
3. SOLVING OUR NATION S ENERGY PROBLEM 
As the United States built the world's most industrialized econo-

my during its second century, our energy base shifted from 
abundant renewable resources to an almost total reliance on 
depletable fuels: oil, coal and natural gas. Since World War II, our 
Nation has become dependent on one depletable fuel in particular: 
oil. By 1968, the United States was already consuming 27% more 
oil than it produced, but the foreign-produced oil was so cheap at 
that time that we maintained tariffs and quotas to protect domestic 
production from being undercut by a glut of low-cost oil from 
abroad. The Nation was becoming addicted to cheap foreign oil, a 
habit we would later find hard to break as the oil suddenly leaped 
in price. Now, 12 years later: 

—The United States is importing in 1980 half its oil from foreign 
producers and pays an estimated $90 billion for it. 

—Rising import prices have fueled domestic inflation and the 
consequent trade deficit has exerted downward pressure on the 
dollar's value. The value of the American dollar has declined 
by over 13% in relation to the currencies of other industrial-
ized nations since 1973. 

—The U.S. economy is increasingly vulnerable to even relatively 
small oil supply interruptions and associated price increases. 

In January 1977, America did not have an effective, comprehen-
sive national energy policy, and the Federal Government did not 
have programs sufficient to deal with the Nation's energy problem. 
Since that time, the United States has made substantial progress. 
The Administration and the Congress have put in place a compre-
hensive program designed to: (1) reduce projected 1990 U.S. oil 
imports from over 13 million barrels per day (MMB/D) to 4-5 
MMB/D through conservation and increased domestic production 
of oil, gas, coal and synthetic fuels; (2) shift a significant part of the 
Nation's energy production to renewable resources as oil and natu-
ral gas production decline; and (3) protect America against the 
social and economic dislocation that could arise from sudden 
supply disruptions. 

The major elements of this new energy policy include: 
—The National Energy Act of 1978, that established new domes-

tic natural gas pricing policies, new fuel use policies for utili-
ties and larger industrial boilers, new tax incentives for conser-
vation, solar and domestic fuels production, new public utility 
policies, and new conservation grant programs. 
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—Creation of the Department of Energy, centralizing many Fed-
eral energy programs in one place for the first time. 

—The gradual phase-out of Federal price controls on domestic 
crude production, to encourage increased domestic production 
and energy conservation. 

—A windfall profit tax to prevent unreasonable profits from 
accruing to domestic producers as a result of decontrol and 
rapidly increasing OPEC prices. 

—A low-income energy assistance program to help offset higher 
energy costs for low-income families. 

—An independent Energy Security Corporation, that will provide 
incentives to the private sector for the accelerated production 
of synthetic fuels. 

—A Solar Energy and Energy Conservation Bank to provide 
additional subsidies for conservation and renewable resource 
use in new residential and commercial buildings. 

—An Energy Mobilization Board to expedite Federal, State, and 
local regulatory decisions on critical energy facilities. 

—Reductions in oil use by utilities. 
—The development of the Alaskan gas pipeline and the importa-

tion of natural gas from Mexico. 
—Increased Federal financial assistance for energy-efficient 

public transit and more fuel-efficient automobiles. 
—An expanded strategic petroleum reserve, standby gasoline ra-

tioning and State energy conservation plans to deal with po-
tential supply disruptions. 

—The commitment of substantial Federal resources to develop 
new technologies to encourage conservation and to stimulate 
new domestic energy resources. 

—International agreements with other oil consuming nations to 
set country-by-country ceilings on oil imports, to reduce total 
oil imports between now and 1985, and to cooperate in the 
development of alternative energy sources. 

—Expanded access to federally owned energy resources through 
accelerated Offshore Continental Shelf leasing, resumption of 
coal leasing on Federal and Indian lands, and opening the 
National Petroleum Reserve in Alaska to private oil and gas 
exploration and development. 

The national energy policy, through programs proposed and put 
in place since 1977, will result in the following reduction in 1990 oil 
imports from otherwise anticipated levels: 
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Table 3-1. Estimated Impact (million barrels per day) on 1990 Oil Imports 
Estimated import savings from 1978 National Energy Act, including: 2.5 

—Natural Gas Policy Act 
—Fuel Use Act 
—Energy Tax Act 
—Public Utilities Regulatory Policy Act 
—National Energy Conservation Policy Act 

Estimated import savings from phased decontrol of domestic crude oil and accelerated 
solar energy program 1.5 

Estimated import savings from 1979 proposals, including:* 4.5 
—Energy Security Corporation 
—Residential/Commercial conservation 
—Utility oil reduction 
—Transportation efficiency 
—Energy tax credits 

Total estimated savings from programs proposed since 1977 8.5 

*Some portion of these projected savings in all likelihood would have occurred independent of these initiatives as a result of higher future oil prices. 

In order to reduce U.S. reliance on imported oil, direct Federal 
spending, tax expenditures, and Federal credit programs have been 
substantially increased since 1977. 

Table 3-2. Federal Budget—Energy Budget Authority 
(In millions of dollars) 

1977 1981 
actual estimate 

Energy Conservation 242 1,332 
Energy Supply 3,603 2,519 
Emergency Energy Preparedness 445 2,419 
Energy Information, Policy and Regulation 711 1,211 

Total 4,978 7,481 

Table 3-3. Tax Expenditures—Energy Initiatives Since January 1977 
(In millions of dollars) 

1980 1981 
estimate estimate 

Energy Conservation 702 739 
Energy Supply 376 619 

Total 1,078 1,358 

A more detailed description of the new national energy policy 
follows: 

REPLACEMENT COST PRICING 

In 1977, the price of domestic natural gas and crude oil were 
controlled at levels well below prevailing world oil prices. Price 
controls promoted consumption, discouraged the use of other fuels 
by artificially holding down prices for oil and gas, and held back 
needed technical change and exploration and development. 

