasons. One is that it 

leaves the state with little – and possibly no – reserves to respond to unforeseen financial 

needs (like those currently being experienced due to the Covid pandemic, or by a large 

earthquake as we have experienced). Another is that Alaska’s credit rating has already 

dropped significantly, with agencies continuing to raise concerns about the state’s 

financial volatility going forward.6 This will continue to increase the cost of borrowing 

for the state. Finally, with no reserves to fall back on, the state will be forced to make 

drastic changes quickly, either by enacting deep and sudden spending cuts or by drawing 

in new revenue. Deep spending cuts bring their own risks, including loss of matching 

federal dollars, strains on social service and other supportive industries, and negative 

consequences to state economic activity.7 No new revenue options, besides tapping 

Permanent Fund earnings, can realistically be executed in the course of one fiscal year; 

any tax changes or introductions would take time to setup and administer. It is true that 

there have been unfulfilled projections over recent years that the CBR would be drained 

sooner than it has been. Some have used this as an argument to delay addressing the 

ongoing gap between spending and revenue, but the fact remains that the fund provides 

very little cushion and puts the State in a financial predicament whether it completely 

                                                           
 
4 (Brooks, As Alaska deficit nears $1.3 billion, savings accounts are expected to run dry next year, 2020) 
5 (Alaska Constitution, Article IX) 
6 (Fitch Ratings, 2020) 
7 (Zak, 2019) 



3 
 

runs out this year or next; it is inherently reliant on the CBR without other major changes 

to revenue or spending.  

This problem has been years in the making. State spending has been largely 

outpaced revenue in the past decade,8 resulting in a reliance on other funding sources 

including the Constitutional Budget Reserve and Permanent Fund Dividend Earnings 

Reserve Account.9 While there is plenty of political and ideological debate around this 

fiscal situation and the way to address it, there are key facts on both the revenue and 

spending side that explain its existence. 

Figure 1: Spending vs. Revenue10 

 

Revenue Side Problems 

Since the 1980s, around 90 percent of Alaska’s discretionary budget has been funded 

by oil revenues.11 The state has no sales, property, or income tax. It is, therefore, heavily 

                                                           
 
8 Guettabi, Mouhcine. 2020. On the Alaska budget: A historical comparison. January 22. 
9 (Rea S. Hederman JR., 2019) 
10 (Knapp, Director, Institute for Social and Economic Research, University of Alaska Anchorage, 2016) 
11 Knapp, Gunnar. 2016. "Director, Institute for Social and Economic Research, University of Alaska Anchorage." 
Complicated Alaska Budget Crisis Explained in Simple Terms. February 15. 
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reliant on and influenced by oil prices and production – neither of which it can control. 

Alaska saw peak unrestricted revenue from oil in 2012 before it dropped to only 19 

percent of that peak in 2015, where it has since remained relatively flat.12  The state added 

no other substantial revenue generation in this time. In recent years of lower oil prices (as 

depicted by the Unrestricted General Fund (UGF) line in the chart above), spending has 

not dropped below revenue, though it has decreased. To make up the difference, the 

legislature and governors have continued to pull from the CBR while attempting, without 

success, to enact a longer-term plan. 

Spending Side Problems 

 The spending side of Alaska’s budget crisis is a bit more complicated. Since the 

1980s, Alaska has had many years in which revenue was higher than spending, and the 

state was able to invest savings into the principal of the Permanent Fund and to the 

Constitutional Budget Reserve and to pay out large dividends to Alaskans.13 Of course, to 

arrive at such severe deficits in recent years there have also been years – primarily since 

the oil price drop in 2015 – in which spending significantly outpaced revenue.  

When accounting for inflation and population growth, Alaska’s real agency and 

capital spending per capita is actually down substantially in recent years. While per capita 

spending did rise with higher oil prices in the early 2000s, it dropped again steeply after 

                                                           
 
12 (Rea S. Hederman JR., 2019) 
13 (Knapp, Director, Institute for Social and Economic Research, University of Alaska Anchorage, 2016), (Guettabi, On 
the Alaska budget: A historical comparison, 2020) 
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the oil price crash in 2015. These reductions, however, were not enough to meet the gap 

in revenue.  

Figure 2: Agency and Capital Spending per Capita 14

 

 

Impact 

 Since neither overspending nor printing money is an option as it is at the federal 

level, something must be done to address the Alaska’s looming deficits on the spending 

side, the revenue side, or both – none of which will be without impact on Alaskans. The 

impact is already being felt, as per capita spending has decreased and Permanent Fund 

Dividends have been capped in recent years. While it is true that Alaska spends much 

more per capita than other states, that is due in large part to providing state and federally 

mandated services to such a vast population, with little infrastructure.15 Potential new 

revenue generation would almost certainly come in the form of tapping Permanent Fund 

                                                           
 
14 (Guettabi, On the Alaska budget: A historical comparison, 2020) 
15 Kitchenman, Andrew. 2016. Alaska has the highest level of state spending, but that’s not the whole story. July 25.  
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earnings and reducing Dividends or an income and/or sales tax, all of which impact 

Alaskans’ pocketbooks.16  

History and Background 

 There are several key areas crucial to understanding Alaska’s financial structure 

and current situation: Alaska’s revenue streams, its chief savings accounts and funds 

(Constitutional Budget Reserve and Permanent Fund), the changes that have led to the 

current fiscal crisis, and recent attempts to remedy it. 

