
BRIEFING ON OPERATION INDEPENDENCE 

HEARING 
B E F O R E T H E 

SUBCOMMITTEE ON INTERNATIONAL TRADE, 
INVESTMENT AND MONETARY POLICY 

COMMITTEE ON 
BANKING, CURRENCY AND HOUSING 

HOUSE OE REPRESENTATIVES 
N I N E T Y - F O U R T H C O N G R E S S 

F I R S T SESSION 

M A R C H 12, 1975 

Pr inted for the use of the 
Committee on Banking, Currency and Housing 

U.S. G O V E R N M E N T P R I N T I N G O F F I C E 

O F T H E 

50-290 W A S H I N G T O N : 1975 

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



C O M M I T T E E O N B A N K I N G , C U R R E N C Y A N D H O U S I N G 

H E N R Y S. R E U S S , Wisconsin, Chairman 

W R I G H T P A T M A N , Texas 
W I L L I A M A. B A R R E T T , Pennsylvania 
L E O N O R K . (MRS. J O H N B.) 

S U L L I V A N , Missouri 
T H O M A S L. A S H L E Y , Ohio 
W I L L I A M S. M O O R H E A D , Pennsylvania 
R O B E R T G. S T E P H E N S , JR., Georgia 
F E R N A N D J. ST G E R M A I N , Rhode Island 
H E N R Y B. G O N Z A L E Z , Texas 
J O S E P H G. M I N I S H , New Jersey 
F R A N K A N N U N Z I O , Illinois 
T H O M A S M. R E E S , California 
J A M E S M. H A N L E Y , New York 
P A R R E N J. M I T C H E L L , Maryland 
W A L T E R E . F A U N T R O Y " , 

District of Columbia 
L I N D Y (MRS. H A L E ) B O G G S , Louisiana 
S T E P H E N L. N E A L , North Carolina 
J E R R Y M. P A T T E R S O N , California 
J A M E S J. B L A N C H A R D , Michigan 
H A R O L D E. F O R D , Tennessee 
C A R R O L L H U B B A R D , JR., Kentucky 
J O H N J. L A F A L C E , New York 
G L A D Y S N O O N S P E L L M A N , Maryland 
L E S A U C O I N , Oregon 
P A U L E . T S O N G A S , Massachusetts 
B U T L E R D E R R I C K , South Carolina 
P H I L I P H . H A Y E S , Indiana 
M A R K W. I I A N N A F O R D , California 
D A V I D W. E V A N S , Indiana 

A L B E R T W. J O H N S O N , Pennsylvania 
J. W I L L I A M S T A N T O N , Ohio 
G A R R Y B R O W N , Michigan 
C H A L M E R S P. W Y L I E , Ohio 
J O H N H . R O U S S E L O T , California 
S T E W A R T B. M c K I N N E Y , Connecticut 
J O H N B. C O N L A N , Arizona 
G E O R G E H A N S E N , Idaho 
R I C H A R D T . S C H U L Z E , Pennsylvania 
W I L L I S D . G R A D I S O N , JR., Ohio 
H E N R Y J. H Y D E , Illinois 
R I C H A R D K E L L Y , Florida 
C H A R L E S E. G R A S S L E Y , Iowa 
M I L L I C E N T F E N W I C K , New Jersey 

PAUL NELSON, Clerk and Staff Director 
WILLIAM P. DIXON, General Counsel 

MICHAEL P . FLAHERTY, Counesl 
ORMAN S. FINK, Minority Staff Director 

GRAHAM T . NORTHUP, Deputy Minority Staff Director 

S U B C O M M I T T E E ON I N T E R N A T I O N A L T R A D E , I N V E S T M E N T A N D M O N E T A R Y P O L I C Y 

T H O M A S M. R E E S , California, Chairman 

S T E P H E N L. N E A L , North Carolina 
P H I L I P H . H A Y E S , Indiana 
M A R K W. H A N N A F O R D , California 
J A M E S J. B L A N C H A R D , Michigan 
L E S A u C O I N , Oregon 
P A U L E . T S O N G A S , Massachusetts 
W I L L I A M S. M O O R H E A D , Pennsylvania 
F E R N A N D J. ST G E R M A I N , Rhode Island 
C A R R O L L H U B B A R D , JR., Kentucky 
J O H N J. L A F A L C E , New York 
T H O M A S L. A S H L E Y , Ohio 
B U T L E R D E R R I C K , South Carolina 

J. W I L L I A M S T A N T O N , Ohio 
G A R R Y B R O W N , Michigan 
J O H N B. C O N L A N , Arizona 
H E N R Y J. H Y D E , Illinois 
R I C H A R D K E L L Y , Florida 
M I L L I C E N T F E N W I C K , New Jersey 

Ul > 

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



C O N T E N T S 

S T A T E M E N T S 

Pasternack, Bruce A., Act ing Deputy Assistant Administ rator for Policy, page 
Federal Energy Administ rat ion, accompanied by Dr . Wi l l i am Hogan, 
Director, Office of Quant i ta t ive Methods, and Peter Borrel, Policy and 
Analysis 2 

A D D I T I O N A L I N F O R M A T I O N S U B M I T T E D FOR T H E R E C O R D 

Pasternack, Bruce A. : 
Prepared statement 7 
Response to request of Chairman Thomas M . Rees, regarding new 

projections in terms of domestic energy supply 29 

( in) 

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



B R I E F I N G O N O P E R A T I O N I N D E P E N D E N C E 

W E D N E S D A Y , M A R C H 12, 1975 

H O U S E OF R E P R E S E N T A T I V E S , 
S U B C O M M I T T E E ON I N T E R N A T I O N A L T R A D E , 

I N V E S T M E N T A N D M O N E T A R Y P O L I C Y , 
OF T H E C O M M I T T E E ON B A N K I N G , C U R R E N C Y A N D H O U S I N G , 

Washington, D.C. 
T h e s u b c o m m i t t e e m e t a t 2 :10 p . m . , p u r s u a n t t o no t i ce , i n r o o m 

2222, R a y b u r n H o u s e Of f ice B u i l d i n g , H o n . T h o m a s M . Rees [cha i r -
m a n of t h e s u b c o m m i t t e e ] p res id ing . 

P r e s e n t : R e p r e s e n t a t i v e s Rees, N e a l , H a n n a f o r d , B l a n c h a r d , 
Tsongas , H u b b a r d , L a F a l c e , S t a n t o n , B r o w n , C o n l a n , H y d e , a n d 
F e n w i c k . 

A l s o p resen t : B e n C r a i n , D a v i d W e i l , J i m S i v o n , a n d M i c h a e l 
R a t t i g a n . 

M r . REES. T h e pu rpose of t h i s m e e t i n g is j u s t t o h a v e a n i n f o r m a l 
b r i e f i n g b y t h e F e d e r a l E n e r g y A d m i n i s t r a t i o n . 

L a s t y e a r we h a d a n a d hoc c o m m i t t e e o n t h e D o m e s t i c a n d I n t e r -
n a t i o n a l M o n e t a r y ef fects of energy a n d o the r n a t u r a l resources. T h e 
f u l l r e p o r t is t h i s r e p o r t t h a t is be fo re y o u . I h a v e been send ing y o u 
v o l u m e s i n d i v i d u a l l y . W e n o w h a v e t h e m i n one f u l l r e p o r t . P a r t s I 
a n d I I dea l spec i f i ca l l y w i t h p e t r o l e u m , h o w we g o t i n t o t h e s i t u a t i o n , 
a n d w e also m a k e some d o w n t h e l i ne p r o j e c t i o n s o n t h e use of f ue l , 
n e w fue ls c o m i n g i n , w h a t t h e u p p e r o r l owe r b o u n d p r i ce m i g h t be. 

W e t h e n w e n t i n t o o t h e r areas of t h e i m p a c t of o i l p r i c i n g i n t h e 
i n t e r n a t i o n a l field a n d t h e ef fect o n t h e I n t e r n a t i o n a l M o n e t a r y F u n d 
a n d t h e v a r i o u s p roposa ls t o r ecyc le pe t rodo l l a r s . W e also d i d a r e p o r t 
o n t h e ef fect of lesser deve loped coun t r ies , a n d w e h a d a r e p o r t o n t he 
ef fect o f o i l p r i c i n g i n o u r o w n e c o n o m y a n d h o w i t a f fec ted v a r i o u s 
i n c o m e classes. 

A n d t h e n t h e l as t r e p o r t , o r t h e l as t t w o repo r t s , one dea l t w i t h 
t h e O u t e r C o n t i n e n t a l Shel f leas ing proposa ls o f t h e D e p a r t m e n t o f 
t h e I n t e r i o r . T h e y are n o t i n here, b u t i f y o u w a n t t h e m , t h e y are 
ava i l ab le i n m y off ice. 

A n d t h e l as t r e p o r t d e a l t w i t h o t h e r n a t u r a l resources whe re w e 
t r i e d t o p r o j e c t t h e p o s s i b i l i t y o r p r o b a b i l i t y of h a v i n g c a r t e l i z a t i o n 
i n o t h e r n a t u r a l resources, such as b a u x i t e , steel, w h a t e v e r y o u m i g h t 
have . 

T h e l as t r e p o r t h e l p e d l e a d t o t h e c r e a t i o n of t h e n e w P r e s i d e n t i a l 
C o m m i s s i o n o n Supp l i es a n d Shor tages , w h i c h R e p r e s e n t a t i v e J . 
W i l l i a m S t a n t o n a n d I serve on , a n d w e h o p e one of these days t h e y 
w i l l h a v e a m e e t i n g w h e r e w e are g o i n g t o t r y t o l o o k d o w n t h e l i n e 
a t w h a t is g o i n g t o h a p p e n i n t e r m s of o u r d e p e n d a b i l i t y o n i m p o r t e d 
resources. 

(1) 
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T h e purpose of t he m e e t i n g t o d a y , t h o u g h is n o t t o go so m u c h i n t o 
t h e ad hoc c o m m i t t e e r e p o r t , b u t t o get a b r o a d b r i e f i ng of O p e r a t i o n 
Independence , and a b r i e f i ng i n t e rms of energy conserva t ion . 

O u r j u r i s d i c t i o n fits p a r t of t h i s because we are concerned w i t h 
ba lance of paymen ts , a n d we are concerned o n deve lop ing domes t i c 
energy a n d lessening ou r re l iance o n i m p o r t e d p e t r o l e u m . O u r b i l l o n 
i m p o r t e d p e t r o l e u m w e n t o u t f r o m $8 b i l l i o n t o a b o u t $26 b i l l i on . 

M r . P A S T E R N A C K . $ 2 5 b i l l i o n , 
M r . REES. So t h a t is a ho r rendous increase. 
So we are go ing to have to c u t d o w n , because we h a d excessive f a r m 

expor ts las t year , and we m i g h t n o t have t h e m th i s y e a r ; a n d t h a t 
is w h a t has he lped us i n ou r ba lance -o f -paymen ts de f ic i t . W e d i d h a v e 
a ba lance -o f -paymen ts def ic i t , b u t i t was n o t as s u b s t a n t i a l as a l o t 
of us t h o u g h t . 

So I w o u l d l i k e t o i n t r o d u c e B r u c e A . Pas te rnack , w h o is t he A c t i n g 
D e p u t y Ass i s tan t A d m i n i s t r a t o r f o r Po l i cy . 

STATEMENT OF BRUCE A. PASTERNACK, ACTING DEPUTY ASSIST-
ANT ADMINISTRATOR FOR POLICY, FEDERAL ENERGY ADMIN-
ISTRATION; ACCOMPANIED BY DR. WILLIAM HOGAN, DIRECTOR, 
OFFICE OF QUANTITATIVE METHODS, AND PETER BORREL, 
POLICY AND ANALYSIS 
M r . PASTERNACK, T h a n k y o u , M r . C h a i r m a n . 
W i t h y o u r permiss ion, I w o u l d l i ke t o s u b m i t m y s t a t e m e n t f o r t h e 

reco rd a n d t h e n b r i e f l y summar i ze i t , and perhaps spend some t i m e , 
w h i c h I h a d n o t p l anned to , o n P r o j e c t I ndependence a n d h o w t h a t 
l e d 113 to where! we are t o d a y a n d h o w we reached ou r energy p o l i c y 
decisions. 