310-700 0 - 8 0 - 2 5 
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To remedy this situation, the Administration initiated the 
gradual phase-out of price controls on crude oil and newly discov-
ered natural gas thereby establishing the conditions necessary for 
efficient use and production of energy. 

Natural gas prices.—The Natural Gas Policy Act of 1978 provides 
for the gradual release of new domestic natural gas from wellhead 
price regulation. The statutory decontrol schedule spans the 1977-
1987 decade with newly discovered gas to be deregulated on Janu-
ary 1, 1985. This schedule is designed to avoid economic shocks that 
could result from the elimination of a 23 year old price control 
system, while providing unambiguous planning information to nat-
ural gas consumers and producers: natural gas prices will rise to 
reflect replacement costs, and energy conservation and production 
will rise with them. Over the next 10 years, natural gas prices 
should slowly approach oil prices at the point of use, reflecting its 
replacement cost and its true value to consumers. 

Crude oil prices.—Phased decontrol of domestic crude oil well-
head prices was announced on April 5, 1979, under the authority of 
the Energy Policy and Conservation Act of 1979. That statute 
provided for the termination of domestic crude oil price controls in 
October 1981, and gives the President discretion on price control 
levels from June 1979 forward. 

A gradual schedule of decontrol is being implemented over a 28 
month period to ease the transition from controls. 

The windfall profit tax.—A windfall profit tax is the other, 
necessary half of decontrol. Domestic oil producers realize substan-
tially higher prices under decontrol. Without a windfall profit tax, 
these prices would result in substantial unearned profit on oil, 
particularly "old oil" that had been discovered in previous years. 
The revenues from higher prices exceed the amount that the do-
mestic oil industry requires for increasing domestic production. 
There are alternative energy investments, including incentives for 
energy conservation and the development of synthetic fuels and 
renewable resources, which promise greater import savings for the 
dollars invested. 

The windfall profit tax provides an equitable way to share the 
revenues resulting from decontrol and OPEC price increases. The 
tax is a severance tax on domestic oil production. In concert with 
the Federal income tax, it would effectively collect more than half 
of the net increase in oil revenues due to decontrol and higher 
world oil prices for the American people. The President proposed 
that these revenues be used for three purposes: assistance to low 
income households to help offset higher energy prices; additional 
Federal assistance for mass transit and auto efficiency; and invest-
ments in synthetic fuels, conservation and other energy measures 
to reduce imports. 
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LOW-INCOME ENERGY ASSISTANCE 

The Administration proposed two energy-related income assist-
ance programs to help offset the impact of rising fuel costs on low-
income families, beginning in 1980. The special energy allowances 
program provides cash assistance to recipients of social security 
insurance and grants to States for aid designed by the Governor to 
best fit each State's circumstances. In 1980, $1.2 billion is provided, 
and $2.0 billion is requested in 1981. The energy crisis assistance 
program provides grants to States for assistance to low-income 
families experiencing energy-related financial problems, such as 
overdue home heating bills. Funding of $0.4 billion in 1980 has 
been provided, and the same amount is planned for 1981. Both 
these programs are financed through the windfall profit tax. 

ENERGY CONSERVATION 

The National Energy Plan, proposed by President Carter in April 
of 1977, established energy conservation as the cornerstone of the 
Administration's national energy policy. Previously, little emphasis 
had been given to conservation at the Federal level. 

The Administration has established a comprehensive series of 
measures dealing with fuel pricing, tax incentives, information and 
grant programs, regulatory measures, and research and develop-
ment to increase efficiency in the use of energy in all consuming 
sectors. The strategy is to discourage inefficient uses of scarce fuels 
and to encourage investments which increase energy efficiency. 

Substantial progress has already been made in improving the 
efficiency of energy use. Over the 1963-73 decade, energy use grew 
slightly faster than constant dollar gross national product (4.4% 
compared with 4.0% annually). From 1973 to 1978 real GNP grew 
at an average of 2.3% annually, while the growth of energy use 
averaged only 0.9% annually. The Administration strategy is de-
signed to continually reduce the amount of energy consumed in 
producing goods and services in the U.S. economy. 

The residential/commercial sector.—In 1978, the residential/com-
mercial sectors of the U.S. economy consumed the equivalent of 
13.5 million barrels of oil per day—38% of national energy con-
sumption. The bulk of this energy provided space heating in homes, 
offices and businesses. 

Energy conservation in buildings is an attractive economic propo-
sition. Energy savings of up to 50% of present use are available at 
costs of about $10 per barrel. 

Extensive measures to encourage conservation in buildings have 
been implemented since 1977. They include the residential conser-
vation tax credit, the mandatory utility conservation service, a 
strengthened low income weatherization program, accelerated 
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Federal grants to weatherize schools and hospitals, and an accel-
erated program to weatherize Federal Government buildings. 

Residential conservation tax credit.—The residential tax credit 
proposed by the Administration and enacted in November 1978, 
provides a credit for investments in insulation and other energy 
conservation in residential dwellings. In calendar year 1978, over 
5.7 million taxpayers reported $4.2 billion in conservation invest-
ments and tax reductions totaling $555 million. The reported 1978 
investment generated estimated energy savings on the order of 
60,000 barrels per day of oil, and the Administration expects even 
greater investment response in future years. 

Conservation loan subsidies.—In 1979, the Administration pro-
posed that a portion of the proceeds of the windfall profit tax be 
committed to providing subsidies for energy conservation in exist-
ing residential buildings through the Solar Energy and Conserva-
tion Bank. The Bank would be authorized to provide $5.8 billion in 
direct subsidies for conservation loans to the owners of residential 
buildings over the 1980-90 period. 