Alaska’s Revenue Structure 

 With no statewide personal income, property, or sales tax, Alaska’s largest share 

of revenue comes from taxes on the oil industry (a combination of production, property, 

and corporate income taxes) and royalties on state land leased to oil companies. These 

revenues have historically made up around half of the state’s total budget, and upwards of 

ninety percent of its general fund (discretionary spending).17 By the nature of oil-related 

tax structure in Alaska, revenue is impacted by both the amount of oil production in 

Alaska as well the price of that oil. 

 The remainder of Alaska’s income comes primarily from the federal government 

(which is typically restricted funding) and investment earnings on the Permanent Fund 

                                                           
 
16 Other industry taxes, fees for service, etc. are estimated to be so nominal they are not useful to discuss ( (Knapp, 
Director, Institute for Social and Economic Research, University of Alaska Anchorage, 2016). 
17 Understanding Alaska's Revenue. (2020). Retrieved from Understanding Alaska's Budget: 
http://www.alaskabudget.com/revenue/,  
 

http://www.alaskabudget.com/revenue/
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(see below). The smallest portion (around five percent typically) comes from things like 

fees for permits and licenses and fish and mining taxes.18 

Alaska’s Permanent Fund 

 Alaska’s Permanent Fund is well known in the state. As it has become the topic of 

much political and philosophical debate in Alaska’s current fiscal crisis, it is worth 

clarifying some of the basic facts surrounding its establishment and associated statutes.  

Voters established the Permanent Fund in a 1976 constitutional amendment that 

would invest a portion of Alaska’s income from oil production into a fund for which the 

principal would be used to generate additional income.19 Four years later, the legislature 

established the Permanent Fund Dividend program to distribute earnings from the fund to 

state residents. While the fund is constitutionally established, the Dividend is not. The 

specifics of Permanent Fund Dividend payouts have ranged from a scaled amount given 

to adults only based on years of residency,20 to the current structure, which issues checks 

to all ages of Alaskans who have been residents for a year.21 While there is often 

confusion and debate around the distribution formula and whether it should or can be 

changed, it is important to note that the formula - like the Dividend itself - is statutory, 

                                                           
 
18 (Understanding Alaska's Revenue, 2020) 
19 (Alaska Constitution, Article IX) 
20 This was ruled unconstitutional by the US Supreme Court; the ruling indicated payments must be equal to residents. 
21 Historical Timeline. (n.d.). Retrieved October 2, 2020, from Alaska Department of Revevnue Permanent Fund 

Dividend Division: https://pfd.alaska.gov/Division-Info/Historical-Timeline 
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not constitutional; it can be changed by the legislature, and has been since the Dividend 

was established.22 

Constitutional Budget Reserve 

 Voters amended Alaska’s constitution in 1990 to create the Constitutional Budget 

Reserve (CBR), the other large savings mechanism for the state government. The 

amendment established that besides money that went into the Permanent Fund, all future 

money the State received in settlements from oil tax disputes would be saved in the CBR 

account. The legislature may withdraw funds from the account with a three-fourths vote, 

and the state must repay the Reserve from general fund surpluses in subsequent years 

(though no timeline or consequence for failing to do so are given).23 A recent history of 

the CBR’s balance is below: 

Table 1: Congressional Budget Reserve Historic Value24 

Fiscal Year Market Value 
2020 $1,983,225,766 
2019 $1,831,528,130 
2018 $2,360,130,336 
2017 $3,895,949,155 
2016 $7,331,403,856 
2015 $10,101,380,473 
2014 $6,057,834,291 
2013 $5,764,021,059 
2012 $5,451,989,304 
2011 $5,164,044,306 

                                                           
 
22 Groh, C. (2019, October 23). Myths, Miscconceptions, and the History of the Alaska PFD Formula in State Law. 

Anchorage Daily News. Retrieved from https://www.adn.com/opinions/2019/10/23/myths-misconceptions-
and-the-history-of-the-alaska-pfd-formula-in-state-law/ 

 
23 (Alaska Constitution, Article IX) 
24 Constitutional Budget Reserve. (n.d.). Retrieved October 4, 2020, from Alaska Department of Revenue Treasury 

Division 
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Arriving at the Current Crisis 

 Some policy makers, researchers, and Alaskans have been raising concerns about 

the sustainability of Alaska’s reliance on oil since the early 2000s, noting that a sustained 

drop in oil prices and/or production could lead to major budget shortfalls at current 

spending levels, forcing the state to make difficult decisions.25 The chart below from 

UAA’s Institute for Social and Economic Research shows a history of General Fund 

revenue through 2019, in which oil’s contribution is evident. This chart specifies neither 

production rates nor some changes in oil tax structure, but the volatility of oil prices and 

the ultimate effect of the oil industry on Alaska’s unrestricted revenue is clear. Since 

then, prices and production have both declined (as production was predicted to do; prices 

are harder to predict accurately).  

Figure 3: Unrestricted General Revenue26 

 

The current crisis can be tied to steep oil price drops in 2014 that have not 

rebounded to previous levels or levels high enough to meet the state’s spending level, 

                                                           
 
25 (Understanding Alaska's Revenue, 2020) 
26 (Guettabi, Budget Basics, 2019) 
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triggering significant withdrawals from the CBR (see chart above) and portions of 

Permanent Fund Earnings (see below).  