M r . REES. A n d w i l l y o u be dea l ing w i t h a l t e rna te sources? 
M r . P A S T E R N A C K . Y e s . 
M r . REES. A n d I a m especia l ly concerned w i t h t h e p r o b l e m of 

c a p i t a l i n t ens i ve deve lopmen t , shale and coal gas i f i ca t ion . 
M r . GONLAN. W h o came u p w i t h these quest ions? 
M r . S T A N T O N . I d i d . 
M r . CONLAN. These are d a r n good quest ions. I w o u l d r a t h e r get 

i n t o these th ings r a t h e r t h a n g e t t i n g of f i n t o shale a n d o i l a n d gas i n 
the W e s t e r n States. 

M r . REES, W e l l , I w a n t e d t o get i n t o t h a t too . 
W e l l , l e t us s t a r t of f f o r a b o u t 10 or 15 m i n u t e s a n d t h e n we c a n 

ge t i n t o quest ions. 
M r . PASTERNACK. 1 apprec ia te the o p p o r t u n i t y t o appear here 

t o d a y , a n d have w i t h m e D r . W i l l i a m H o g a n , w h o is t he D i r e c t o r of 
ou r Off ice of Q u a n t i t a t i v e M e t h o d s a n d is responsib le f o r deve lop ing 
ou r long- range and shor t - range forecasts a n d m o s t of ou r ene rgy 
models . A n d , as m o s t of y o u k n o w , over the las t 15 or 20 years ou r 
p r o b l e m has g r o w n because energy d e m a n d has been r i s i n g a t 4 a n d 
5 percen t a year . W e have seen o i l p r o d u c t i o n dec l in ing . I t peaked i n 
1970. C o a l p r o d u c t i o n has never aga in reached the l eve l t h a t i t was a t 
i n the 1920's. A n d nuc lear power , w h i c h , b a c k i n the 1950's, e v e r y b o d y 
t h o u g h t w o u l d be the answer a t th i s t ime , has j u s t r e c e n t l y surpassed 
firewood as a source of energy a n d is n o w o n l y a b o u t 1 pe rcen t of ou r 
t o t a l energy. 
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I m p o r t s g rew f r o m zero i n the 1950's to abou t 2 m i l l i o n barre ls a 
d a y i n the 1960's t o where i t is n o w , 6 t o 7 m i l l i o n barre ls a day , 
depend ing on the t i m e of year . A n d the p r o b l e m as we saw i t , as we 
f in ished ou r P r o j e c t Independence s t u d y , was t h a t i n the near t e r m 
we h a d v e r y l i t t l e choice w i t h respect to domest ic s u p p l y because 
a lmos t a l l t he act ions we were t a k i n g were new act ions w h i c h w o u l d 
i n v o l v e a subs tan t i a l l ead t ime , e i ther because of i n s t i t u t i o n a l reasons, 
o r cons t ruc t i on p rob lems, or ma te r i a l , equ ipmen t , or m a n p o w e r 
p rob lems . 

W e are j u s t finding the o i l and gas fo r some areas. I n fac t , w h a t we 
w o u l d have to do i n the n e x t f ew years i f we w a n t e d to cu rb the g r o w t h 
i n energy i m p o r t s w o u l d be to c u t ou r d e m a n d fo r energy, t o conserve 
more . T h e Pres ident , i n h is s ta te of the U n i o n message, prescr ibed 
three goals f o r th i s c o u n t r y . One, a cu t i n our o i l i m p o r t s b y a m i l l i o n 
bar re ls a d a y b y t he end of 1975—and 2 m i l l i o n barre ls a d a y b y the 
end of 1977. Second, b y 1985 he cal led fo r a goal of i n v u l n e r a b i l i t y 
t o i m p o r t d is rup t ions . T h a t has a lways been a v e r y confus ing t e r m ; 
some people have i n t e r p r e t e d i t as m e a n i n g t h a t t he U n i t e d States 
w o u l d be t o t a l l y sel f -suf f ic ient and n o t r e l y on a n y i m p o r t s a t al l . 

B u t he set o u t a goa l of i m p o r t i n g no more t h a n 3 to 5 m i l l i o n 
bar re ls a day , w h i c h w o u l d enable us to bas ica l ly be i nvu lne rab le to a 
cu to f f . W e w o u l d have a storage p r o g r a m capable of s u p p l y i n g abou t 
3 m i l l i o n barre ls a d a y i n case of a s u p p l y d i s r u p t i o n and we cou ld 
have s t a n d b y measures, r a t i o n i n g , a l locat ion , and o the r conserva t ion 
measures i n the even t of a crisis where we cou ld save ano ther m i l l i o n 
o r 2 m i l l i o n barre ls a d a y fo r a shor t pe r i od of t ime . 

A n d finally, he set f o r t h the goal of accelerat ing deve lopmen t of ou r 
energy techno logy and resources so t h a t the U n i t e d States cou ld 
poss ib ly supp l y a s ign i f i can t share of the wo r ld ' s energy needs b y the 
end of t h i s cen tu ry . A n d , ce r ta in l y , we have no i n t e n t i o n or , p r o b a b l y , 
a n y a b i l i t y to deal w i t h the wo r l d ' s p e t r o l e u m needs, b u t , perhaps, 
w i t h techno logy , t h r o u g h coal, t h r o u g h nuc lear power , solar energy, 
a n d some o ther newer resources, we m i g h t be able to once again be i n a 
pos i t i on to dom ina te the p r i c i ng of the wo r ld ' s energy, w h i c h we no 
longer do. 

A s I men t i oned , i n the n e x t couple of years there is v e r y l i t t l e we 
can do to have a n y effect o n supp ly . The re are rea l l y o n l y t w o act ions 
we can take. 

One is to develop the N a v a l P e t r o l e u m Reserve at E l k H i l l s , w h i c h 
c o u l d s u p p l y abou t 150,000 barre ls a d a y of o i l b y the end of th is year , 
and p r o b a b l y 300,000 to 400,000 barre ls a d a y w i t h i n the n e x t 2 years. 

A n d second, we can expand the convers ion f r o m o i l t o coal i n u t i l i -
t ies, and we can do t h a t b y amend ing leg is la t ion t h a t F E A admin is -
t e r s — t h e E n e r g y S u p p l y and E n v i r o n m e n t a l C o o r i n d a t i o n A c t ; 
t h a t can save abou t 100,000 barre ls a d a y of o i l th is year and, p r o b a b l y , 
300,000 barre ls a d a y w i t h i n 3 years. 

Leg i s la t i on fo r b o t h of these proposals has been s u b m i t t e d to the 
Congress b y the Pres ident as p a r t of the E n e r g y Independence A c t . 
B u t the s u p p l y act ions w i l l j u s t ba re l y compensate fo r the decl ine i n 
domest ic energy p r o d u c t i o n over the n e x t 2 years. 

P r o d u c t i o n has been dec l in ing a t abou t 5 percent a year , and we have 
d r o p p e d abou t 400,000 barre ls a d a y i n domest ic p r o d u c t i o n over the 
last year . T h a t w i l l con t inue as o ld fields con t inue to peak and because 
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newer ones were n o t deve loped i n the la te 1960's a n d ea r l y 1970's, as 
O u t e r C o n t i n e n t a l Shelf leasing was n o t t a k i n g place i n those years . 

I n the energy conserva t ion area, the Pres iden t p roposed an i m p o r t 
fee, w h i c h a l l of us h a v e h e a r d a b o u t a n d w h i c h is n o w i n ef fect a t a 
do l l a r a b a r r e l on i m p o r t e d crude o i l and zero o n i m p o r t e d p e t r o l e u m 
p roduc t s . A n d the reason w e set i t as zero f o r i m p o r t e d p e t r o l e u m 
p r o d u c t s was bas ica l l y t o compensate f o r areas w h i c h are h e a v i l y 
dependen t o n i m p o r t e d res idua l o i l a n d d i s t i l l a te o i l , such as t he N o r t h -
east, the east coast, and sou the rn Ca l i f o rn ia . 

I n add i t i on , the F E A has i n ef fect a crude o i l a l l oca t i on p r o g r a m 
w h i c h e f fec t i ve ly m in im i zes the cost di f ferences be tween ref iners t h a t 
can get r e l a t i v e l y inexpens ive o l d o i l a n d those w i t h m o r e expens ive 
new o i l . 

These i m p o r t fees are t e m p o r a r y . T h e y were p u t i n ef fect u n t i l 
e n a c t m e n t of a mo re comple te p r o g r a m . T h e revenues ra ised b y t h e 
m o r e comp le te p r o g r a m are i n t e n d e d to be r e t u r n e d t o t he economy 
t h r o u g h t a x rebates a n d t a x reduc t ions . 

T h e basic i n t e n t of t he p r o g r a m is t o increase the r e l a t i v e cost o f 
p e t r o l e u m p roduc t s w i t h o u t r educ ing disposable i ncome. I n a d d i t i o n , 
we p roposed a 37-cent per 1,000 cub ic f o o t excise t a x o n n a t u r a l gas, 
w h i c h is a b o u t t he equ i va len t of a $2 a ba r re l t a x on o i l , a n d t h i s t a x 
was proposed i n order t o t r y t o e l im ina te the c u r t a i l m e n t s of n a t u r a l 
gas, w h i c h caused a great dea l of u n e m p l o y m e n t i n t h i s yea r , a n d also 
t o p r e v e n t indus t r ies f r o m s w i t c h i n g f r o m o i l t o n a t u r a l gas as t h e 
p r i ce of o i l increases. 

W e have also announced the i n t e n t i o n of decon t ro l l i ng t h e pr ice o f 
o l d o i l and enac t ing a w i n d f a l l p ro f i t s t a x as soon as possible. T h e use 
of i m p o r t fees, excise taxes, and decon t ro l rea l l y h a v e one m a j o r i n t e n t , 
a n d t h a t is t o increase energy conserva t ion a n d t o reduce ou r d e m a n d . 
B u t there are a n u m b e r of a l te rna t i ves t o t h a t , a n d w e l o o k e d a t a l l 
t he a l te rna t i ves as we were do ing ou r P r o j e c t I ndependence analys is , 
and a f te r t h a t , as we were p repa r i ng the s ta te of t he U n i o n message 
and t he energy messages. T h e first a l t e rna t i ve was t o do n o t h i n g . W e 
considered t h a t . 

W e re jec ted i t because we fe l t t h a t n o ac t i on o n l y postpones t h e 
t o u g h decisions t h a t w e have to m a k e , a n d t h a t w i t h o u t s t a r t i n g o n 
t he r o a d t o energy conserva t ion , there w o u l d be n o wa}^ w e c o u l d 
achieve ou r longer t e r m goals of essent ia l ly be ing i n v u l n e r a b l e t o 
embargos and to fo re ign cuto f fs of o i l a n d to h igher pr ices of o i l ra ised 
a r b i t r a r i l y . A n d i f w e con t i nue t o increase ou r do l l a r o u t f l o w f o r 
i m p o r t e d o i l , w h i c h , as I i nd i ca ted , was abou t $3 b i l l i o n i n 1970 a n d 
$25 b i l l i o n i n 1974, i t w o u l d be over $30 b i l l i o n i n 1977. A n d t o d a y 
m o r e of ou r i m p o r t s are com ing f r o m the M i d d l e E a s t a n d f r o m 
A f r i c a t h a n t h e y were i n 1973. 

T h e Canad ians have c u t b a c k o n t h e i r expor ts t o t he U n i t e d S ta tes 
a n d are c o n t i n u i n g t o c u t back , a n d where we used t o get 1 m i l l i o n 
bar re ls a d a y f r o m Canada , we w i l l be d o w n to abou t 350,000 bar re ls a 
d a y w i t h i n a year o r t w o . 