The Bank accomplishes two objectives for the moderate income 
homeowner or tenant. The subsidy effectively reduces the cost of 
conservation and assures the availability of long-term loans. This 
feature can reduce the monthly payments on conservation loans to 
the point where the borrower actually saves more on energy in the 
first year than he spends on loan payments. Commitments under 
the Conservation Bank program are scheduled to begin in 1980 at 
$100 million, and rise to $700 million annually by 1983. This fund-
ing is estimated to support conservation investments yielding 
roughly 280,000 barrels per day of energy savings by 1990. 

Low income weatherization program.—There is a significant pop-
ulation for which rising prices for energy and other necessities are 
so burdensome that they are unable to afford the initial invest-
ment in energy conservation, even though it will be repaid in the 
form of lower fuel bills within a few years. In recognition of this 
situation and of the substantial human and national energy bene-
fits that are available from the weatherization of low income hous-
ing, the Administration increased the funding level for the Depart-
ment of Energy Weatherization Assistance Program from $27 mil-
lion in 1977 to about $200 million in 1980 and 1981. 

The Department of Energy (DOE) estimates that under this pro-
gram more than 800 thousand homes will have been weatherized 
with funding provided through 1980, at a cost of $489 million. An 
additional 319 thousand homes will be weatherized with new 1981 
funding. An action plan has been developed by DOE and the De-
partment of Labor to accelerate the weatherization program under 
the higher funding levels. In addition to the benefits to the owners 
and tenants of weatherized homes, DOE estimates that the 1981 
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program will provide training and employment for more than 
12,000 individuals. 

Utility residential conservation service.—Electric and gas utilities 
are in a unique position to offer their customers technical and 
financing assistance for energy conservation. Utilities are now re-
quired under the residential conservation service program to offer 
"energy audits" of residential dwellings so that homeowners will 
know what conservation measures are available, their cost, and the 
estimated energy and money savings such investments can pro-
duce. Utilities are further required to offer to obtain for residential 
homeowners financing which will make possible installation of the 
recommended conservation measures. As a result, owners and rent-
ers (in buildings with up to 4 residential units) now are guaranteed 
access to reliable, technically competent evaluations of their energy 
conservation alternatives, and assistance from electric and gas util-
ities in acquiring financing for energy conservation investments. 
The Administration has proposed extension of these services to all 
residential dwellings. 

Auditor training.—The residential conservation service program 
requires the utilities to create a cadre of trained auditors who can 
efficiently review a structure and accurately assess the energy 
savings potential for the owner. In order to assist utilities and the 
States in accomplishing this objective, the Administration proposed 
the provision of $50 million over 1980-82 to support State programs 
of auditor training. 

Sophisticated audits.—In addition to the straightforward infor-
mation and analysis function, research indicates that an energy 
audit which includes the use of sophisticated devices to detect leaks 
and the installation of very low cost conservation measures can 
produce efficiency improvements of as much as 20% on the aver-
age, at a cost of less than $225 per house. The Administration has 
proposed $150 million over the 1980-82 period to support a demon-
stration program for sophisticated audits. 

Conservation investments in Federal buildings.—High priority 
has been placed on funding cost-effective conservation investments 
in Federal buildings. In 1981, $308 million will be provided for 
making such investments in eight departments or agencies that 
consume 91% of the energy used in Federal buildings. Additional 
conservation spending will occur in other agencies. The Postal 
Service, for example, may make additional investments from postal 
revenues. Through 1981, over $1.25 billion will be provided toward 
meeting the President's goal of a 20% reduction in energy use in 
existing Federal buildings. 

Grants for schools and hospitals.—A new program administered 
by the Department of Energy provides grant assistance to public or 
nonprofit schools and hospitals, since these organizations do not 
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benefit from the conservation tax credits and they might not make 
energy-saving investments without assistance. 

The grants provide 50% of the cost of energy audits, technical 
assistance, and conservation and solar retrofit projects. The first 
energy audit grants were made in 1979, and DOE plans to make 
the first technical assistance and retrofit grants in 1980. Funding 
will increase from $144 million in 1980 to $202 million in 1981. 

Appliance efficiency.—In the residential/commercial sector sub-
stantial amounts of energy are used for ranges, water heaters, 
refrigerators, air conditioners, and other major appliances. 

Since enactment of the National Energy Act in November 1978, 
the Department of Energy has begun development of minimum 
efficiency standards. Many of these minimum standards can be 
achieved without increased costs, while others impose modest costs 
which are quickly recovered in reduced electric and gas bills. 

Energy Conservation in Transportation. —The transportation 
sector is both the largest consumer of petroleum in the economy 
(more than 52%) and the most promising source of savings. Gaso-
line consumption in the United States in 1978—largely for the 
private automobile—was 7.4 million barrels per day, equal to more 
than 90% of total petroleum imports. A significant reduction in 
consumption has already been achieved as a result of higher gaso-
line prices, more efficient automobiles, and public efforts to con-
serve. 

Auto efficiency standards.—The major Government transporta-
tion conservation policy for autos is the mandatory auto fuel effi-
ciency standards. Under these standards, the average mileage for 
new cars, on a manufacturer-specific basis, must rise from the 1980 
(model year) level of 20 miles per gallon to 27.5 miles per gallon by 
1985—a 38% improvement. The Department of Energy estimates 
that these standards will reduce gasoline consumption by 570 thou-
sand barrels per day in 1985. 

Gas guzzler tax.—The gas guzzler tax on fuel inefficient auto-
mobiles, proposed by the Administration was enacted by the Con-
gress in the 1978 National Energy Act and takes effect with the 
1980 model year. The purpose of this tax is to reduce the produc-
tion and sale of highly inefficient cars. In 1980, the tax is $200 or 
more on sales of new vehicles with mileage below 15 mpg. In 1985, 
the tax will be $500 or more on cars below 21 mpg. The tax rises 
rapidly to $1,000 on 17 mpg cars and $2,650 on 12 mpg cars in 1985. 