 Alaska has not always spent more than it brought in in revenue; in fact, there have 

been years where substantial contributions have been made to the CBR and Permanent 

Fund. While spending has at times gone up following increased revenue, the state has 

also responded by reducing spending in subsequent years27 (though there has been a lag 

in balancing out spending with revenue. One could attribute this to poor appropriations 

by the state government, an inability to predict future revenue, that it simply takes time to 

shrink budgets after they grow, or some combination.).  

 Like with revenue, inflation should be taken into account when looking at 

spending, as should population. Looking solely at nominal figures for spending only tells 

a portion of the story. Rather, real figures that factor in inflation as well as population 

give a more complete picture of how the State is spending money on its residents.28 

Alaska’s population has grown considerably since statehood: 

 

 

 

 

 

                                                           
 
27 (Guettabi, Budget Basics, 2019) 
28 (Guettabi, Budget Basics, 2019) 
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Fighre 4: Historic Population29 

 

When real figures are used, as in the chart below, one can see that spending per 

capita jumped for a decade in the ‘80s, but has been as low in the past six years as it has 

ever been.30 It is possible that not increasing per capita spending may have prevented 

some of the withdrawals from the CBR and Permanent Fund; however, as oil production 

and prices have continued to decline, it would have likely just delayed the situation the 

state is currently in.  

 

 

 

 

                                                           
 

29 (Alaska Legislative Finance Division, 2020) 
30 (Guettabi, Budget Basics, 2019) 
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Figure 6: Per Capita Capital Spending31 

 

 While this view of state spending gives a more complete picture of how money is 

spent relative to the state’s population, there still exists a potential philosophical and/or 

political difference of opinion regarding whether a government should over time only 

spend at certain levels regardless of population or if it should spend around the same 

amount per capita and increase its revenue somehow – a disagreement that has been 

prominent in recent attempts to address the problems.   

Key Political Actors & Attempted Solutions  

 The governor and legislature are the key political actors who affect Alaska’s 

budget trajectory. The Governor is responsible for presenting an initial budget to the 

legislature before their session begins, and the two bodies negotiate from there. 

Importantly, the governor has a line-item veto power, which can only be overturned by a 

supermajority of legislatures (45 of 60), which sets up a potentially challenging dynamic 

between the two branches.32 As discussed in more detail in the political analysis, both the 

legislature and governors have political interests in their rural and urban constituents and 

                                                           
 

31 (Guettabi, On the Alaska budget: A historical comparison, 2020) 
32 (Alaska Constitution, Article IX) 
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communities as well as the business community. While one could argue that today’s 

problems could or should have begun to be addressed by forward-thinking legislatures 

and governors a decade or more ago, the past six or so years provide the most relevant 

context for addressing the challenge now.  

Governor Bill Walker was elected as an Independent in 2014, the same year oil 

prices crashed; many of the recent attempts to address the budget crisis came during his 

four-year tenure. Over the course of his administration, Walker proposed a variety of 

measures to address the budget deficits: mixtures of new taxation strategies (oil, fuel, and 

personal income taxes including those proposed in 2017’s HB115 or “the Education 

Funding Act,” the basis for this proposal), spending cuts, and capped Permanent Fund 

Dividends.33 In 2017, Walker’s final year as Governor, the Republican-led legislature 

agreed to some of the cuts and, ultimately, capped Dividend, but not any new revenue 

sources. The agreement was not without tension, however, with Walker vetoing 

legislative budgets, proposing budgets with significant gaps in attempts to collaborate 

with the legislature, and multiple special legislative sessions to resolve disputes between 

the Governor and Legislature’s budget. Per Alaska’s constitution, all budgets were 

eventually passed balanced, drawing largely on the state’s reserves.34  

 Governor Mike Dunleavey was elected in 2018 with campaign promises of full 

Permanent Fund Dividends – including backpays for the amounts over the capped 

Dividends during the Walker administration - and a balanced state budget by cutting 

                                                           
 
33 Alex DeMarban, Y. R. (2016, Jul1 1). Calling It a 'Day of Reckoning,' Alaska Governor Slashes Spending. Retrieved 

from Governing: https://www.governing.com/topics/finance/tns-alaska-walker-veto-budget.html 
34 (Alex DeMarban, 2016) 
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spending alone. Governor Dunleavey’s first budget for FY20 presented to the legislature 

did just that, reducing state spending by twenty five percent.35 The legislature fought 

many of these cuts, with Dunleavy ultimately vetoing those that were reinstated, and the 

legislature unable to override all of the vetoes. Shortly thereafter, an effort launched to 

recall the governor on the basis that his “sudden, severe, and sometimes illegal budget 

cuts have caused tremendous harm to Alaska and Alaskans.”36 The recall campaign is still 

active, though the Governor’s handling of the Coronavirus Pandemic – as well the 

priority the virus response demands – has slowed the campaign, and his polling has 

improved in recent months.37  Governor Dunleavy proposed an FY21 budget flat with the 

budget ultimately passed for FY20. The FY21 budget relied heavily on the CBR once 

again, though he stated the draw is not feasible and “we have to have the Legislature 

decide what they want to look at going forward in terms of underwriting this budget.”38 

The Covid pandemic erupted during the subsequent legislative session, creating the need 

for the legislature to focus on spending for response and relief. They closed out the 

session without enacting any new revenues, and with spending levels that led to the 

cautionary July report from the Legislative Finance Division. 