So unless we do s o m e t h i n g t o deal w i t h ou r i m p o r t s i t u a t i o n , o u r 
i m p o r t s w i l l increase t o a b o u t 8 m i l l i o n bar re ls a d a y b y 1977 f r o m t h e 
6% m i l l i o n t h a t t h e y n o w are, and we w i l l also be i m p o r t i n g m o r e f r o m 
r e l a t i v e l y insecure sources as compared t o v e r y secure sources. W e 
es t ima te t h a t some th ing l i k e 4 m i l l i o n barre ls a d a y o u t of t he 8 
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m i l l i o n w i l l be c o m i n g f r o m the sources w h i c h m i g h t be classif ied as 
insecure and t h a t a 6 - m o n t h cu to f f a t t h a t p o i n t cou ld resu l t i n some-
t h i n g l i k e a $50 b i l l i o n decl ine i n G N P a n d perhaps have 1 m i l l i o n t o 
2 m i l l i o n people u n e m p l o y e d . 

T h e r e are a l o t of people w h o do n o t bel ieve t h a t ra i s ing pr ices 
w i l l a f fect energy conserva t ion . I t is ou r es t imate t h a t i f we d i d n o t 
have the h igher pr ices t h a t occur red over the las t year , we w o u l d 
n o w be conserv ing over 1 m i l l i o n barre ls a d a y mo re t h a n we c u r r e n t l y 
use. 

A n d the o ther a l t e r n a t i v e to n o t do ing a n y t h i n g is the greater use 
of G o v e r n m e n t cont ro ls , and t h a t is e i ther i m p o r t quotas , a l loca t ion , 
o r r a t i o n i n g . L a s t yea r , d u r i n g the embargo , Congress enacted a n 
E m e r g e n c y P e t r o l e u m A l l o c a t i o n A c t w h i c h b r o u g h t us an a l l oca t ion 
sys tem, w h i c h , a l t h o u g h some people m a y fo rge t as the year passed, 
h a d a n u m b e r of p rob lems, and the w a y we reso lved some of these 
p rob lems were to t ake large a m o u n t s of gasol ine o u t of inven to r ies , 
t o m o v e large a m o u n t s of gasol ine f r o m one reg ion to ano the r i n a v e r y 
s h o r t t i m e per iod . W e had a h i g h degree of o p t i m i s m t h a t t he embargo 
w o u l d be over , b u t these act ions cou ld n o t con t inue f o r a n y l e n g t h of 
t i m e . W e also were p repa red a t t h a t p o i n t , a l t h o u g h we d i d n o t w a n t 
to , t o go i n t o a r a t i o n i n g p r o g r a m , i f necessary, a n d I t h i n k i f t he 
embargo h a d las ted v e r y m u c h longer , we w o u l d p r o b a b l y have ended 
u p w i t h a r a t i o n i n g p r o g r a m . 

E a c h of these a l te rna t i ves , a l l oca t ion a n d r a t i o n i n g , i n v o l v e 
bas ica l l y se l f - imposed shortages, a sel f - imposed embargo , b u i l t - i n 
inef f ic iencies, increas ing bu reauc racy , a n d regu la t ions t h a t w o u l d , i n 
ef fect , have the Fede ra l G o v e r n m e n t bas ica l l y m a k i n g business deci-
sions f o r every business a n d a lmos t every i n d i v i d u a l i n the c o u n t r y . 

T o be ef fect ive a n d to con t i nue the p r o g r a m t o w a r d our 1985 
goals w e w o u l d heed a l l oca t ion p rog rams i n effect f o r t he who le t ime , 
10 years, and as y o u s t a r t m o v i n g a long i n the t i m e per iod , y o u reach 
a p o i n t where the Federa l G o v e r n m e n t is go ing back to base per iods 
o f 1972 a n d i n the yea r 1980 is t r y i n g t o figure o u t w h e t h e r business 
shou ld be m o v i n g o r g r o w i n g or w h e t h e r people shou ld be m o v i n g 
a round . 

Seek ing a so l u t i on b y a gasol ine tax , w h i c h is ano the r proposa l 
t h a t was raised, rea l l y , b y i tse l f , does n o t address the basic p r o b l e m 
w e face. I t h i t s 45 percen t of the ba r re l i ns tead of the who le ba r re l 
a n d w o u l d have to be t w o to three t imes as h i g h as an across-the-
b o a r d p e t r o l e u m pr ice increase and, i n add i t i on , w o u l d i n v o l v e some 
reg iona l i nequ i t i es w h i c h we hope we cou ld overcome t h r o u g h ou r 
p r o g r a m . 

W e d i d announce, as y o u k n o w , an i n t e n t i o n to t i l t t he effects of the 
i m p o r t fee t o w a r d gasol ine a n d are n o w p r e p a r i n g regu la t ions to t h a t 
ef fect . T h e expected leve l of energy demand , supp l y , a n d pe t ro l eum 
i m p o r t s i n the f u t u r e depends h e a v i l y o n where w o r l d o i l pr ices go 
and the po l i c y a n d act ions t h a t we i n i t i a t e . 

F o r purposes of p l a n n i n g w e h a v e assumed t h a t t he near t e r m pr ice 
of o i l , t h a t is t h e p r i ce of o i l over t he n e x t couple of years, rema ins 
a t a b o u t t he c u r r e n t levels, a b o u t $11 a ba r re l , b u t t h a t b y the year 
1980 the p r ice of o i l w i l l decl ine t o somewhere i n t h e ne ighbo rhood of 
$7 t o $8 a ba r re l , i n 1973 do l la rs . 

50-290—75 2 
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W e assumed a decl ine of p r ice over the n e x t f e w years fo r t w o 
reasons. F i r s t , we f e l t t h a t i t was i m p o r t a n t t o p l a n aga ins t w h a t 
w o u l d be a tougher s i t u a t i o n to face i n t he f u t u r e , and, second, because 
t he long- range s u p p l y a n d d e m a n d p a t t e r n s i n the w o r l d , t h e p r o d u c -
t i v e capac i t y of O P E C a n d the demands of the c o n s u m i n g na t i ons , 
i n d i c a t e t h a t there is n o economic j u s t i f i c a t i o n f o r pr ices r e m a i n i n g as 
h i g h as t h e y c u r r e n t l y are. 

I f n o p o l i c y act ions are i m p l e m e n t e d , i f we c o n t i n u e a long t he 
w a y s w e were f o l l o w i n g , w e es t ima te t h a t p e t r o l e u m i m p o r t s w i l l 
r ise t o 12.7 m i l l i o n bar re ls a d a y b y 1985. T h a t is ove r 50 pe rcen t 
of d e m a n d , d e m a n d be ing a lmos t 24 m i l l i o n bar re ls a d a y i n 1985. 
T h a t compares t o ou r levels r i g h t n o w of a b o u t 6 m i l l i o n bar re ls a 
d a y o r 6% m i l l i o n bar re ls a day , and a d e m a n d of a b o u t 16.7 m i l l i o n 
bar re ls a d a y . 

T h e goals o f the Pres iden t ' s p r o g r a m are m e t b y a c o m b i n a t i o n o f 
energy conserva t i on a n d increased s u p p l y ac t ions t h a t reduce t h e 
i m p o r t s t o 3 t o 5 m i l l i o n bar re ls a d a y . One t h i n g we l ea rned as we 
w e n t t h r o u g h ou r analys is d u r i n g the P r o j e c t I ndependence s t u d y 
was t h a t a n y b o d y w h o sa id y o u cou ld solve t he energy p r o b l e m 
s t r i c t l y b y conse rva t i on or s t r i c t l y b y inc reas ing domes t i c s u p p l y 
d i d n o t r e a l l y have the fac ts . Y o u h a d to do b o t h . T h e r e was j u s t n o 
w a y t h a t w e c o u l d reach, a goa l of a n y leve l of i n v u l n e r a b i l i t y w i t h o u t 
t a k i n g b o t h conse rva t i on a n d s u p p l y inc reas ing act ions. 

T o accelerate domest ic s u p p l y the re are a n u m b e r of t h i n g s w e 
cou ld do, b u t t o focus o n the t w o b i g ones, the ones w i t h m o s t p a y o f f 
i n t e r m s of r educ ing ou r o i l i m p o r t s , t h e y are to accelerate t h e deve lop -
m e n t of ou r n a v a l p e t r o l e u m reserves a n d especia l ly t h e n a v a l 
p e t r o l e u m reserve i n A l a s k a , w h i c h we es t ima te c o u l d p roduce 2 
m i l l i o n bar re ls a day b y 1985, a n d to accelerate t h e p r o d u c t i o n o n t h e 
O u t e r C o n t i n e n t a l Shel f . T h e f r o n t i e r areas of t he O u t e r C o n t i n e n t a l 
Shel f are p rom is i ng . W e do n o t k n o w enough a b o u t t h e m y e t . W e 
c e r t a i n l y do n o t k n o w exac t l y h o w m u c h o i l is o u t there . T h e r e are 
w i d e ranges of o p i n i o n i n the sc ient i f ic c o m m u n i t y as t o h o w m u c h 
o i l a n d gas is i n the O u t e r C o n t i n e n t a l Shel f . 

M r . REES. 9 b i l l i o n bar re ls i n t he San ta B a r b a r a C h a n n e l . 
M r . PASTERNACK. T h a t is a f a i r a m o u n t of o i l . 
O n t he d e m a n d side we propose a n u m b e r of v e r y s t r i n g e n t regu la -

t o r y measures, i n c l u d i n g m a n d a t o r y t h e r m a l ef f ic iency s tanda rds i n 
a l l n e w b u i l d i n g s ; app l iance ef f ic iency goals to i m p r o v e the app l i ance 
ef f ic iency b y 20 percent b y 1980; a res iden t ia l t a x c red i t o f 15 p e r c e n t 
o n i n s t a l l i n g i n s u l a t i o n f o r ex is t ing b u i l d i n g s ; a l o w i n c o m e a n d 
e lde r l y w i n t e r i z a t i o n p r o g r a m to s u p p l y $55 m i l l i o n a yea r t o pu rchase 
a n d i n s t a l l energy conserv ing e q u i p m e n t i n homes of people w h o 
canno t a f f o rd t o b u y t h e m ; a u t o m o b i l e efficienc}^ goals to increase t h e 
ef f ic iency of au tomob i les b y 40 percen t b y the 1980 m o d e l y e a r ; a n d , 
of course, the c o n t i n u e d use of h ighe r pr ices. 

These act ions w i l l save over 4 m i l l i o n bar re ls a d a y b y 1985. I n 
a d d i t i o n to t h a t , we proposed a s y n t h e t i c fuels c o m m e r c i a l i z a t i o n p r o -
g r a m i n w h i c h the G o v e r n m e n t w i l l t a k e some steps t o p r o v i d e 
specif ic i ncen t i ves f o r ce r ta i n technologies t o see t h a t t h e y are c o m -
m e r c i a l l y p roduced . I t does n o t m e a n t h a t we w i l l b u i l d 500 s y n t h e t i c 
f ue l p lan ts , o r coal gas i f i ca t ion p lan ts , o r o i l shale p l a n t s ove r the n e x t 
10 years. I t does n o t m e a n a M a n h a t t a n - s t y l e p r o j e c t f o r $20 b i l l i o n a 
yea r to b u i l d these p lan ts , b u t i t does m e a n t h a t there w i l l be specif ic 
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i n c e n t i v e s , e i t he r p r i c e guaran tees , pu rchase guaran tees , d i r e c t s u b -
s id ies, loans , o r o t h e r approaches t o i nsu re t h a t these n e w techno log ies 
needed b e y o n d 1985 are deve loped . 

T h e r e are s t i l l a n u m b e r o f p r o b l e m s assoc ia ted w i t h s y n t h e t i c 
f u e l s — e n v i r o n m e n t a l i m p a c t , w a t e r a v a i l a b i l i t y , a n d o t h e r t e c h n i c a l 
ques t i ons t h a t s t i l l h a v e t o be so lved . T h e y w i l l also cost a l o t m o r e 
t h a n d o m e s t i c o i l a n d gas p r o d u c t i o n , a n d w h i l e t h e r e has been some 
t a l k a b o u t p r i ce f loors , i t s h o u l d be c lear t h a t w e h a v e n o i n t e n t w h a t -
soever o f p u t t i n g a p r i c e f l oo r i n e f fec t t o p r o t e c t t h e p r i ce of a n y of 
these s y n t h e t i c fue ls . 