Mass transit and auto efficiency.—The Administration has pro-
posed spending $16.5 billion of the proceeds from the windfall 
profit tax for additional Federal assistance for public transporta-
tion improvements and auto efficiency. The combined effect of this 
commitment is an estimated import reduction of at least 250,000 
B/D by 1990. With the implementation of this program, the United 
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States will have in place a comprehensive set of policies and pro-
grams to promote energy conservation by the largest single petro-
leum consumer in the nation—the domestic transportation system. 

The largest portion of the funds, $13 billion, is for additional 
investment in Mass Transit. This will raise the total Federal in-
vestment in mass transit over the period to 1985 by $7.8 billion. 
Including State matching requirements, mass transit spending will 
triple over the decade of the eighties. Bus purchases and bus 
system improvements will receive substantial portions of the $13 
billion. DOT has estimated that an additional 3,000 buses per year 
could be purchased under this additional funding, or a total of 
30,000 additional buses in the 1980-90 period. This would allow a 
total ridership increase of up to 13.6 million passengers daily. 

Additional funding for rail modernization and extension would 
allow the purchase of as many as 200 new railcars annually, and 
support significant improvements to existing rail systems to attract 
increased ridership. DOT estimates that the result could be as 
much as 17,000 B/D oil savings by 1990. It will also accelerate the 
opening of rail systems that are already funded and finance transit 
projects substituted for withdrawn interstate segments at the fast-
est possible pace. 

An additional $2.5 billion over the 1980-90 period is requested 
for Department of Transportation auto use management programs. 
These programs include Federal support for the upgrading of exist-
ing vehicle inspection stations, improved enforcement of the 55 
mph speed limit, and increased Federal support for ride-sharing 
and pedestrian and bicycle projects. 

The fuel economy standards improvement program will assess 
the technological state of the art which currently limits improve-
ments motor vehicle fuel economy. In the 1980's, $200 million will 
be spent to obtain reliable information for making informed regula-
tory decisions on post-1985 fuel economy standards. 

The fuel economy standards program will be complemented by a 
cooperative basic automotive research program designed to im-
prove the state of the art in various areas of automotive technol-
ogy. In the 1980's, the Federal Government will spend $800 million 
for this purpose. The automobile industry has pledged to match 
Federal spending up to $50 million annually in a cooperative 
program. 

Federal automobile fleet efficiency.—The Federal Government is 
committed to phasing out its own use of gas-guzzling automobiles 
by requiring new automobiles to be more fuel efficient. Beginning 
with model year 1978, the new passenger vehicle fleet purchased or 
leased by Federal agencies must exceed the national average fleet 
fuel economy standards required by the Energy Policy and Conser-
vation Act. For model year 1980, for example, the national average 
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is 20 mpg, while Federal purchases must average at least 24 mpg. 
Because about one-sixth of the Federal fleet is replaced each year, 
major progress has already been made since the fuel efficient re-
quirements began in 1978. 

Energy Conservation in the Industrial Sector.—The industrial 
sector of the economy has been more responsive to high energy 
prices than the rest of the economy, and hence requires the least 
Government assistance. From 1973 to 1978, industrial energy con-
sumption actually declined by 6% while residential/commercial 
consumption rose 14% and transportation consumption rose 9%. 

However, industrial energy consumption has increasingly shifted 
from coal and natural gas to oil and electricity. From 1973 to 1978 
direct industrial oil consumption rose 18% to 3.8 million barrels 
daily. During the same period industrial coal consumption fell from 
161 million tons to 130 million tons annually. The growth in indus-
trial electricity consumption over the same period would require 
roughly 51 million tons of annual coal consumption by utilities if 
the added electricity were provided wholly by coal plants. Since 
electric utility plant construction lead times are in excess of 5 
years, the increased industrial shift to electricity has also driven 
utility petroleum demand upward, at least until new coal and 
nuclear generators become available. 

Federal policy is therefore directed primarily toward shifting 
industrial energy demand to domestic fuels in addition to the price-
induced conservation. The programs are described below in the 
discussion of energy supply policies. 

State and local planning and outreach.—Under the proposed 
Energy Management Partnership Act the Administration will con-
solidate Federal support for State energy conservation planning 
and "outreach" programs for public education. Funds will also be 
available for State emergency preparedness and supply planning 
activities. The new program will be managed by the Department of 
Energy in consultation with the Department of Housing and Urban 
Development. In 1981, $152 million will be available for these 
programs, including $50 million for local governments to support 
conservation activities. 

DOMESTIC ENERGY SUPPLY DEVELOPMENT 

Conventional fuels.—Petroleum import reductions can be 
achieved through the development of conventional domestic energy 
resources: coal, oil, gas, and nuclear power. At present, domestic 
production of these resources provides about 74% of domestic 
energy consumption—the equivalent of more than 27 million bar-
rels of oil daily. The table below displays the breakdown of domes-
tic energy production by fuel. 
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Table 3-4. Domestic Energy Production, and Consumption 1978 
(Million barrels per day (Crude Oil Equivalent)) 

Product ion C o n s u m p t i o n 

Coal 
Oil (incl. NGL's) 
Natural Gas 
Nuclear Power 
Hydro, Geothermal, Wood, Waste, etc. 

9.1 
1.4 
1.4 

7.1 
9.8 

6.7 
17.9 

9.4 
1.4 
1.5 

Total 28.8 36.9 

Replacement cost pricing.—The phase-out of price controls on 
domestically produced oil and gas will positively influence domestic 
energy production. The price control systems discouraged the pro-
duction of domestic resources by holding prices down. For oil and 
natural gas, the discouragement was direct. For renewable re-
sources, cheap domestic oil and gas placed an indirect "cap" on 
the value of renewables to producers and thereby discouraged 
development. 