 In short, the past six years have included a variety and range of policy options on 

the table through both executive and legislative bodies to address Alaska’s budget 

                                                           
 
35 Olsen, H. (2020, September 20). Alaska's Governor Could Hold the Future of Fiscal Conservatism in his Hands. 

Washington Post. 

36 Recall Dunleavy. (n.d.). Retrieved from https://recalldunleavy.org/home/ 

37 (Olsen, Alaska’s governor could hold the future of fiscal conservatism in his hands, 2020) 
38 (Brehmer, 2019) 
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challenges. None have been long-term solutions, and none without steep political 

division.  

Policy Proposal 

  This proposal is for introduction of legislation establishing a progressive 

statewide income tax, with the goal of generating substantial new revenue for state 

government operations in order to help bring down the expected deficit in this and 

coming fiscal years. This tax would not entirely make up the projected differences 

between spending and revenue, but would yield approximately $500 million annually.  

Policy Description 

 This proposal uses the tax rates in an Institute on Taxation and Economic Policy 

(ITEP) structure39 so that their comprehensive analysis on impact to Alaskans may be 

applied. Those rates are similar to those in failed HB115 from 2017, and this proposal 

uses the administrative and fiscal notes from that bill. The proposed rate structure is as 

follows: 

 
 

 
 

 

 

                                                           
 
39 Carl Davis, A. R. (2017). Comparing the Distributional Impact of Revenue Options in Alaska. Institute on Taxation 

& Economic Policy. Retrieved October 17, 2020, from 
https://itep.sfo2.digitaloceanspaces.com/AKoptions500m0417.pdf 
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Table 2: Proposed Income Tax Structure40 

 

The taxes would be levied on residents and non-residents (who make up a 

substantial portion of wage earners in the state, see analysis section) as well as trusts and 

estates. The legislation would propose the taxes take effect in calendar year 2022 to allow 

time to establish the necessary administrative infrastructure. Like the HB115 proposal, 

this one also exempts Permanent Fund Dividend payments. 

Policy Authorization Tool 

 The policy authorization tool would be legislation introduced by you to the House 

of Representatives. Nothing in Alaska’s Constitution or Legislative rules preclude the 

Speaker from introducing legislation.41 Primary election results indicate the potential for 

significant changes in the makeup of the legislature this year, and an analysis of the 

current legislature and its organization is warranted before deciding whether to seek co-

sponsors, and who might be strategic allies.  

 

 

                                                           
 
40 (Carl Davis, 2017) 
41 (Alaska Constitution, Article IX), (The Alaska State Legislature) 
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Policy Implementation  

 The tax would be administered by the Department of Revenue, who would have 

the authority to make regulations necessary to implement the law.42 Because the bill 

would not ultimately pass until early 2021 at the soonest, the taxation would begin with 

the calendar year 2022, giving the Administration time to establish the necessary 

infrastructure to administer it. The income tax would be paid at the same time as federal 

taxes. 

 The Department of Revenue (DOR) estimated a $14,000 upfront capital cost to let 

a contract with FAST Enterprises, Alaska’s existing Tax Revenue Management Systems 

contractor, to update the state’s system to include the new income tax. It also included 

$935,000 in the first fiscal year in services, personnel, and travel to create and begin to 

administer an implementation plan. The Department did not anticipate needing the full 

level of new staffing required until two years out from the bill’s passage, with gradual 

increases along the way. Once fully operational, DOR estimated the annual cost to 

administer the income tax to be $7,750,000, the vast majority of which is in personal 

services.43 From a technological perspective, it is worth noting that this proposal assumes 

the same relationship between the State and FAST, and the same readiness level within 

the Department. It is possible that more than four years later, the upfront costs could 

change in either direction based on those two things.  

                                                           
 
42 Alaska House Finance Committee. (2017). HB 115: Education Funding Act. Retrieved from 

http://www.akleg.gov/basis/Bill/Detail/30?Root=HB%20115#tab1_4 

 
43 (Alaska House Finance Committee, 2017) 
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 The Department of Administration’s Office of Administrative Hearings (OAH), 

which is functionally equivalent to the U.S. Tax Court, would also have a role in 

administering the tax. The office handles tax appeals for the state and would include 

jurisdiction over appeals related to this income tax as well. Based on their experience in 

Alaska and examining other states, OAH estimated that appeals would be initially higher, 

tapering off about four years after the tax’s inception. They estimated a cost of $38,400 

(nearly all personnel) in the first year, and $299,500 (again, mostly personnel and some 

services) in the peak years, but did not project out to the subsequent years when they 

expect appeals to taper.44  

 The table below summarizes the costs described above, using the fully operational 

(i.e., most expensive) years when there are graduated increases projected.  

 

Table 3: Implementation Costs45 

Total Upfront Costs $949,000 
Capital cost for TRMS updates (DOR) $14,000 
Personal, services, travel etc. (DOR) $935,000 
Total Annual, Ongoing Costs $8,049,500 
Personnel, services, etc. (DOR) $7,750,000 
Personnel, services, etc. (OAH) $299,500 

  

                                                           
 
44 (Alaska House Finance Committee, 2017) 
45 (Alaska House Finance Committee, 2017) 
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Policy Analysis 

Effectiveness 

 The income tax structure in this proposal, if implemented and executed without 

major error, would meet its goal of increasing revenue to help the state close its projected 

budget deficits in coming years as projected by ITEP and the bill analysis for HB115 in 

2017. At the rates proposed by ITEP, it would raise approximately $500 million a year, 

though the exact numbers will need to be calculated by the Department of Revenue with 

the most recent population and wage data, as the analysis used for this proposal was 

conducted in 2017.  