I n a d d i t i o n , w e p r o p o s e d s t a n d b y emergency measures w h i c h c o u l d 
be used i n case of e m b a r g o a n d a n e m e r g e n c y s to rage p r o g r a m of u p 
t o 1 b i l l i o n ba r re l s , w h i c h c o u l d s u p p l y 3 m i l l i o n ba r re l s a d a y i n t h e 
e v e n t of a s u p p l y d i s r u p t i o n . 

T h e r e are a n u m b e r o f s ta t i s t i cs i n t h e s t a t e m e n t w h i c h discuss t h e 
d o l l a r o u t f l o w f o r p e t r o l e u m ove r t h e n e x t 10 yea rs u n d e r v a r y i n g con -
d i t i o n s , a n d I w i l l n o t go i n t o those r i g h t n o w . I j u s t w a n t e d t o m a k e a 
coup le of p o i n t s a b o u t some of y o u r c o m m i t t e e ' s s tud ies t h a t w e h a v e 
g o t t e n copies o f a n d read . W e h a v e n o d i sag reemen t w i t h s t a t e m e n t s 
s u c h as, " T h e U n i t e d S ta tes has n o p r o b l e m f i n a n c i n g i t s o i l de f i c i t s 
o v e r t h e n e x t 10 y e a r s . " W e be l ieve t h a t t o be t r u e . 

W e be l ieve t h a t o u r b a l a n c e - o f - p a y m e n t s a n d b a l a n c e - o f - t r a d e 
s i t u a t i o n is n o t t h a t b a d r i g h t n o w a n d w o u l d be m u c h b e t t e r , o f 
course , i f w e d i d n o t h a v e t o p a y $25 b i l l i o n t o $30 b i l l i o n a yea r f o r 
f o r e i g n o i l . W e also be l i eve v e r y s t r o n g l y t h a t , as y o u r s t u d y p o i n t s 
o u t , t h e U n i t e d S ta tes c a n find l i t t l e c o m f o r t i n g rea te r s e c u r i t y a n d 
eas ing i t s o w n b a l a n c e - o f - p a y m e n t s s i t u a t i o n w h e n t h e res t o f i t s 
c o n s u m i n g n a t i o n s a n d t r a d i n g p a r t n e r s are i n ser ious financial 
t r o u b l e . A n d as p a r t o f o u r ene rgy p o l i c y , o f course, w e are n e g o t i a t i n g 
a n d m e e t i n g w i t h t h e c o n s u m i n g n a t i o n s t o a r r i v e a t v a r i o u s m e t h o d s 
t o h e l p t h e i r s i t u a t i o n . 

F i n a l l y , I w o u l d j u s t l i k e t o say t h a t i f p r i ces r e m a i n h i g h ove r t h e 
n e x t f e w years , t he re is n o q u e s t i o n t h a t o u r i m p o r t s i t u a t i o n w i l l be 
b e t t e r . W e are i n a v e r y i r o n i c s i t u a t i o n i n t h a t t h e h i g h e r t l i e w o r l d 
o i l p r i ce t h e b e t t e r o u r d o m e s t i c i m p o r t s i t u a t i o n is a n d t h e worse m o s t 
o f t h e c o n s u m i n g n a t i o n s ' s i t u a t i o n s are a n d t h e worse , c e r t a i n l y , t h e 
p r i ce ef fects are d o m e s t i c a l l y . 

I f w e h a v e v e r y h i g h pr ices, we do n o t h a v e t o enac t a n y m a n d a t o r y 
c o n s e r v a t i o n measures. W e do n o t h a v e t o enac t a n y m a j o r domes t i c 
s u p p l y a l t e rna t i ves . W e c o u l d be a t 3 t o 5 b i l l i o n ba r re l s a d a y i f o i l 
p r i ces s t a y e d $11 a b a r r e l . B u t t he re are o t h e r ef fects o f h i g h pr ices 
t h a t are n o t bene f i c ia l t o t h i s c o u n t r y , a n d i t is o u r l ong - range i n t e n -
t i o n t o t r y t o do w h a t w e c a n t o b e i n g d o w n t h e p r i ce of w o r l d o i l . 

W e be l ieve v e r y s t r o n g l y t h a t t h e P r e s i d e n t ' s p r o g r a m does ac-
c o m p l i s h th i s , a n d w e h a v e set o u t goals a n d m e t h o d s t o ach ieve t h e m . 

A n d w i t h t h a t , I w i l l be h a p p y t o answer a n y ques t ions . 
[ M r . P a s t e r n a c k ' s p r e p a r e d s t a t e m e n t f o l l o w s : ] 

P R E P A R E D S T A T E M E N T OF B R U C E A . P A S T E R N A C K 

I appreciate the opportunity to appear before you today to discuss the Ad-
ministrat ion's proposals for dealing w i th the Nation's energy problems. I am the 
Deputy Assistant Administrator for Policy and Analysis. I am substituting for 
Mr . Er ic Zausner, the Act ing Deputy Administrator, in his absence. 
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I ' m sure tha t we al l agree tha t the present energy s i tuat ion requires broad, 
/decisive and prompt government action to prevent continued erosion of our 
economic v i t a l i t y and nat ional security. We need a coordinated nat ional energy 
pol icy wh ich restores our energy independence. 

Our economic system is strong and resilient, and we have great resources. The 
impact of recent changes i n the wor ld oi l market on other countries much more 
dependent on oi l imports has been correspondingly greater. The Un i t ed States 
can be profoundly affected b y severe economic crisis abroad. We must show our 
leadership among the industrial ized nat ions and demonstrate our willingness to 
take hard and expensive steps in energy conservation and development of new 
energy resources. The President's program is an outstanding example to other 
countries of America's determinat ion to reverse the trends towards dependency. 
Reducing our vulnerabi l i ty to supply in ter rupt ion and price manipu la t ion must 
be given the highest pr io r i ty . 

The President has prescribed tough action to cure our energy il ls. H e has out-
l ined three, time-phased goals. 

1. A cut i n our oi l imports of 1 mi l l ion barrels per day b y the end of this year 
and of 2 m i l l i on barrels per day by the end of 1977. 

2. B y 1985, invu lnerabi l i ty to impor t disruptions, or impor ts of no more than 
3-5 mi l l ion barrels per day—and the capabi l i ty of immediate ly replacing tha t 
amount f rom storage and standby measures i n the event of a supply disrupt ion. 

3. Accelerated development of energy technology and resources so tha t the 
Un i ted States can meet a significant share of the energy needs of the free wor ld b y 
the end of this century. 

ACTIONS TO M E E T T H E SHORT-TERM GOAL 

I n the first crucial years, few supply actions can have much immediate effect. 
Product ion f rom the E l k Hi l ls , California, Nava l Petroleum Reserve, must be 
developed and increased. The conversion of o i l burn ing facil i t ies to coal must be 
increased. Legislation for bo th of these proposals has been submi t ted b y the 
President. B u t these supply actions w i l l no t be enough i n the next two to three 
years. Therefore, we must promote energy conservation and vo lun ta ry conserva-
t ion measures have not been adequate so far. 

The first step i n the stronger conservation program has been a $1 fee on impor ted 
petroleum products to ease the impact on regions heavi ly dependent on impor ted 
petroleum products, such as New England and the Northeast States, the Pres-
ident 's program provides for a lower fee rate on products other t han crude oil. 
These increased impor t fees are temporary u n t i l Congr^s enacts Comprehensive 
tax legislation which includes an excise tax of $2 per barrel on al l crude oi l and 
petroleum products. 

The revenues raised w i l l be returned to the economy through tax rebates i f the 
President's fu l l economic and energy program is enacted. The relat ive cost of 
petroleum products wiU be increased w i thou t cut t ing disposible income. Fur ther -
more, the restoration of a fu l l market w i l l remove price advantages current ly 
enjoyed b y areas not dependent on impor ted oil. 

A proposed excise tax of 37^ per thousand cubic feet on al l na tura l gas, the 
equivalent to the $2 oi l excise tax, has been proposed. Deregulat ion of na tura l 
gas should serve to reverse the t rend of dwind l ing natura l gas reserves, unemploy-
ment due to curtai lments, and to prevent industr ia l switching f rom oi l to already 
scarce natura l gas because of i ts lower price. 

The price of old domestic crude oil is expected to be decontrolled. Congressional 
enactment of the windfa l l prof i ts tax is also required to prevent excess prof i ts 
accruing to the industry. 

A program of income tax reductions and rebate measures to re tu rn to the 
economy the roughly $30 bi l l ion increased cost of these provisions has been 
proposed. Most of this money is to be restored direct ly to consumers, w i t h special 
measures to provide funds for the poor. 

The use of impor t fees, excise taxes and decontrol of o i l prices to foster large-
scale energy conservation has at t racted much at tent ion and cri t ic ism. 

I would l ike, therefore, to outl ine some alternatives. First , there is the alter-
nat ive of doing nothing. No action only postpones the tough decisions we have to 
make. Wi thou t conservation, our tab for impor ted oil, wh ich was $3 b i l l ion i n 
1970, and $24 bi l l ion last year (1974), would reach over $30 b i l l ion i n 1977. 

Today, even more of our imports are coming f rom Afr ica and the Midd le East 
than were in 1973. Over half of our petroleum imports come f rom sources outside 
of the Western Hemisphere. Unless we do something, the dependence on Af r ican 
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and Midd le Eastern sources w i l l continue to grow. Wi thou t p rompt action our 
impor ts w i l l approach 8 M M B / D in 1977. The 2 M M B / D reduction w i l l just hold 
us level. 

Every mon th we hesitate w i l l make i t tha t much harder to achieve our 1985 
goals. We must reflect on the future cost to the nat ion i f we do not act 
expeditiously. 

There are those who believe tha t raising prices of energy at home w i l l not help 
us cut back on consumption. However, present consumption would have been at 
least 1 mi l l ion barrels a day more i f prices had not risen so sharply last year. A l -
though the cartel has cut back on product ion there is st i l l a surplus of oi l on the 
wor ld market despite the pre-embargo concern about the capabi l i ty t o satisfy 
the growing wor ld demand. There is concrete evidence al l around us tha t price 
is indeed effective i n reducing demand. 

The other al ternat ive to inact ion is the greater use of Government controls— 
whether impor t quotas, al location systems or rat ioning. We looked at many of 
these last year dur ing the embargo. We chose some and rejected others. A n d our 
reasoning was good for a short- term crisis. We now face a longer te rm one. Each 
of these alternatives would involve some fo rm of self-imposed shortages as wel l as 
bu i l t - in inefficiencies, burgeoning bureaucracies and regulatory prol i ferat ion and 
disruptions in the lives of al l American citizens. To be effective, controls must be 
i n place for a long-term of up to ten years. I doubt tha t the American people 
would be wi l l ing to pu t up w i t h such alternatives. 

Seeking a solution through gasoline tax increases alone does no t address the 
basic problem of reducing demand. Instead, an increase i n al l products f rom a 
barrel of oi l seems a more effective and more equitable solution. 

To the max imum extent possible, we should allow the free market to work. 
This is wha t the energy conservation taxes and fees would do, whi le the rebates 
wou ld assure no significant loss of consumer purchasing power* 

F O R E C A S T S OF S U P P L Y A N D D E M A N D 

The expected level of energy demand, supply and petroleum imports depends 
heavi ly on fu ture movements in the wor ld price of oi l and the pol icy actions wh ich 
we ini t iate. The surv ival of the oi l cartel is not guaranteed bu t their actions w i l l 
have a great impact on our imports, oi l dollar outf low and the associated vulner-
abi l i ty . For purposes of planning, the Admin is t ra t ion has assumed tha t the near 
te rm price of oi l remains at current levels of approximately $11 per barrel bu t 
drops to $7 per barrel before 1980. This has the effect of decreasing domestic 
supply, increasing demand and increasing the potent ia l impor t levels when com-
pared to a continual rise i n the nominal price of oil. 