The Natural Gas Policy Act of 1978 also eliminates the distor-
tions caused by the existence of two separate markets for gas—the 
price controlled interstate market and the uncontrolled intrastate 
market. The result has been an immediate increase in gas availa-
ble through the interstate system, which provided a critical part of 
the Nation's response to the Iranian production shutdown of early 

The Energy Security Corporation.—The Energy Security Corpora-
tion (ESC) proposed by the Administration will accelerate the proc-
ess of developing a synthetic fuel industry. The Energy Security 
Corporation will be an independent entity chartered by Govern-
ment that will share the risks of synthetic fuels development with 
the private sector. It is largely independent of normal Government 
controls and is designed to accomplish a single purpose—the accel-
eration of synthetic fuels commercialization, particularly coal 
based synthetics, oil shale, and biomass. The Corporation will use 
four primary instruments to share the risks of synthetic fuel devel-
opment: price guarantees, purchase agreements, loan guarantees, 
and direct loans. 

The ESC's target is the production of 1.75 million barrels per day 
of synthetic fuels. Although the ESC Board of Directors will select 
projects, a very large portion of this capacity—probably more than 
1 million barrels of daily capacity—is likely to be coal-based. This 
will require coal production of over 200 million tons annually. The 
actual costs to the Government of this program will depend on the 
future of oil prices. 

Energy Mobilization Board.—Regulatory decisions on priority 
energy facilities involve the balancing of a wide array of economic, 

1979. 
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environmental, health and safety, and social costs and benefits. 
These judgments are based on statutory standards and criteria. 

The process can be very time consuming, particularly in the case 
of a first-of-a-kind facility which raises novel issues at the adminis-
trative and judicial levels. The Energy Mobilization Board (EMB) 
proposed by the Administration is designed to expedite permitting 
decisions on proposed energy facilities that have the potential for a 
significant reduction of oil imports. The EMB will have authority 
to impose deadlines for decisionmaking on Federal, State, and local 
agencies. 

Power Plant Petroleum Conservation Act and the Power Plant 
and Industrial Fuel Use Act—In order to accelerate the reduction 
of oil and gas usage in utility boilers the Administration proposes 
that a portion of the Windfall Profits Tax be made available to 
utilities in the form of financial assistance for investment in new 
generating capacity. 

In addition, the Power Plant and Industrial Fuel Use Act pro-
vides DOE with the authority to effectively prohibit new oil and 
gas use by utilities and major industrial consumers, and to order 
conversion of existing facilities to coal. 

The combined result of these regulatory and financial assistance 
programs is projected to be very substantial. Total coal use is 
expected to reach 1.4 billion tons in that year of which roughly 0.9 
billion tons will be electric utility consumption. 

Resumption of coal leasing.—In June 1979, the Secretary of Inte-
rior announced the resumption of a Federal coal leasing program 
after an 8-year moratorium. The 1980 and 1981 budgets provide the 
resources necessary to develop a new competitive leasing program 
and accelerate processing of existing leases in recognition of Presi-
dential energy initiatives to increase coal use and reduce depend-
ence on imported oil. 

Domestic oil and gas production.—The prospects for substantially 
increased oil and gas production are limited, due to the declining 
domestic resource base. Given adequate incentives, current produc-
tion levels can be maintained, or perhaps slightly increased, over 
the coming decade. Unconventional natural gas sources may hold 
significant potential for increasing supplies. 

Phased decontrol of domestic crude oil by October 1981 will 
provide considerable new incentives for additional oil production. 
The decontrol schedule is carefully designed to place early incen-
tives where they will do the most good—newly discovered oil, en-
hanced recovery projects, and heavy oil production (up to a specific 
gravity of 20 degrees, API). These categories all receive the world 
price by January 1980. Eighty percent of production from marginal 
properties was released from lower to upper tier on June 1, 1979. 
Additional oil is released to the "upper tier" price to finance en-
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hanced recovery projects. Heavy oil is decontrolled and, below a 
specific gravity of 16 degrees API, is exempt from the windfall 
profit tax. The projected effect of decontrol, compared with contin-
ued controls is an increase of 0.8 to 1.2 million barrels per day in 
1985 domestic crude oil production, and 1.0 to 1.8 million barrels 
per day in 1990. 

One of the most promising areas for oil and gas exploration is 
the federally owned Offshore Continental Shelf (OCS). About 25% 
of new U.S. oil and gas production is expected to be from the OCS. 
The Administration, working with the Congress, secured enact-
ment of the first major reform in 25 years of the OCS management 
process: the OCS Lands Act Amendments of 1978. Under the terms 
of the Act, the Secretary of Interior has submitted a proposed 
accelerated OCS leasing program to the Congress. During the 5 
years covered by the program, 30 lease sales are scheduled, includ-
ing frontier areas in Alaska such as the Navarin, St. Georges, and 
Norton Basins, the Chuckchi Sea, and the Kodiak. Sales are also 
included in the plan for the Atlantic Gulf of Mexico and the Pacific 
OCS. In 1979 the Department of the Interior revised OCS regula-
tions to meet the environmental, economic and other requirements 
of the new statute and held six lease sales, resulting in total 1979 
sales of about 1.6 million acres. 

The President is recommending that Congress quickly enact leg-
islation he is proposing to open the 23.7 million acre National 
Petroleum Reserve in Alaska (NPR-A) for oil and gas leasing by 
industry under provisions to ensure adequate protection of surface 
values. Based on current data, the Department of the Interior has 
made preliminary estimates that there are 7.6 billion barrels of oil 
and 14.5 trillion cubic feet of gas in place (average values) with a 
5% chance there may be as much as 20.3 billion barrels and 31.7 
trillion cubic feet respectively in this Reserve. The fastest way to 
determine whether there are commercial quantity oil or gas re-
sources in the Reserve is to open it to diverse exploration strategies 
by several companies under leasing. Under the draft bill, the first 
lease sale in NPR-A would be held within 20 months after 
enactment. 