Revenue raised would vary from year to year based on Alaskan workers’ 

earnings, with a potential concern being that significant decreases in employment and/or 

earnings would make this a less effective tool in addressing the budget gap. According to 

the latest projections by the University of Alaska Anchorage’s Institute of Social and 

Economic Research, employment in the state is expected to increase (as compared to the 

past five years of decreases) in the coming years, so a new income tax would likely 

continue to meet or exceed this mark, assuming no drastic changes in average wages. 

However, ISER issued this projection a few months before the Covid-19 pandemic 

began; the subsequent effects on Alaska’s economy and job market in both the short and 

long-term remain to be seen.  
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Figure 7: Historic and Projected Employment46 

 

This proposal does not provide immediate solutions to the upcoming year’s 

projected deficit, although no new revenue generation options would (savings options 

like spending cuts and Permanent Fund Dividend reductions could). It would be possible, 

however, to implement it fairly quickly. The timeline outlined in the original bill and 

supported by administrative and fiscal notes by the Departments of Administration and 

Revenue suggests that 2022 would be the first calendar year in which income could be 

taxed (assuming the bill would pass in the first quarter of 2021). Because income would 

be taxed on a calendar year basis and the State’s fiscal year is July 1-June 30, the revenue 

in the first fiscal year would be around $250 million, meaning the first year the state 

would be likely to receive the full $500 million would be 2023.47 One of the benefits of 

this proposal is that once running it would be a consistent long-term contribution to what 

is very likely to be continued years of revenue not meeting spending levels. However, the 

upfront time it would take to establish the infrastructure to administer the tax is certainly 

a downside in the immediate future. 

                                                           
 
46 (Guettabi, On the Alaska budget: A historical comparison, 2020) 
47 (Alaska House Finance Committee, 2017) 
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 A common criticism of income taxes’ effectiveness is that they hinder long-term 

economic growth by discouraging people from working as hard as they might otherwise 

in order to avoid higher tax brackets, thus decreasing spending and discouraging 

savings.48 This could very well be the case in Alaska as well, though no substantial and 

specific projections appear to have been made. Such a projection would also need to be 

analyzed against the economic impacts of drastic state budget cuts in order to effectively 

compare the short and long-term economic impact of all revenue and savings options. 

Other revenue generation options for Alaska would share similar criticisms and concerns 

when analyzed against alternatives. 

Little analysis has been done on long-term effects to Alaska’s GDP with the 

adoption of a state income tax. In one small study commissioned by the conservative 

Alaska Policy Forum, economists predicted flat GDP within eight years of the 

implementation of an income tax similar to that proposed in HB 115.49 ITEP does not 

analyze any of its proposals using GDP as an indicator. Within the debate of whether tax 

increases harm or help the economy, some research points to tax structures targeting 

high-earners having little to no impact on long-term economic growth; income taxes that 

have larger impacts on lower wage earners can, however, have a more substantial impact 

on economic growth.50 The structure in this proposal falls into the former category. It is a 

bit limiting to apply some of these theories to Alaska’s situation as many of them 
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measure effects of cuts and increases to existing systems, not the implementation of one 

versus the absence of one.  

Some economists also argue that over time, studies have shown the neo-classical 

view that taxes stifle growth is not necessarily true, especially at the local level and when 

structured to target high earners. These scholars argue that at a state and local level, a 

stable and predictable tax structure paired with public investment actually creates a 

healthier environment for economic growth.51 While the introduction of an income tax 

would likely provide some short-term instability in Alaska’s economic and business 

environment, it would also signal an effort to move towards longer term, more stable 

revenue generation than the state has relied on as well as a commitment to a higher level 

of public investment than a deeply slashed state budget would, both of which could be 

beneficial to businesses looking to come or stay in the state. It is also worth noting that no 

alternative revenue generation proposal would be immune to similar concerns; any tax or 

reduction in state savings and payouts (income) to individuals will also impact economic 

growth.   

Efficiency 

 From a financial management standpoint, the revenue generated by this proposal 

would substantially outweigh the costs to administer it. For the purposes of the analysis, 

we assume the approximate $500 million per year revenue we have used throughout this 
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proposal. Administrative costs were prepared for HB115 by the Departments of 

Administration and Revenue, and we use those to calculate the costs.   

 Because of the timing of the legislative and fiscal calendars, it will take a year 

before this bill would generate revenue for the state. After that, however, the financial 

benefits far outweigh administrative costs. Net annual revenue would be approximately 

$491,950,500. Worth noting here is that the fiscal notes prepared for HB115 assumed 

slightly higher rates than the one in this proposal, which was selected in order to be able 

to analyze an income tax against other options using ITEP’s research. At the rates 

proposed in HB115, the annual net revenue would be around $688,950,500 once the tax 

was fully implemented.52 The notes do not suggest any scaling of cost to administer the 

program based on the levels in the tax structure. 