I f no new pol icy actions are implemented, our estimates indicate tha t at $7 
per barrel, petroleum imports could rise b y more than 600 M B / D each year to 
12.7 M M B / D in 1985 to satisfy the associated petroleum demand of 23.9 M M B / D . 
This compares w i t h 6 M M B / D of imports and 16.7 M M B / D of consumption i n 
1975. This is the planning assumption used i n the development of the President's 
program. 

The goals of the President's program are met by a combinat ion of energy 
conservation and increased supply activit ies tha t reduce 1985 imports of the 3 -5 
M M B / D range. The central supply features of this mid- term program call for the 
accelerated development of the Nava l Petroleum Reserves and the Outer Con-
t inenta l Shelf to produce a combined to ta l of 3.8 M M B / D in expanded domestic 
production. On the demand side, 900 M B / D due to improved thermal bu i ld ing 
standards, appliance efficiency standards, and thermal retrof i t of residential 
buildings supplement the 1 M M B / D savings f rom automobile efficiency standards 
are the 2.1 M M B / D i n reduced demand produced by higher prices and taxes. 

These effects plus the impacts of coal conversion and synthetic fuel development 
should reduce imports to 4.2 M M B / D in 1985. This impor t vu lnerabi l i ty can be 
met w i t h standby emergency measures plus an emergency storage program of 1 
b i l l ion barrels which could supply 3 M M B / D for one year. 

The oi l dollar outflows of such a program would be $10.7 b i l l ion annual ly under 
our price assumptions as compared to $32.5 bi l l ion i f no action is taken. 

These figures indicate the importance of our proposed pol icy actions. Assump-
tions about fu ture prices or cartel behavior increase the di f f icul ty ,of designing a 
comprehensive program for dealing w i t h potent ia l impor t vulnerabi l i ty . I f the 
cartel collapses and wor ld prices drop to pre-embargo levels, impor t demand could 
rise over 21 M M B / D by 1985 if no fur ther pol icy action is taken. The dollar 
outf low would be ove $30 bi l l ion in 1973 dollars. On the other hand, if 1985 
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prices stay near present levels in real terms and no policy action is taken, the h igh 
prices alone should reduce import demand to 3-4 M M B / D and dollar outflows 
w i l l be $12-$16 bil l ion. 

These-fluctuations in the oil deficit are large, part icular ly if we take no action, 
but the oi l dollar outflow figures do not address the more comprehensive and more 
complicated measure of the net balance of payments. The estimation of the oi l 
deficit is a simple matter by comparison and I have no detailed estimates of our 
expected balance of payments. 

However, I do not disagree w i t h the recent study prepared for this committee: 
(Balance-of-Payments Adjustment to Higher Oi l Prices: Managing the Petrodollar 
Problem, December 1974), . . the Un i ted States has no problem financing its o i l 
deficits",-'In-fact,-the balance of payments problem wi l l be much more serious for 
our t rading partners. 

As your study indicates, "The Uni ted States would, i n those circumstances, 
find l i t t le comfort in its relatively greater energy security and ease of balance-of-
payments financing". We must consider the broader implications of the oi l cartel 
as well as its effect on our own import vulnerabi l i ty. Our policy actions w i l l com-
bine w i t h the programs in other countries to put pressure on the wor ld price of 
oi l and reduce dependence on poli t ical ly unstable sources of energy. This w i l l i n 
itself produce some variat ion in the eventual outcome of prices and impor t quan-
tities. For any outcome, the stakes are high. 

We believe that our planning assumptions are prudent and tha t a dif f icult b u t 
comprehensive program must be implemented. I f prices remain high, our impor t 
positions w i l l be further improved. I n any event, our program assures effective 
el imination of embargo vulnerabi l i ty and improves the climate for our t rad ing 
partners as well, even given our expectations of lower prices. Our task is to deter-
mine the least cost method of achieving this goal wi thout reliance on programs 
which cannot be implemented or have a l imi ted chance of success. 

I believe the President's program does accomplish this and I would be glad to 
answer any questions you might have. Thank you. 

M r . REES. T h a n k y o u v e r y m u c h . 
F o r m e m b e r s of t h e s u b c o m m i t t e e w h o came i n a l i t t l e l a t e , t h i s is 

B r u c e A . P a s t e r n a c k , a n d he is t h e A c t i n g D e p u t y A s s i s t a n t A d m i n -
i s t r a t o r f o r P o l i c y o f t h e F e d e r a l E n e r g y A d m i n i s t r a t i o n . 

I w o u l d j u s t l i k e t o a s k t w o ques t i ons . 
One , o n some s tud ies w e d i d w e f e l t t h a t t h e 6 7 - p e r c e n t increase i n 

t h e p r i c e o f p e t r o l e u m , w h i c h is b a s i c a l l y t h e P r e s i d e n t ' s p r o g r a m , 
w i t h a d o u b l i n g o f t h e p r i ce o f n a t u r a l gas w o u l d b e v e r y h a r m f u l a t 
t h e t i m e w h e n t h e c o u n t r y is i n a v e r y ser ious recession. W e figure 
t h a t t h e cos t o f t h e p r o g r a m t o t h e c o n s u m e r w o u l d b e a r o u n d $50 
b i l l i o n , a n d t h a t is t h e d i r e c t c o s t — t h e i n d i r e c t cos t is r a t h e r h a r d t o 
c o m p u t e . T h i s is t h e w o r s t t i m e t o c o m e t h r o u g h w i t h t h a t t y p e o f 
p r o g r a m . 

A l s o , w e f e l t t h a t t he re w e r e d i f f e r e n t p r i c e e las t i c i t i es i n t h e v a r i o u s 
c o m p o n e n t s o f w h a t p e t r o l e u m p r o d u c e s — y o u m i g h t h a v e a r e l a t i v e l y 
h i g h e l a s t i c i t y i n gaso l ine b u t v e r y l o w i n h o m e f u e l o r j e t f ue l . I f 
increases were g o i n g t o be m a n d a t e d , t h e y s h o u l d b e m a d e o n t h e 
spec i f ic p r o d u c t i n s u c h a w a y t h a t i t w o u l d cause t h e leas t a m o u n t 
o f h a r m t o t h e consumer . 

W o u l d y o u l i k e t o c o m m e n t o n t h a t ? 
M r . PASTERNACK. W e l l , a coup le o f t h i n g s o n w r hat y o u s a i d — a s 

y o u k n o w , w e d isagree w i t h t h e e s t i m a t e o f $50 b i l l i o n i n t e r m s o f t h e 
ef fects o f t h e p r o g r a m , a n d h a v e t r i e d t o c o m p a r e , i n f a i r l y g r e a t de -
t a i l , o u r ana lys i s w i t h t h e ana lys is o f t h e Cong ress iona l R e s e a r c h 
Serv ice a n d t h e Senate I n t e r i o r C o m m i t t e e a n d o the rs w h o h a v e been 
i n t h e $40 b i l l i o n t o $50 b i l l i o n r ange , a n d I w i l l be h a p p y t o m a k e 
a v a i l a b l e t h e de ta i l s o f those analyses f o r t h e r eco rd . 

B u t , b a s i c a l l y , o u r ana lys is o f $30 b i l l i o n is n o t j u s t t h e d i r e c t 
e f fec ts ; t h a t is, t h e d i r e c t a n d i n d i r e c t ef fects. A n d one m i s t a k e t h a t 

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



11 

is somet imes made i n say ing t h a t i t is o n l y the d i rec t ef fect is t h a t 
w h e n y o u l ook a t , f o r example, n a t u r a l gas, and the pr ice increases f o r 
n a t u r a l gas t h a t w o u l d occur unde r th i s p r o g r a m , m o s t of the i n -
creases w o u l d be fe l t b y i n d u s t r y , a n d m o s t of those increases w o u l d 
be passed a long to the consumer. Those are i nd i rec t effects, as opposed 
to the d i rec t effects o n the consumer. 

T h e r e are ce r ta in r i pp l e effects t h a t w o u l d occur a yea r or t w o f r o m 
n o w as the resu l t o f , m a y b e , h igher wages, h igher pr ices of ce r ta in 
r a w mate r ia l s , w h i c h we have also i nc l uded i n ou r es t imate . A l l these 
deta i ls are i n the compar isons. A s f a r as the t i m i n g a n d the specifics, 
as to w h a t p roduc ts , he p laced the emphasis on—one t h i n g I l e a r n e d — 
a n d I a m n o t an e c o n o m i s t — b u t one t h i n g I l ea rned over the las t 
yea r and have h a d d r u m m e d i n t o m e b y a l l of ou r economists is t h a t 
e l as t i c i t y is a v e r y funn}^ w o r d . 

T h e r e is no such t h i n g as an e las t i c i t y of o i l or an e las t i c i t y of 
gasol ine. T h e r e are e last ic i t ies w i t h respect t o d e m a n d t h a t have to 
t ake i n t o account t he a b i l i t y t o s w i t c h to o the r p roduc ts , the a b i l i t y 
f o r convers ions and t i m i n g i n sho r t t e r m elast ic i t ies or l o n g t e r m 
elast ic i t ies. I n f ac t , gasol ine does n o t h a v e the h ighes t e las t i c i t y of 
d e m a n d . T h e r e are o the r p roduc ts . A n d over a ce r t a i n pe r i od of t i m e , 
res idua l o i l , f o r example , w o u l d have a h ighe r e las t i c i t y t h a n gasol ine. 
T h e r e w o u l d be more o p p o r t u n i t y t o conve r t , and there w o u l d be m o r e 
o p p o r t u n i t y t o save. 

W e bel ieve t h a t the re is an i m p o r t a n t need to conserve a l l p a r t s 
o f the bar re l . A n d w h i l e we p u t f o r w a r d a p r o g r a m w h i c h does n o t do 
so across t he boa rd , we recognize the concerns of m a n y people as t o 
the emphasis we have p laced o n o the r p a r t s of the ba r re l t h a n gasol ine, 
a n d t h a t is one of the reasons the Pres iden t announced h is i n t e n t i o n 
to t i l t t he p r o g r a m a n d the effects of t he p r o g r a m t o w a r d gasol ine. 

I n f ac t , t he w a y we have p roposed i t n o w , i t w o u l d p u t r o u g h l y 
t w o - t h i r d s of the increase o n gasol ine a n d o n e - t h i r d o n o the r p roduc ts . 
T h e t i m i n g of i m p l e m e n t i n g the p r o g r a m , the force of t he p r o g r a m 
a t t h i s t i m e is c e r t a i n l y one t h a t we h a v e been discussing w i t h a l l of 
t he commi t tees i n t he House and Senate, and one w h i c h we are s t i l l 
nego t i a t i ng . 

M r . REES. I n t h i s ques t i on per iod , everyone can ask one ques t ion , 
a n d le t ' s do i t i n f o r m a l l y . I a m n o t m u c h i n love w i t h t he sen io r i t y 
sys tem. 

M r . STANTON. M r . Pas te rnack , as M r . Rees has said, t h i s subcom-
m i t t e e is p r i m a r i l y i n te res ted i n t he i n t e r n a t i o n a l aspects of o i l , 
i n c l u d i n g the p r ice of t he o i l a n d i t s re la t i onsh ip i n the i n t e r n a t i o n a l 
m o n e t a r y f u n d . T h a t is where ou r basic i n te res t l ies. 

M y ques t ion is one of cu r i os i t y . F o r example , we read a b o u t t he o i l 
f loor pr ice scheme and we have o the r deal ings w i t h the A r a b count r ies 
a n d t he F rench . I n the i n t e r n a t i o n a l m o n e t a r y cons iderat ions y o u 
have the T r e a s u r y D e p a r t m e n t i n v o l v e d and of course we have the 
F E A , of w h i c h y o u are a p a r t . 

T h e ques t ion i s : O f w h a t i m p o r t a n c e w o u l d y o u p u t y o u r F E A i n 
regards t o our r e l a t i onsh ip w i t h t he i n t e r n a t i o n a l aspects of th is 
p rob lem? D o y o u t h i n k o u r m a j o r i t y i n p u t shou ld be f r o m the T reas -
u r y D e p a r t m e n t , t he S ta te D e p a r t m e n t , the F E A , or a comb ina t i on . 