For natural gas, the higher prices allowed under the Natural Gas 
Policy Act of 1978 and the integrated market which that legislation 
allows are the primary driving forces behind increased production. 
In addition, certain forms of high cost unconventional natural gas 
will benefit from further incentives. 

Recognizing the extremely large potential gas resources in the 
United States that exist in unconventional formations, such as 
tight sands, devonian shale, geopressurized zones and coal seams, 
the Administration has proposed the following initiatives which 
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will significantly accelerate large-scale production of these 
reserves: 

—A special incentive price comparable to the deregulated oil 
price for natural gas from tight sands. 

—A $0.50 per thousand cubic feet tax credit for all unconven-
tional gas production. The tax credit will phase out when gas 
prices reach the equivalent of $29.50 per barrel of oil (1979 
dollars). 

Production resulting from these incentives is estimated at 1 to 2 
trillion cubic feet, or .5 to 1 million barrels per day of oil equiva-
lent by 1990. 

Nuclear energy.—Nuclear energy was responsible for generating 
13% of the Nation's electricity in 1978 and the nuclear share of the 
market is expected to increase to about 20% by the end of the 
century. In order for this growth to occur, it is necessary that there 
be public confidence that nuclear reactors are safe and that the 
problem of waste disposal can be solved. It is also necessary to 
ensure to the extent possible that nuclear power does not become 
an avenue to the proliferation of nuclear weapons. 

The question of nuclear safety has been of increasing concern 
since March 28, 1979, the date of the accident at Three Mile Island. 
In response to that accident, the President established a Commis-
sion headed by Dr. John G. Kemeny, President of Dartmouth Col-
lege. The Commission studied the causes of the accident and the 
way in which the crisis was handled both by the Government and 
the utility. The Commission recommended ways in which the Gov-
ernment could better perform its role in nuclear regulation in 
order to ensure the future safety of nuclear plants and rebuild 
confidence in nuclear power. The President has already implement-
ed many of the recommendations of the Kemeny Commission and 
other action, by the Congress, the Nuclear Regulatory Commission, 
and the utility industry itself will soon follow. 

In the area of nuclear waste management, the Administration 
has substantially increased its efforts in nuclear waste research 
and development and in the safe management of the existing in-
ventory of military wastes. In addition, the Administration has 
been significantly increasing the scope of its programs to find 
suitable sites for nuclear waste disposal and to insure that wastes 
can be safely stored at those sites. 

The Administration has been concerned that the worldwide 
spread of sensitive nuclear technologies and facilities, such as ura-
nium enrichment and spent nuclear fuel reprocessing plants, could 
make weapons-grade nuclear materials easily accessible. This could 
lead to the proliferation of nuclear weapons in many more coun-
tries. Also, new nuclear fuel cycles which use weapons-grade mate-
rials as fuel could lead to commerce in those materials. 
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In countries that do not have nuclear weapons, such commerce 
might seem to offer an easy route to develop a nuclear weapon. To 
reduce that possibility, the Administration continues to develop 
proliferation resistant technologies. The United States also contin-
ues to negotiate with other nations to reach a concensus on ways to 
reduce the risk of proliferation while making the benefits of 
nuclear power widely available. 

Renewable resources.—The Administration has established a na-
tional goal of meeting 20% of U.S. energy consumption in the year 
2000 from renewable resources. This is a substantial increase over 
the 1978 level of 6%, derived from hydropower and biomass. The 
goal of 20% will require energy production from renewable sources 
by the year 2000 of over 8 million barrels daily (oil equivalent). 

Energy Tax Act of 1978.—The Administration proposed and the 
Congress enacted a tax credit of 30% of the first $2,000 and 20% of 
the next $8,000 for investments by residential users and a 10% 
investment tax credit for business investments in solar energy 
equipment to heat or cool buildings. Although the credit was avail-
able only a short time in 1978, $33 million of tax expenditures were 
claimed by residential consumers on solar energy equipment in 
that year. 

The Solar Energy and Energy Conservation Bank.—In order to 
provide deeper subsidies than the tax credit alone for solar invest-
ments, the Solar Energy and Energy Conservation Bank will pro-
vide interest subsidies on loans for solar energy equipment in-
stalled in residential buildings. Subsidies of up to 40%, including the 
effect of the tax credits, will be provided for solar investments. In 
total, $1.5 billion from the proceeds of the windfall profit tax will be 
provided for solar assistance through the Bank, a funding level of 
$35 million in 1980 and $150 million annually thereafter. 

Residential passive solar tax credit.—In addition to the active 
solar systems subsidized by the 1978 tax credit, buildings can be 
designed to take advantage of solar heat and to store solar energy 
without special pumps or fans to circulate the energy. This passive 
solar technology offers significant prospects for reducing energy 
consumption in buildings. The Administration has proposed a tax 
credit for the builders of new homes utilizing passive technologies, 
of up to $2,000 per residential building and up to $10,000 per 
commercial building. 

Agricultural and industrial process heat.—Solar energy can also 
provide energy for industrial and agricultural processes, such as 
food drying or process steam. In order to accelerate the commer-
cialization of these technologies, a 15% investment tax credit (over 
the base 10% credit in current law) would be provided for such 
installations. 
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Biomass fuels.—The Administration proposed in 1977 that gaso-
line containing 10% or more alcohol be exempt from the $0.04/ 
gallon Federal excise tax. The result is a subsidy of $0.04 for every 
gallon of gasohol, or $0.40 for every gallon of alcohol mixed with 
gasoline. The exemption was enacted in 1978 with eligibility ex-
tending to 1982. In April 1979, the Administration proposed that 
the exemption be made permanent. The Energy Security Corpora-
tion also would be authorized to assist significant alcohol fuels 
plant development. In addition, the Administration supports a 10-
year $3 billion credit assistance program for small to medium scale 
alcohol and other biomass plants. 