Equitability & Fairness 

 ITEP’s analysis compares five options to reduce Alaska’s budget gap by $500 

million: sales tax, income tax, Permanent Fund Dividend (PFD) cuts, payroll tax, and a 

payroll and investment tax. Budget cuts along with the first three of these options are 

essentially the most commonly considered tools in discussions about closing the gap. The 

analysis below largely considers an income tax against a sales tax and PFD cuts. A 

limitation of the analysis is that it does not compare the equitability of spending reduction 

via budget cuts, which would be difficult to do without knowing where those cuts would 

be.  
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Compared to the other revenue generation options, an income tax has the least 

impact on low and middle-income Alaskans, as illustrated in the chart below from ITEP: 

Figure 8: Policy Options’ Impact on Alaska Residents53  

 

  

Low and middle earners’ household income would be far less impacted by a 

personal income tax than it would by other options generating equivalent revenue – 

notably a sales tax or PFD cut. One reason this is likely to be the case is that a larger 

portion of rural Alaskans’ cash income, where there is still a fairly substantial cashless 

and subsistence economy, is the PFD (which would be exempt from the proposed income 

tax).54 The policy would, on the other hand, most significantly impact high earners in 

Alaska, especially compared to a sales tax or PFD cut.   

 A significant number of Alaskan workers do not live in the state, meaning the 

state’s economy largely does not benefit from their wages. In 2016, 21.5 percent of 
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workers in Alaska were nonresidents, with wages totaling $2.5 billion.55 This would, in 

theory, be taxable income. Alaskans earn less than 40% of commercial fishing wages – a 

statistic highly relevant to your Bristol Bay constituents.56 In rural Alaska alone, more 

than a third of the payroll for jobs there goes to nonresidents:  

Table 4: Rural Worker Residence57 

 

An income tax would be an opportunity to capitalize on some of these wages to 

fund a state government the earners inherently benefit from. A sales tax, on the other 

hand, would pull more from Alaskans living and spending in the state than an income tax 

would, minimally affecting nonresident workers who spend most of their time elsewhere. 

PFD cuts would not impact out-of-state workers at all.  

 With respect to local communities, an income tax would be fairer than a sales tax 

would be, particularly when it comes to rural Alaska. More than 100 local jurisdictions in 

                                                           
 
55 Alaska Department of Labor and Workforce Developmnet. (2018, February 1). Nonresidents Working in Alaska. 
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56 Groh, C. (2020, February). The Pocketbook Reasons Most Alaskans Should Prefer an Income Tax to a Statewide 
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the state rely heavily on local sales taxes, most of them small (the two largest cities do 

not have a sales tax).58 Rural Alaska pays significantly more for basics like groceries and 

fuel than urban Alaska59, and a state sales tax could significantly reduce both spending 

and local revenues for communities when combined with a local sales tax. On the other 

hand, a state income tax would reduce the amount of money people have to spend in the 

economy. Because the reduction in household income would be so much smaller for low-

income (often rural60) families, however, the impact to smaller, rural communities would 

still likely be smaller with an income tax than a sales tax.  

Additional Considerations 

Precedence 

 Alaska’s constitution allows for a state income tax, and the state had one in place 

until 1980,61 around the time when oil prices and production were booming. Like many 

policies, taxes can be harder to remove or repeal once in place, and one concern for a new 

income tax in Alaska might be that it will incentivize government spending and become 

permanent, even if the need for its revenue were diminished. This is both a policy and a 

political concern, but it is technically possible to – and there is fairly recent historic 

precedence for – removing such a tax if the state so desired in the future. 

Reciprocity 
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Another potential issue that does not appear to have had much research or 

analysis conducted on it yet is that of reciprocity agreements between Alaska and other 

states if an income tax were instituted. Workers who do not live in the state in which they 

work cannot legally have their income taxed by both states. The default process is that a 

nonresident files a return in the state in which they work, and their resident state then 

issues a tax credit in the amount paid in income taxes to the work state.62 Reciprocity 

agreements between states establish that residents may live in one state and work in the 

other while paying income taxes to their resident state,63 meaning the work state does not 

receive taxes for those wages. Seventeen states currently have reciprocity agreements 

with another state.64 Unless Alaska had a reciprocity agreement with another state, it 

would have precedence to tax nonresident income. If, however, the new income tax 

changed the incentive for workers to come to Alaska (by them having to pay higher taxes, 

or if they live in one of the eight other states without an income tax), it could make it 

harder for employers to fill some positions.  

  

                                                           
 
62 Tonya Morena, C. (2020, October 21). Do You Have to File a Nonresident State Tax Return? The Balance. Retrieved 
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Political Analysis 

Because a state income tax is not something being proposed in isolation of other 

options to address Alaska’s fiscal crisis, it is useful to look not only at how stakeholders 

view it on its own, but also in comparison to other potential measures (spending cuts, 

new income, decreased PFDs, or some combination). The analysis below focuses on four 

key stakeholder groups: the public, fellow legislators, communities/local governments, 

and the business community. The history of attempted solutions ranging from spending 

down state savings, to Walker’s proposed income tax and successfully capped PFD, to 

the Dunleavy administration’s steep budget cuts and full PFD provide additional context 

for analysis.  