M r . PASTERNACK. A s y o u k n o w , t h e mechan i sm we have been us ing 
t o deal w i t h th i s who le energy p r o b l e m has been t h r o u g h the coor-
d i n a t i o n of t he E n e r g y Resources C o u n c i l w h i c h the Pres iden t 
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estab l ished u n d e r Rogers M o r t o n w i t h F r a n k Z a r b as t h e E x e c u t i v e 
D i r e c t o r . T h a t , indeed, is whe re m o s t o f t h e basic p o l i c y decis ions 
are b e i n g made , a n d m o s t of t h e basic p o l i c y r e c o m m e n d a t i o n s are 
b e i n g m a d e t o t h e P res iden t f r o m t h e E n e r g y Resources C o u n c i l . 

So i n t h a t respect , F r a n k Z a r b a n d Rogers M o r t o n , rep resen t i ng 
t h e i r agencies, are h e a v i l y i n v o l v e d i n the i n t e r n a t i o n a l ques t ions . 
C e r t a i n l y t he lead w i t h i n the Fede ra l G o v e r n m e n t f o r nego t i a t i ons 
w i t h t he p r o d u c i n g na t i ons a n d the consuming na t i ons , has been a n d 
con t inues t o be p r i m a r i l y i n t he Sta te D e p a r t m e n t u n d e r Secre ta ry 
K iss inge r a n d Ass is tan t Secre tary Ende rs . T h e y h a v e been d o i n g m o s t 
of t h e nego t ia t ions o n b o t h the pr ice f loor concept , the sa fe ty n e t , 
a n d t he nego t ia t ions w i t h the p r o d u c i n g na t i ons on w o r l d o i l pr ices 
a n d secur i t y supp l y . T h e T r e a s u r y D e p a r t m e n t p lays a m a j o r ro le 
i n t h e i n t e r n a t i o n a l r ecyc l i ng ques t ion a n d i n t he f i nanc ia l m a r k e t s 
of t he w o r l d . 

T h a t is p r o b a b l y a r o u n d a b o u t answer to y o u r ques t i on b u t I t h i n k 
a l l agencies are i n v o l v e d ; however , S ta te a n d T r e a s u r y h a v e t h e 
m a j o r i t y of the lead on the financial side. 

M r . TSONGAS. M a y I ask t w o quest ions? 
M r . R E E S . Y e s , s i r . 
M r . TSONGAS. One is t h a t we h a d a m e e t i n g of t he N e w E n g l a n d 

caucus yes te rday and there was g rea t concern a b o u t conse rva t i on o f 
p e t r o l e u m . W e l l , i n N e w E n g l a n d a t th is p o i n t , I do n o t k n o w w h a t t h e 
case is i n o the r places, b u t the m a j o r o i l companies are f o r c i n g t he r e t a i l 
gasol ine dealers to s tay open o n Sundays t o l ower the p r ice of gasol ine 
a n d l o w e r i n g the pr ice c o m i n g f r o m the gasol ine dealers' p ro f i t s , a n d 
also ex tend ing the i r hours , the obv ious i n t e n t be ing t o increase 
c o n s u m p t i o n of gasol ine, I w o u l d assume, because there are excess 
suppl ies. 

N o w i f y o u are t a l k i n g a b o u t conserva t ion , o i l compan ies are 
engaged i n w h a t is a t best an unwise po l i cy . I t m a y even be u n p a t r i o t i c 
g i v e n t he w a y th ings are go ing. W h y is there no a t t e m p t b y t h e F E A 
t o po l ice th is , to s top i t , a n d to , i n essence, be as t o u g h w i t h t h e o i l 
companies as the P res iden t is a p p a r e n t l y able t o be w i t h t he consumer? 

M r . PASTERNACK. W e l l , we have s t a r t e d t o dea l w i t h th i s , b u t i t 
has been a f a i r l y recent deve lopmen t a n d w e are s t i l l n o t sure h o w 
w idespread. 

M r s . FENWICK. I t is i n N e w Jersey, too. Y o u get a k e w p i e d o l l i f 
y o u b u y 10 gal lons. 

M r . TSONGAS. A year a n d a ha l f ago I became a l a w y e r f o r t he 
Gas Dea le r ' s Assoc ia t ion i n m y d i s t r i c t a n d a t t h a t p o i n t a yea r a n d 
a h a l f ago t h e y were m u s c l i n g the gas dealers f o r a l l k i n d s of i ncen t i ves 
t o s t a y open a n d devise a l l k i n d s of g i m m i c k s a n d so f o r t h . T h a t is 
t a k i n g place a t the grassroots leve l a n d the o n l y a c t i v i t y t h a t we see 
b y the F E A is po l i c i ng the gas s ta t ions a n d n o t i n a n y sense p o l i c i n g 
the o i l companies. 

T h e r e are t w o prob lems. One is the who le ques t i on of c r e d i b i l i t y , 
w h i c h affects y o u r p resen ta t ion . A n d second, the ques t i on of e q u i t y . 
I t is perce ived t h a t the G o v e r n m e n t is m o v i n g r a p i d l y w i t h respect 
t o the consumer and w i t h respect to the s m a l l bus inessman, a n d y e t 
those w h o have made a g rea t deal of m o n e y f r o m the p o l i c y somehow 
or ano the r are un fe t te red . A n d once y o u h a v e sense of i n e q u i t y , i t is 
imposs ib le to get the Congress, I w o u l d t h i n k , to go a long w i t h these 
pol ic ies. 
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M r . PASTERNACK. I c a n n o t agree w i t h y o u m o r e , a n d l e t m e t r y t o 
e x p l a i n as bes t I k n o w e x a c t l y w h a t w e are d o i n g o n th i s . 

F i r s t , t he re are c e r t a i n l i m i t a t i o n s t o o u r s t a t u t o r y r e s p o n s i b i l i t y 
t o get i n t o c o n t r a c t s , a n d the re are e x i s t i n g c o n t r a c t s b e t w e e n i n d u s t r y 
a n d t h e serv ice s ta t i ons . W h e r e w e c a n exe r t pressure o n t h e i n d u s t r y , 
w e are n o w p r o c e e d i n g t o do t h a t . F r a n k Z a r b has m e t p e r s o n a l l y 
w i t h t h e r e t a i l serv ice s t a t i o n dealers w i t h i n t he l as t 2 weeks a n d he is 
m e e t i n g w i t h some o f t h e o i l compan ies i n v o l v e d i n these, a n d h i s 
i n t e n t i o n is t o do w h a t e v e r he c a n t o b r i n g w h a t e v e r pressure is neces-
s a r y t o s t o p these unnecessary ac t ions . 

M r . CONLAN. D o e s he h a v e a n y s t a t u t o r y a u t h o r i t y o r is i t j u s t 
j a w b o n i n g ? 

M r . PASTERNACK. TO a la rge e x t e n t , i t is j a w b o n i n g a n d p u t t i n g 
pressure on . 

M r . REES. W e l l , he c a n a l locate . H e has t h a t p o w e r . 
M r . PASTERNACK. A l l o c a t i o n , b a s i c a l l y does n o t h u r t t h e r e t a i l o i l 

dealers t h a t m u c h . I t r e a l l y does n o t . A l l t h e a l l o c a t i o n tends t o do is ; 
one, i t cu t s b a c k o n s u p p l y a n d ends u p h u r t i n g y o u r consumer m o r e 
t h a n a n y t h i n g else, a n d y o u w a n t t o be ca re fu l t h a t w e do n o t t a k e a 
c i r c u i t o u s r o u t e a n d e n d u p w i t h s o m e t h i n g t h a t is n o t benef ic ia l . 

M r . TSONGAS. YOU are g o i n g t o be g e t t i n g a l e t t e r f r o m m e a n d 
h o p e f u l l y some of m y col leagues o n t h i s n e x t week . 

M r . PASTERNACK. W e are p r e p a r e d t o r e s p o n d v e r y q u i c k l y . 
M r . TSONGAS. T h e second q u e s t i o n i s : Y o u expressed a s u r p r i s i n g 

n o n c o n c e r n a b o u t t h e b a l a n c e - o f - p a y m e n t s p r o b l e m ; c o u l d y o u e x p l a i n 
t h a t ? 

M r . PASTERNACK. B a s i c a l l y , w h a t I was s a y i n g is w e are c o n c e r n e d 
a b o u t t h e p r i ce w e are p a y i n g f o r f o r e i g n o i l a n d t h e a m o u n t o f m o n e y 
g o i n g o u t of t h i s c o u n t r y f o r f o r e i g n o i l . A n d i n f a c t , w h e n y o u t a l k 
a b o u t $25 b i l l i o n o r $30 b i l l i o n a y e a r g o i n g o u t o f t h i s c o u n t r y a n d 
g o i n g t o t h e M i d d l e E a s t a n d t h e p r o d u c i n g n a t i o n s , t h a t is s o m e t h i n g 
t h a t concerns us v e r y m u c h a n d i t concerns us t h a t i t is m o n e y t h a t 
c o u l d be go ing i n t o o u r T r e a s u r y a n d c o u l d be m u l t i p l y i n g here i n t h i s 
c o u n t r y as opposed t o p r o d u c i n g n a t i o n s . 

Neve r the less , desp i te t h e $24 b i l l i o n w e spen t l a s t y e a r f o r f o r e i g n 
o i l , I be l ieve , i f I r e m e m b e r t h e n u m b e r s , o u r b a l a n c e - o f - p a y m e n t s 
de f i c i t o r ba lance o f t r a d e de f i c i t was s o m e t h i n g l i k e $6 b i l l i o n o r $7 
b i l l i o n , a n d t h a t i n d e e d w a s a r e l a t i v e l y h e a l t h y s ign . 

M r . BROWN. B u t i f t h e g e n t l e m a n w o u l d y i e l d , I t h i n k a l o t o f t h a t 
d e f i c i t o f fse t w a s a r e s u l t o f t h e sale o f f a r m c o m m o d i t i e s w h i c h y o u 
m a y n o t h a v e aga in . 

M r . HANNAFORD. T h a t is e x a c t l y t h e q u e s t i o n of w h i c h I a m con-
cerned. W h e n y o u sa id y o u we re n o t conce rned a b o u t t h e l o n g - r u n 
ba lance of p a y m e n t s , i t seems t o m e t h a t t h a t r e a l l y is o u r o n l y con -
cern. I f w e r e a l l y i n t h e l o n g r u n h a v e a ba lance of p a y m e n t s , w e w o u l d 
n o t r e a l l y be t h a t w o r r i e d a b o u t u s i n g f o r e i g n ene rgy . A s a m a t t e r 
o f f a c t , t h e bes t t h i n g w e m i g h t d o is use f o r e i g n e n e r g y as l o n g as 
w e h a v e o n t h i s g lobe a r e l a t i v e l y s h o r t t e r m of foss i l fue ls t o use. 

W h i l e w^e are d e v e l o p i n g o u r a l t e r n a t i v e ene rgy sources, w e w o u l d 
be b e t t e r o f f t o use t h e f o r e i g n ene rgy so l o n g as w e can m a i n t a i n a 
ba lance of p a y m e n t s . 

I s t h a t n o t a reasonab le ana lys is? 
50-290—75 s 
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M r . GoNiiAN. B u t d i d he n o t say there were t w o fac to rs , one, t he 
economics i n the ba lance of paymen ts , a n d t w o , the secu r i t y fac tors , 
as t o w h a t y o u are dependent upon? C a n y o u m o v e i n w i t h o u t an 
economic disaster? 

M r . PASTERNACK. T h e p r o b l e m is as m u c h one o f secu r i t y a n d the 
a b i l i t y t o c o n t r o l our f o re ign p o l i c y and ou r domest ic p o l i c y a n d ou r 
domes t i c economy, as i t is one of ba lance of paymen ts . 

I n o the r words , i f we canno t c o n t r o l the pr ice of o i l i n o i l a n d energy 
of such basic quan t i t i es to o u r existence, t h e n we are n o t i n c o n t r o l 
of ou r f o re ign po l i c y a n d we are sub jec t t o v e r y w ide d i s r u p t i o n t h r o u g h 
changes i n pr ices i n a v e r y sho r t pe r i od of t ime . 