Research, development, demonstration and commercialization.— 
Budget outlays for these activities have grown substantially since 
1977. Total outlays in 1981 will reach $1.1 billion—more than four 
times the 1977 level. This growth reflects the important role renew-
able resources will play in meeting the Nation's energy security 
goals. 

Many promising forms of renewable resource utilization are not 
commercial at present, even with the support of the tax credits 
mentioned above. For example, photovoltaic cells, which produce 
electricity directly from sunlight, have declined in cost by more 
than three orders of magnitude over the past decade, due almost 
entirely to Government investment. They remain uncompetitive 
except for a few specialized applications. Government spending on 
photovoltaics is now focussed on reducing the costs of installed 
photovoltaic systems to the point of commercial viability. In total, 
Government spending on long term photovoltaics research will 
reach $118 million in 1981. 

EMERGENCY PREPAREDNESS 

In addition to reducing our dependence on foreign sources of 
petroleum in this decade, the Nation must be prepared to deal with 
disruptions in supplies that could occur at any time. Twice since 
1973 there have been disruptions in foreign petroleum supplies 
that demonstrated the threat posed by continued import 
dependence. 

Strategic Petroleum Reserve.—As one of the first steps to protect 
against these disruptions the Administration in its first year raised 
the goal of the Strategic Petroleum Reserve from 500 million to 1 
billion barrels of oil. Development of the reserve has been pursued 
vigorously. Despite the interruption in Iranian supplies and the 
tightness of the petroleum market, 92 million barrels have been 
stored. 

A second step to strengthen our preparedness was taken in April 
1979, when the President announced his commitment to develop 
localized storage of petroleum stocks for certain regions such as the 
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Northeast and Hawaii that are especially vulnerable to petroleum 
interruptions under certain circumstances. This storage is meant to 
supplement the protection provided by the centrally stored reserve. 

Contingency plans.—In addition to developing strategic petro-
leum stocks, we must have well conceived and tested contingency 
plans to insure that basic human needs are met and essential 
economic and national defense activities are maintained during a 
crisis. Progress has been made in this area, especially with regard 
to developing plans for gasoline rationing and demand restraint 
measures. In February 1979, the Administration sent to the Con-
gress a standby gasoline rationing plan and three standby meas-
ures to restrain nonessential energy use during an emergency. 
Only the emergency temperature restrictions plan for nonresiden-
tial buildings was approved by the Congress. Steps were taken 
immediately to carry out this plan and it was successfully imple-
mented before the end of the summer cooling season. 

The Emergency Energy Conservation Act enacted in October 
1979, eliminated the one-House veto of standby gasoline rationing 
plans and provides a mechanism for the development of emergency 
energy conservation plans, with the States having a key role. In 
early December the Administration published for public comment 
a revised standby gasoline rationing plan which, after considera-
tion of public comments, will be transmitted to the Congress early 
this year for its approval. A Federal Energy Conservation Plan 
that outlines measures that could be imposed during an emergency 
to restrain nonessential energy demand and provides guidance for 
the development of State conservation plans will be transmitted to 
the Congress in early February, as required by the new Act. In 
addition, the Administration proposed gasoline conservation tar-
gets for each State in December. These targets become mandatory 
under the Act upon declaration by the President of a severe petro-
leum supply disruption. 

The States will require both technical and financial assistance in 
developing emergency contingency plans as well as other energy 
programs. Recognizing this need the Administration included State 
emergency planning as an integral part of the proposed energy 
management partnership grants. 

Significant progress has also been made in other areas of energy 
emergency preparedness. For example, the Department of Energy 
has revised and updated its response plan for dealing with petro-
leum emergencies, a reporting system for tracking petroleum 
demand, supply and inventories on a weekly basis has been estab-
lished, petroleum allocation regulations have been updated, and a 
new, more comprehensive distribution plan for the strategic petro-
leum reserve has been sent to the Congress and approved. These 
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and other emergency preparedness efforts will continue to receive 
high priority. 

FEDERAL ENERGY ORGANIZATION 

In January 1977, the Federal Government's organization for 
energy activities was fragmented across a numer of agencies result-
ing in duplication and overlap. The Administration proposed and 
the Congress enacted legislation establishing a Department of 
Energy. Most energy programs of the Executive Branch were trans-
ferred to the Department and the Federal Energy Administration, 
Energy Research and Development Administration and the Federal 
Power Commission were abolished. The Federal Energy Regulatory 
Commission was established as a part of the Department, but with 
a degree of independence which will assure the integrity of regula-
tory decisions. Energy functions were placed in a single cabinet 
level department with a Secretary reporting to the President. The 
new department has made substantial progress in developing inter-
nal processes and structures to achieve the efficiencies of the 
reorganization. 

INTERNATIONAL ENERGY ACTIVITIES 

Demand Restraint and Oil Import Commitments.—The Adminis-
tration has played a strong leadership role in developing coopera-
tive approaches to short-run oil market pressures and to the long-
term transition to an oil scarce world economy. 

During 1979 the United States took the initiative in developing a 
coordinated consumer country response to the interruption of oil 
supplies from Iran and the subsequent turbulence in the interna-
tional oil market. The key element of the U.S. approach was a 
coordinated effort to restrain demand for oil through agreements 
reached in the International Energy Agency (IEA) and at the 
Tokyo economic summit: 

—In March 1979, the 20 member nations of the IEA agreed to 
reduce their collective demand for oil on world markets by 2 
million barrels per day by the end of 1979, about 5% of IEA oil 
consumption. 