The Public  

As Alaska’s budget challenges have come to a head in the past few years, 

Alaskans have weighed in on the issue and solutions in a variety of ways. Unfortunately, 

there is no consistent poll to look at over time to gauge Alaskans’ temperature on a state 

income tax at a broader level, or by legislative district. A 2015 poll (two years before 

HB115) puts a state income tax at the bottom of a list of options Alaskans favor (with 

41% supporting) , rating higher only than deep funding cuts (which 16% supported).65 At 

the top of this list were using a portion of excess earnings from the Permanent Fund for 

public services while keeping a full PFD intact (66%), a state sales tax (57%), and 

capping yearly amounts of the PFD (55%). (Interestingly, the capped PFD was something 

                                                           
 

65 DeMarban, A. (2015, August 13). Poll: Alaskans prefew new reenue over deep cuts, including tapping Permanent 
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that outraged many Alaskans, bolstering Governor Dunleavy’s election two years later 

with promises of full statutory PFDs.) Roughly two thirds of respondents supported 

closing the budget gap with a combination of new revenue and spending cuts.66  

A smaller 2019 poll (with a higher margin of error: 3.99% vs. 2.8% in the 2015 

poll) by a different pollster asked slightly different questions, but ones that still offer 

insight to public opinion. A few years later, 52% of Alaskans believed more taxes are 

needed to fund state government (type not specified), and were in an even split on the 

Dunleavy administration’s budget with deep cuts and a full PFD. Other polls in this 

timeframe have put Alaskans slightly favoring sales tax over income tax when given the 

choice.67 

We can also look at how Alaskans voted in recent elections to try and glean 

insight into their priorities. The Dunleavy campaign was clear about its priorities of 

balancing the state budget with no new taxes and full statutory PFD payouts to residents. 

Former Governor Walker favored a blended approach to closing the fiscal gap that 

included capped PFDs and a state income tax. Walker’s dropping out of the race at the 

last minute makes it difficult to analyze how voters would have responded his platform at 

the polls, but voters did elect Dunleavy decidedly in 2018. The public response to 

Governor Dunleavy’s first budget proposal of a nearly 25% reduction in state spending 

and subsequent defense of these cuts against the legislatures reinstatement of them were 

not well received. The petition for Governor Dunleavy’s recall was quickly successful, 
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and his approval ratings plummeted.68 While nothing in the timeline of this administration 

so far reveals anything new about public opinion for an income tax, it does suggest that 

the public appetite for balancing the budget primarily by reducing spending may not be 

what it appeared immediately after Dunleavy’s election, suggesting other options may 

need to be back on the table.  

 Legislators 

 An analysis of this year’s legislature is difficult at this time, as 51 of the 60 seats 

are up for election. Prominent Republicans in both the House and Senate, including the 

Senate President, lost their primary elections in August, largely to candidates who favor a 

traditional PFD (by the statutory formula) over the capped payments of the last four 

years.69 We do not yet know how they will fare against their largely Democratic 

opponents. While the composition and leadership of the legislature won’t be known for 

some time, it is possible there will be a larger number of legislators supportive of drastic 

cuts than last year. It is also possible that a similar coalition of a Democratic majority and 

small number of Republicans will exist and the environment will be similar to that of 

2019. These two scenarios create vastly different environments into which the 

Governor’s budget will be received, and what proposals may gain traction within the 

legislature.  
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Communities and Local Governments 

 In analyzing Alaskan communities, it is important to keep in mind that they vary 

in their incorporation status – some have official city governments with the ability to levy 

taxes, others are unincorporated and have tribal governments, some are combinations 

(your district has communities with a range of statuses). So, to gauge where Alaska 

communities and local governments stand on a statewide income tax and approaches to 

closing the budget gap, it is useful to turn to two organizations: the Alaska Municipal 

League (AML) and the Alaska Federation of Natives (AFN).  

AML represents more than 97 percent of Alaska’s residents with its membership 

composed of local and regional governments. In 2019, AML passed a resolution 

supporting the adoption of a statewide income tax as part of a comprehensive fiscal plan, 

citing its ability to capture revenue from out-of-state employees and that a sales tax 

would be likely to erode municipal tax bases, shifting revenue from local to state 

government and hindering local governments’ ability to deliver services. The resolution 

also recognizes the organization’s concern that a lack of state revenue will make it 

difficult for the state to provide services essential to both residents and businesses.70  

AFN is Alaska’s largest and most influential Native organization, comprised of 

the Alaska Native tribes, corporations, nonprofits, and consortiums throughout the state. 

Each year, tribal delegates vote on policy priorities at AFN’s annual convention and, in 
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2017, the organization passed a resolution supporting Walker’s plan to introduce a state 

income tax with a capped dividend.  The resolution identifies an income tax as more 

progressive and less harmful to rural Alaskans and rural communities than an income tax, 

and combines it with possible use of Permanent Fund earnings while continuing to 

payout some form of PFDs.71 At their 2019 Convention, no specific resolution regarding 

an income tax or the budget still being worked between the legislature and Dunleavey 

administration at the time were passed. There were, however a large suite of resolutions 

urging restoration of funding to programs and services cut by the Governor’s budget.72 

Business Community 

 To understand the business community’s take on an income tax and other budget 

solutions, we look to the prominent Chambers of Commerce in the state, as well as other 

key trade associations and industry leaders. The Alaska State Chamber and the three 

largest local/regional chambers (Anchorage, Fairbanks, and a consortium of Southeast 

communities) generally support reductions in spending and use of Permanent Fund 

revenues (i.e., not paying out traditional or back paid Dividends). On the tax front, most 

openly oppose new taxes, though this language focuses mostly on industry specific tax – 

likely referencing the oil tax reform measures that have come up in recent years.73 All 
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four Chamber organizations submitted letters to the Governor and Legislature after the 

Governor’s budget was released and the administration fought to keep the significant cuts 

and full statutory PFDs it proposed, expressing deep concern about the effect of such 

cuts. 