I f t he pr ice of o i l d ropped t o d a y f r o m $11 a b a r r e l to $3 a bar re l , 
a n d t h e n 2 years f r o m n o w w e n t u p to $11 a b a r r e l again, t h i s w o u l d 
t h r o w t remendous con to r t i ons i n t o ou r domest ic economy. T h a t is 
where ou r p r i m a r y concern is. 

M r . HANNAFORD. I t seems to m e i f we rea l l y are n o t w o r r i e d a b o u t 
t he ba lance of p a y m e n t s i n the l o n g r u n , t h a t w h a t we r e a l l y need to 
do w o u l d be t o have some device r e a d y t o p u t i n place a t a n y t i m e to 
r a t i o n or v e r y r i g i d l y regu la te fue l . There fo re , a l l we w o u l d h a v e to 
do w o u l d be to demons t ra te t o the O P E C count r ies t h a t we are 
t o u g h enough i n the shor t r u n to p u t i n t o effect a r i g i d a u s t e r i t y 
p r o g r a m . W i t h th i s sys tem t h e y w o u l d h a v e to dea l w i t h us b o t h i n 
t e rms of o u r defense a n d i n te rms of t he i r a b i l i t y t o b r e a k u p the 
pr ice. 

M r . PASTERNACK. T h a t was t r ue las t year w h e n we were i m p o r t i n g 
5 m i l l i o n , 6 m i l l i o n bar re ls a day . I t was t r ue w h e n we cou ld s u r v i v e 
a cu to f f of 1 m i l l i o n or 2 m i l l i o n barre ls a clay. T h e p r o b l e m t h a t we 
face n o w , or we are s t a r t i n g to face n o w a n d we w i l l be f ac i ng m o r e i n 
2 years a n d even mo re 5 to 10 years f r o m n o w , is t h a t i ns tead of b e i n g 
a t 5 m i l l i o n t o 6 m i l l i o n barre ls a day , we w i l l be a t 12 m i l l i o n or 13 
m i l l i o n bar re ls a day . A n d wh i l e we can absorb m a y b e 1 - m i l l i o n or 
2 -m i l l i on -ba r re l - a -day cu to f f fo r 10 or 15 percent of ou r use, i f we 
were a t 13 m i l l i o n bar re ls a d a y of i m p o r t s a n d were cu t o f f , say, 8 t o 10 
m i l l i o n bar re ls a day , t h e n n o a l l oca t ion p r o g r a m a n d no r a t i o n i n g pro^-
g r a m cou ld r e a l l y get us o u t of t h a t s i t ua t i on . 

W e used to say las t yea r t h a t t he embargo came j u s t a t t h e r i g h t 
t i m e . I f i t h a d come 2 years before, i t w o u l d n o t h a v e m a t t e r e d be-
cause w e were n o t i m p o r t i n g t h a t m u c h and we w o u l d n o t h a v e even 
f e l t i t . A n d i f i t h a d come 2 years l a te r , we w o u l d be i m p o r t i n g too 
m u c h a n d we w o u l d n o t be able to su rv i ve the p r o b l e m . 

M r . CONLAN. I t h i n k y o u have s u m m a r i z e d i t rea l we l l . Y o u h a v e 
to use conserva t ion pract ices and y o u have go t t o get m o r e p r o d u c t i o n . 

I h a v e h e a r d a l l k i n d s of stor ies a b o u t w h y i t is t a k i n g us so l o n g to 
get of fshore p roduc t i ons go ing and a b o u t the agencies a n d I n t e r i o r a n d 
y o u a n d across the l ine . 

W h o makes the decis ion as to w h e t h e r y o u are go ing t o d r i l l or n o t ? 
M r . PASTERNACK. W e l l , i t depends o n the area. T h e I n t e r i o r D e -

p a r t m e n t has the f u l l c o n t r o l of t he O u t e r C o n t i n e n t a l Shelf p r o g r a m . 
T h e y s u b m i t areas fo r lease. T h e y r u n the deve lopmen t p r o g r a m . T h e y 
have t he f u l l con t ro l . 

N o w the p r o b l e m i n some areas, and i t var ies b y area, is t h a t a t t h i s 
t i m e , as m o s t of y o u k n o w , the A t l a n t i c Coas t States h a v e been con-
tes t i ng the r i g h t of the Federa l G o v e r n m e n t t o lease of fshore t he 
A t l a n t i c coast. 
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M r . CONLAN. T h e r e is n o f u r t h e r e n v i r o n m e n t a l s tud ies t h a t need 
t o be done? Y o u c o u l d dec ide t o m o r r o w ? 

M r . PASTERNACK. NO. E v e r y lease sale requ i res a n e n v i r o n m e n t a l 
i m p a c t s t a t e m e n t , a n d t h e I n t e r i o r D e p a r t m e n t has done a d r a f t 
e n v i r o n m e n t a l i m p a c t s t a t e m e n t f o r t h e w h o l e p r o g r a m , o r a so-cal led 
p r o g r a m m a t i c s t a t e m e n t w h i c h t a l k s a b o u t t h e w h o l e A t l a n t i c coast 
i n b r o a d t e r m s . B u t f o r e v e r y lease sale the re has t o be a specif ic en-
v i r o n m e n t a l i m p a c t s t a t e m e n t dea l i ng w i t h t he speci f ic t r a c t s t h a t are 
g o i n g u p f o r sale, w h a t t he i m p a c t s w o u l d be as a r esu l t o f t h a t de-
v e l o p m e n t . 

M r . CONLAN. H o w l o n g does i t t a k e t o get one of those done? 
M r . PASTERNACK. G e n e r a l l y , i t takes 
M r . CONLAN. N i n e t y days? 
M r . PASTERNACK. N O ; longer t h a n t h a t . Gene ra l l y , i t takes 6 t o 9 

m o n t h s . I t used t o t a k e a l i t t l e over a y e a r b u t peop le are g e t t i n g m o r e 
p ro fess iona l a b o u t i t n o w . 

M r s . FENWICK. T h e i m p a c t s t u d y f o r t he coast of f of N e w Jerse} r 

was supposed t o be J u l y a n d i t is go ing t o be Sep tember n o w a n d t h a t 
has been a b o u t a yea r . 

M r . PASTERNACK. I t takes 9 m o n t h s or so to c o m p l e t e a s t a t e m e n t , 
t h e p r o b l e m b e i n g t h a t y o u h a v e t o ge t i n t o a n e x t r a o r d i n a r y a m o u n t 
of d e t a i l a b o u t t h e e n v i r o n m e n t as i t n o w is i n t h a t area. A n d so y o u 
h a v e t o do o r i g i n a l w o r k a n d measure t h e b i o l o g y a n d e v e r y t h i n g else. 

M r . CONLAN. IS t h i s a ques t i on t h a t the re is a l i m i t e d n u m b e r of 
exper ts , o r w o u l d t he re n o t be some w a y t o speed t h a t up? 

M r . PASTERNACK. W e l l , y o u c o u l d n o t do i t t oo f as t because y o u 
c a n n o t do i t be fore y o u are r e a d y t o deve lop the lease because t he 
c o n d i t i o n s change f r o m y e a r t o yea r . So i t takes some t i m e t o j u s t 
go o u t a n d measure t h e c u r r e n t cond i t i ons a n d to do t he i m p a c t 
s tud ies . 

I do n o t t h i n k i f 3^ou d o u b l e d o r t r i p l e d the s ta f f a t I n t e r i o r t h a t is 
w o r k i n g o n i m p a c t s ta temen ts , y o u w o u l d n o t i c e m u c h d i f ference. 

M r . CONLAN. A l l a u t h o r i t y f o r t h i s is i n I n t e r i o r . A l l t h e head -
c r a c k i n g is done i n I n t e r i o r ? 

M r . PASTERNACK. T h e I n t e r i o r D e p a r t m e n t r u n s t h e p r o g r a m a n d 
t h e y p repa re e n v i r o n m e n t a l i m p a c t s t a temen ts . 

M r . CONLAN. L e t m e ask t w o o t h e r q u i c k ques t ions . S t o c k p i l i n g — 
whe re are we o n s t o c k p i l i n g , a n d whe re do y o u see a n y independence 
t h r o u g h s tockp i l i ng? F i v e , t e n years d o w n the l ine? 

M r . PASTERNACK. T h e r e are n o w , as y o u k n o w , i n v e n t o r i e s a n d 
e v e r y c o m p a n y has i nven to r i es , a n d we h a v e a coup le h u n d r e d 
m i l l i o n bar re ls of gasol ine i n i n v e n t o r y . T h e s e t h i n g s are f e d i n t o t h e 
p ipe l ines . 

M r . CONLAN. W h a t are t h e y n o w , 90-day? T h i r t y - d a y ? 
M r . PASTERNACK. I be l ieve t he i n v e n t o r i e s o f gasol ine are a b o u t 

240 m i l l i o n bar re ls , a n d we vise a b o u t 7 m i l l i o n ba r re l s a d a y . So t h a t 
is r o u g h l y 30 or 40 days of s torage, a l t h o u g h m o s t of t h i s is i n p i pe -
l ines a n d u n a v a i l a b l e i n emergencies. W i t h i n t h a t range is a b o u t 
whe re we are o n m o s t p roduc t s . W h a t we are t a l k i n g a b o u t is a 
1 - b i l l i o n - b a r r e l - a - d a y s torage p r o g r a m w o u l d be a w h o l e n e w s y s t e m 
i n w h i c h w e w o u l d s tore c rude o i l p r i m a r i l y , since the re are d i f f i cu l t i es 
i n s t o r i n g p r o d u c t s a n d w h i c h w o u l d be deve loped p r o b a b l y i n l a rge 
p a r t a l ong t h e gu l f coast i n t h e sa l t domes. T h e r e are p r o b l e m s w i t h 
steel t a n k s i n t e r m s of steel ava i lab i l i t } ^ a n d costs. 
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W h e r e we are a t the present t i m e is w e h a v e s u b m i t t e d l eg i s la t i on 
fo r w h i c h there have been hear ings th i s week i n b o t h the Senate a n d 
t he House , t o a c t u a l l y get the a u t h o r i t y to deve lop these p rog rams , 
a n d t o ge t the a u t h o r i t y t o purchase the fac i l i t ies . 

M r , CONLAN. W i l l th i s a l l be G o v e r n m e n t owned? 
M r . PASTERNACK. W e l l , t h a t is one of the quest ions t h a t is s t i l l u p 

i n the a i r . T h e r e are a n u m b e r of quest ions t h a t have t o be a n s w e r e d . 
W h e r e are they? W h a t do y o u store? H o w m u c h ? W h a t re f i ne ry 
.capaci ty do y o u have to comp lemen t i t i f y o u h a v e to use i t ? W h e n 
do y o u use i t ? W h o owns i t ? W h o finances i t ? 

M r . CONLAN. A n d so fo r the n e x t 4 or 5 years, as f a r as s t o c k p i l i n g 
is concerned, we w i l l have none a n d we are r ea l l y t a l k i n g a b o u t a 
30- to 40 -day reserve. 

M r . PASTERNACK. NO, n o t qu i te . W e w o u l d expect t h a t w i t h i n 1 
3 rear, le t ' s say, a f te r the enac tmen t of th is leg is la t ion, we w o u l d beg in 
t o p repare the fac i l i t ies and t h a t w i t h i n a f ew years we c o u l d have , 
say, 100 m i l l i o n barre ls i n storage. 

M r . CONLAN. I t has go t to go doub le t h a t . 
M r . REES. M r . Con lan , cou ld I b reak in? 
W e s tud ied th is . I t is on page 162 of th i s r e p o r t . W e w^ent i n t o a 

comp le te analysis. T h e figure we t o o k is t h a t ou r s torage c a p a c i t y 
shou ld cover our i m p o r t s f r o m insecure sources, bas ica l l y t he A r a b 
count r ies , over a 6 - m o n t h per iod , and t h a t shou ld be the t o t a l a m o u n t 
of storage. T h e r e is one w a y of s to r i ng t h a t is v e r y inexpens ive , a n d 
t h a t is E l k H i l l s or N a v a l Reserve N o . 4 u p i n A laska . 