—At the Tokyo summit in June 1979, the seven summit coun-
tries (France, Germany, Italy, the United Kingdom, Japan, 
Canada, and the United States) made a number of oil import 
and consumption commitments, including a commitment to 
restrain their oil imports to agreed levels for both 1980 and 
1985. 

—On December 10, the IEA nations adopted country-specific oil 
import ceilings for 1980 and oil import goals for 1985. They 
also agreed to a quarterly system for monitoring performance 
in meeting these ceilings, for recommending corrective action 
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when necessary, and for adjusting targets in light of changes 
in the world oil market. 

U.S. leadership in pushing for tough and credible oil import 
commitments has been supported by the strong U.S. energy per-
formance since 1977. From a peak of 8.5 million barrels daily in 
1977 net oil imports by the United States have decreased to 8.0 
million barrels daily in 1978 and to below 8 million barrels daily in 
1979. 

Energy technology.—The United States has been a leader in pro-
moting increased international cooperation in the research, devel-
opment, demonstration, and commercialization of new energy 
technologies: 

—The United States is an active participant in IEA joint energy 
R. & D. projects; 

—The United States is initiating new cooperative projects, in-
cluding an arrangement under which Germany and Japan may 
each contribute 25% of the cost of a solvent refined coal proj-
ect in the United States. 

—The United States proposed and now chairs the International 
Energy Technology Group (IETG) that will examine the need 
and potential for increased international collaboration in 
energy technology commercialization, including financing 
mechanisms. 

Coal.—Recognizing the important role that coal can play in 
easing the world's long term energy problems, the Carter Adminis-
tration has taken action to promote increased international cooper-
ation on coal: 

—The United States has actively particiated in negotiating in 
the IEA an agreement that commits nations to adopt policies 
to promote increased use, trade and production of coal. The 
IEA nations have also agreed to establish a Coal Industry 
Advisory Board in order to enlist industry's advice and cooper-
ation on measures to ensure the environmentally sound expan-
sion of coal use. 

—At Tokyo the summit nations pledged that they would endeav-
or to substitute coal for oil in the industrial and electrical 
sectors. 

—The United States has negotiated a technical cooperation 
agreement on coal with Italy. In addition, there are numerous 
IEA research and development projects on coal, as well as the 
cooperation with Japan and Germany noted under energy 
technology. 

Relations with developing countries.—The United States has 
strongly supported international efforts to help developing coun-
tries make efficient use of their energy resources. The United 
States has promoted an increased World Bank program for the 
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exploration and development of hydrocarbon resources in develop-
ing countries. Secretary of State Vance has recently proposed that 
the Bank chair an ad hoc group of experts to examine the energy 
activities of developing country institutions and the need and possi-
bility of expanding these activities. 

Together with other nations, the United States is reviewing its 
bilateral energy activities with a view toward expanding them. 
Present U.S. programs include: 

—AID projects on renewable energy resources; 
—Comprehensive assessments of energy needs, uses and re-

sources; 
—Technical cooperation agreements with selected developing 

countries. 
Relations with Canada and Mexico.—The United States has de-

veloped constructive energy relationships with both Canada and 
Mexico. 

Although imports of crude oil from Canada have declined, trade 
in natural gas, electricity and coal are increasingly important ele-
ments in U.S. energy policy. The Administration has worked 
closely with the Canadians on the development of the Alaskan 
natural gas pipeline, and Canada has significantly increased its 
sales of natural gas to the United States. In March 1979, the two 
countries agreed to the establishment of an Energy Consultative 
Group to monitor the range of bilateral interest at the senior 
official level. 

While starting from a lower base, our energy relationship with 
Mexico is developing rapidly. On September 20, 1979, the United 
States and Mexico announced that the two Governments would 
authorize and support commercial transactions for the export of 
Mexican natural gas to the United States. This arrangement re-
sulted from seven negotiating sessions under the auspices of the 
Mexico-United States Consultative Mechanism, which was estab-
lished by President Carter and President Lopez-Portillo. The an-
nouncement provides for an initial volume of natural gas deliveries 
of 300 million cubic feet per day, commencing as soon as regulatory 
approvals are obtained and gas is available for delivery. The con-
tract has already been signed, and first deliveries are likely to 
begin in early 1980. The initial volume of 300 million cubic feet per 
day provides an energy supply which can be readily substituted for 
almost 53,000 barrels per day of imported oil. In addition, the 
United States is a major customer of Mexican oil. Via the Energy 
Working Group of the United States/Mexico Consultative Mecha-
nism, additional energy links such as electricity exchanges are 
being explored. 

The Alaska natural gas pipeline.—Alaskan natural gas has the 
capability of replacing 425,000 barrels per day of oil that the 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1981



MAJOR ACCOMPLISHMENTS No. 1 403 

United States would otherwise require by 1985, and larger amounts 
beyond that date. In August 1977, the President approved construc-
tion of a pipeline from the Alaska North Slope to the Midwest and 
the West with the condition that it be privately financed. In Sep-
tember 1977, the United States and Canada reached agreement on 
the project. Financial participation by the producers of that natu-
ral gas would allow early achievement of a satisfactory private 
financing package. The President has directed the Secretary of 
Energy to urge the heads of these companies to proceed with the 
financial commitments needed to build the pipeline. 

Reorganization Plan No. 1 of 1979, consolidated enforcement 
functions related to the proposed Alaska Natural Gas Transporta-
tion System (ANGTS) under a single Federal Inspector. This plan 
creates a unique institution to manage the Federal role in a critical 
energy project, insuring timely completion of the natural gas pipe-
line at the lowest possible cost consistent with Federal regulatory 
policies. 
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