The Anchorage Chamber publishes an annual policy survey of members and in 

2018, a state income tax ranked near the bottom of policy options members favored to 

address the budget.74 In a letter to the Governor legislators in July 2019, they support 

considering new, broad-based revenue sources, naming only Permanent Fund earnings, 

nothing else specifically.75 The Fairbanks Chamber’s state budget position in a letter to 

the Governor and legislators in 2019 acknowledged that while they did not support new 

taxes at the time, there may come a time when a broad based tax will be necessary. 

 Multiple trade organizations, banks, Alaska Native Regional Corporations, and 

prominent business leaders (including major donors to Dunleavy’s campaign) responded 

similarly to the drastically cut budget, calling it “too much, too fast,”76 and expressing 
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concern for the ramifications of such cuts on Alaska’s economy and the large amounts of 

matching federal dollars that would be eliminated. These groups and individuals, like the 

Chambers, support cuts to government (though they are more explicit to add that the cuts 

should be gradual) as well as using a portion of Permanent Fund earnings to balance the 

budget. While the business community is largely silent on an income tax, they were clear 

in 2019 that a combination of cuts without new revenue (ideally from the Permanent 

Fund) is not the way they see the state successfully solving its fiscal challenges. 

Summary 

 Stakeholders in Alaska’s fiscal health and budgetary planning create a complex 

web of positions and opinions for anyone trying to address the state’s fiscal crisis to 

navigate. The public favors budget cuts but apparently not as drastic as were proposed in 

2019. They could be amenable to new taxes on residents, but slightly favor a sales tax 

over income tax. PFDs are highly important to them. Communities, Tribes, and local 

governments largely favor an income tax over a sales tax, along with using with some 

Permanent Fund earnings. They are concerned about cuts to state spending that impact 

them. The business community supports cuts to government spending and use of 

Permanent Fund earnings, but no new taxes – primarily those targeting industry. Some 

may accept an income tax down the road if necessary. Further complicating things is that 

opinions sometimes shift as the situation changes or people are when faced with the 
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reality of what something means, as we saw with reactions to the administration’s budget 

even from those who supported the Governor’s campaign. 

Recommendation 

 There is clearly no easy path forward for Alaska’s dire budget situation. No 

course of action is going to make everyone – or even a majority of people or sectors - 

happy. As many have suggested, the State is at a point of having to choose the least bad 

of painful options. You argued, in defending HB 115 in 2017, that doing nothing at that 

point would simply kick the can down the road77, which is essentially what has happened. 

Along that road, however, it became clear that despite electing a Governor set in doing 

so, many in Alaska are adamantly opposed to solving the state’s fiscal crisis by severe 

and drastic cuts alone. Creating further urgency and complication is the Covid pandemic 

significantly impacting Alaska’s residents and economy, particularly communities that 

heavily rely on tourism.  

The can cannot be kicked further down the road, or Alaska will be digging itself 

out of a much more painful fiscal situation in which borrowing is more expensive, federal 

match dollars are gone, and strains on social services (state funded and otherwise) are 

high. No one policy solution will fix the problem, but based on the analysis above, I 

recommend introducing a broad-based state income tax this session, ideally as part of a 

package of tools the legislature will be considering (such as targeted spending cuts and 

utilization of a portion of Permanent Fund Earnings) to address Alaska’s fiscal 
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challenges. While implementation of a state income tax would not be without pain, it is in 

many ways one of the least bad options available, particularly for your constituents. 

A broad-based income tax is the least harmful option for rural and low-income 

Alaskans, as long as PFDs are not eliminated or drastically cut. Impacts of the tax would 

be felt by a small number of high earners, but the impact to them would be less than that 

of other options to rural and low-income households. Furthermore, a broad-based income 

tax would yield revenue from Alaska’s high number of out-of-state workers, which is an 

opportunity unique to this revenue generation option that should be capitalized on. 

Influential organizations like AML and AFN are likely to support this initiative, even 

more than they did in 2017.  

 While the business community may not be fully behind this proposal, signals 

from some of the smaller Chambers suggest that they may not be exclusively against it, 

and some might even support it – particularly in the context of their reactions to 

Governor Dunleavy’s steep cuts. The potential dissatisfaction from this sector is far 

outweighed by the support likely from AFN, AML (both of which include membership 

heavily representative of your constituents), as well as rural and low-middle income 

households.  

 While it is possible that a state income tax could have negative effects on 

economic growth in the long term, the evidence is not clear this is a guarantee, 

particularly when Alaska’s fiscal environment is already so volatile and uncertain. It is 

also possible that the stability it provides would be beneficial in the long run. If the state 

were to arrive at a point where an income tax was no longer needed, as it did in the 80s, 
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its government and citizens have shown that they have the resolve to remove it and could 

do so again.  

 This session, all eyes are likely to be on the legislature to finally chart a path 

forward for Alaska’s budget. The Governor has essentially said as much, and the 

legislature should hold him to his word and expect him to support the choices you make 

the session. Voters have had the opportunity to elect candidates they want to address this 

challenge at this critical time. With the economic constraints communities and 

individuals are feeling in the pandemic, the choices the legislature makes will be difficult 

and inevitably met with mixed reception. A policy that prioritizes communities, local 

governments, and low-middle income Alaskans while capitalizing on out-of-state 

workers’ wages and provides stable, long-term revenue to the state will help chart a more 

sustainable path forward, even while it will be difficult for many to swallow.  
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