I f y o u d r i l l a field, i m p r o v e the field, a n d t h e n s h u t i t d o w n , t h a t is 
t he cheapest f o r m of storage, as l o n g as y o u are n o t c a p i t a l i z i n g the 
cost of t he o i l i n the g round . 

So I t h i n k t h a t i t w o u l d be wise fo r storage, since i t takes a b o u t 3 
m o n t h s to b u i l d a field or to get p r o d u c t i o n going, i f y o u h a d a com-
b i n a t i o n of aboveg round storage backed u p b v sa l t domes a n d t h e n 
backed u p b y f u t u r e E l k H i l l s p r o d u c t i o n . W e cou ld do th i s o n the 
O C S d r i l l i n g . 

F o r example , we cou ld checkerboard the area, leave an area t h a t is 
the p r o p e r t y of the people of the U n i t e d States, i m p r o v e the field a n d 
t h e n cap i t . T h a t cou ld be prestorage. 

M r . CONLAN. One f u r t h e r ques t i on here. I t h i n k t h a t is v e r y i n -
te res t ing a n d i f y o u t i ed t h a t i n t o th i s who le area of excess p ro f i t s t a x 
y o u m i g h t as we l l g ive t h e m some k i n d of w r i t eo f f to p l o w t h a t s tu f f 
b a c k i n . A n d th i s is where the h a n g u p is. 

So j u s t p u t t i n g i t i n the G o v e r n m e n t t i l l to use as G o v e r n m e n t ove r -
head is foo l ish. I f the energy c o m p a n y were fo rced to p l o w t h a t b a c k 
i n t o those t ype of reserves and deve lopments , t h e y are go ing t o 
get no cash o u t of i t a long those l ines. I t h i n k we w o u l d be f a r w iser . 
I s t i l l have n o t h a d a good exp lana t i on as to w h a t is w r o n g w i t h a 
quo ta . 

W h y can y o u n o t say we are c u t t i n g 1 m i l l i o n bar re ls a d a y a n d we 
are go ing t o a p p l y i t even ly to a l l count r ies t h a t e x p o r t t o u s — " S o r r y 
a b o u t t h a t , fe l lows. W e are b u y i n g 5 percen t less. T h e r e is no c u r -
rency ava i lab le fo r i t or o the rw ise . " 

M r . PASTERNACK. T h e p r o b l e m is n o t one of t e l l i ng t he p roducers 
t h a t y o u w i l l i m p o r t 1 m i l l i o n barre ls a d a y less. T h e p r o b l e m is w h a t 
ef fect i t has domes t i ca l l y . 
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M r . CONLAN. W a i t a second. Y o u have j u s t come i n unde r the who le 
p r o g r a m here and say, " W e w i l l increase the cost t h r o u g h a t ax to 
force the c o n s u m p t i o n d o w n . " 

N o w to me t h a t is six of one and one-hal f dozen of the o ther . 
M r . PASTERNACK. W e l l , n o t necessari ly. Y o u have t w o op t ions 

w h e n y o u have a quo ta . T h e f i r s t o p t i o n is to le t the pr ice rise to take 
care of the shortage. T h a t is the same as the t a r i f f , no di f ference. I n 
effect, t h a t is bas ica l ly w h a t we are propos ing. 

M r . CONLAN. SO i n effect t h e n the answer to the q u o t a t i l i n g is t h a t 
I was supposed to v o t e fo r a t ax increase to p u t i t i n the g o v e r n m e n t a l 
t i l l r a t h e r t h a n l eav ing the m o n e y i n the p r i v a t e sector because t h e y 
needed the revenues to offset the t ax r e d u c t i o n scheme t h a t t h e y came 
u p w i t h t h a t fa i l ed over i n the House. 

M r . BROWN. I t is also f inanced b y deregu la t ion . Y o u get m o n e y 
back i n fo r exp lo ra t i on and f u r t h e r domest ic p r o d u c t i o n . 

M r . CONLAN. I do n o t see h o w t h a t fits i n . 
M r . TSONGAS. W e l l , y o u reduce y o u r c o n s u m p t i o n b y c rea t ing a 

depression, w h i c h t h e n lowers the need to consume. 
M r . CONLAN. W e l l , t h a t y o u have to do i f y o u w a n t to make y o u r -

self mo re impe rv i ous to ex te rna l assault. 
Now7 i f y o u are n o t in te res ted i n the resul ts of ex te rna l assault , t hen 

you can d r i n k r i g h t u p here to the sky . 
M r . TSONGAS. B u t I t h i n k y o u r ques t ion is we l l taken , b u t I s t i l l 

do n o t unde rs tand the answer, w h y the i m p o r t q u o t a sys tem w i t h the 
a l l oca t i on g i ven to the States does n o t m a k e more sense t h a n a ta r i f f 
t h a t is v e r y d is locat ive to the economy. 

M r . PASTERNACK. L e t me f in ish t h a t . I s ta r ted to say there were 
t w o th ings y o u cou ld do i f y o u had a quo ta . T h e first was to le t the 
pr ices r ise to t ake care of the shor tage and t h a t was indeed v e r y 
s im i la r to a ta r i f f . 

T h e second t h i n g 
M r . CONLAN. T o h o l d the m o n e y i n the G o v e r n m e n t t i l l r a t h e r 

t h a n the p r i v a t e sector. 
M r . PASTERNACK. T h a t is r i g h t . T h e second t h i n g y o u can do is to 

h o l d the pr ices, h o l d the pr ice of the o i l and a l locate the shor tage. 
Y o u canno t a r b i t r a r i l y cu t off a m i l l i o n barre ls a da} ' w i t h o u t h a v i n g 
an a l loca t ion p rog ram. 

M r . CONLAN. W h y ? 
M r . PASTERNACK. Because w h a t happens is y o u create severe 

reg iona l p rob lems. W h a t y o u w i l l do is y o u w i l l h i t the areas t h a t 
i m p o r t mos t . Y o u w i l l h i t the N o r t h e a s t and the M i d d l e A t l a n t i c 
States, w h i c h are a lmos t t o t a l l y dependent on i m p o r t s . 

So there has to be some f o r m of a l l oca t ion to take care of the reg iona l 
p r o b l e m of t he shortage. N o w w h e n y o u get i n t o an a l loca t ion sys tem 
to deal w i t h a m i l l i o n - b a r r e l - a - d a y cu to f f , y o u t h e n end u p w i t h m a k i n g 
a n u m b e r of decisions. 

M r . CONLAN. W a i t a second. Y o u are say ing y o u subsidize the p r i ce 
of the o i l i n t he N o r t h e a s t r a t h e r t h a n the M i d w e s t . T h a t sounds l i k e 
legal ized s tu f f . 

M r . PASTERNACK. Indeed . I f y o u j u s t c u t off 1 m i l l i o n barre ls a 
d a y 

M r . LAFALOE". YOU have t o h a v e a m a n d a t o r y a l loca t ion sys tem 
coupled w i t h an i m p o r t q u o t a S3Tstem. 
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M r . CONLAN. W h y can t he p r i ce s y s t e m n o t r egu la te t h a t ? 
M r . PASTERNACK. W e l l , i f t h e p r i ce s y s t e m regu la tes i t 
M r . CONLAN. W e l l , i f I a m f a r t h e r a w a y i n A r i z o n a f r o m some o f 

y o u r m a n u f a c t u r i n g goods, I h a v e t o p a y t r a n s p o r t a t i o n goods. Y o u 
d o n o t t h i n k of m e i n t h e W e s t . Y o u say , " S c r e w y o u . T o u g h . " 

N o w y o u are s a y i n g i f t h e o i l comes d o m e s t i c a l l y a n d y o u h a v e t o 
p a y a l i t t l e b i t m o r e f o r t r a n s p o r t a t i o n costs, t h e n y o u w a n t t h e 
G o v e r n m e n t t o ask f o r re l ie f? 

M r . LAFALCE. I f w e d i d n o t h a v e a n a l l o c a t i o n s y s t e m , w h a t y o u 
are t a l k i n g a b o u t is 30 -pe rcen t u n e m p l o y m e n t i n t h e N o r t h e a s t a t t h e 
m i n i m u m . Y o u m u s t h a v e a m a n d a t o r y a l l o c a t i o n sys tem, i f y o u are 
g o i n g t o h a v e i m p o r t quo tas . I w o u l d l i k e t o ge t t h e i r o p i n i o n o n t h e 
c o m b i n a t i o n of t h e t w o , a n d w h y n o t t h a t c o m b i n a t i o n r a t h e r t h a n 
t h e P res iden t ' s p roposa l of t he increased t a r i f f ? 

M r . PASTERNACK. Sure . T h e r e are a n u m b e r of reasons w h y w e fee l 
t h a t is a v e r y b a d idea . 

N o w l e t m e t r y t o e n u m e r a t e a f e w of t h e m . F i r s t , w h e n y o u a r b i -
t r a r i l y c u t o f f a n d y o u a l loca te , y o u t h e n r u n i n t o some of t h e same 
p r o b l e m s we h a d l as t y e a r , w h i c h are w h o do y o u a l l oca te to? 

M r . LAFALCE. L e t ' s n o t use t h e w o r d " a r b i t r a r y " i n c o n n e c t i o n 
w i t h a q u o t a unless we also use t h e w o r d " a r b i t r a r y " i n c o n n e c t i o n 
w i t h a t a r i f f , o r l e t ' s e l i m i n a t e i t a l t oge the r . 

M r . PASTERNACK. O K , y o u es tab l i sh a q u o t a , a f a i r a n d j u s t q u o t a , 
a n d y o u es tab l i sh a f a i r a n d j u s t a l l o c a t i o n s y s t e m a n d y o u a l l oca te 
e q u a l l y t o a l l p a r t s of t he c o u n t r y a n d a l l segments of t h e e c o n o m y . 
T h a t is, y o u do n o t h a v e a n y spec ia l p r o b l e m s o r a n y spec ia l e x e m p -
t i ons f o r f a rme rs , f o r hosp i ta l s , f o r c e r t a i n businesses t h a t h a v e t o 
h a v e c e r t a i n a m o u n t s of p e t r o l e u m . I n f a c t , t h a t is n o t w h a t h a p p e n s . 
Y o u gene ra l l y e n d u p m a k i n g some concessions, y o u m a k e some 
except ions . 

Y o u t h e n say , " A l l r i g h t , I o w a gets m o r e t h a n N e w Jersey . I o w a 
gets 98 p e r c e n t of i t s share a n d N e w Jersey gets 85 p e r c e n t . " T h a t is 
i n d e e d w h a t h a p p e n e d l as t 3 rear, i n ef fect , b a c k i n t h e g o o d o l d d a y s 
o f t h e e m b a r g o , as some peop le re fe r t o i t . W e h a d one S t a t e c o m i n g 
i n as t h e o t h e r S ta te was l e a v i n g s a y i n g t h a t w e h a d u n f a i r l y g i v e n 
t h e m less t h a n t h e o thers . 

O K , t h a t is t he f i r s t t h i n g t h a t happens . 
T h e second t h i n g t h a t happens is t h a t y o u t a k e a w a y a n y i n c e n -

t i v e 
M r . TSONGAS. B e f o r e y o u ge t o n t o t h e second, t h e first is s i m p l y 

some peop le are u n h a p p y . Y o u ge t v i s i t o r s f r o m v a r i o u s S ta tes . B u t 
t h a t is n o t a s t r o n g a r g u m e n t aga ins t t h e p r o g r a m . 

M r . PASTERNACK. NO, b u t w h a t i t says is, i n f a c t , t h e areas i n t h e 
E a s t e r n S ta tes , f o r examp le , w i l l ge t a sma l l e r share of t h e a v a i l a b l e 
p i e t h a n t h e y w o u l d i f y o u d i d n o t h a v e a n y except ions . 

T h e second t h i n g t h a t happens is y o u r e m o v e t h e i n c e n t i v e f o r 
c o m p e t i t i o n c o m p l e t e l y because w h a t y o u d o is y o u say t he re is n o w 
a sho r tage . T h e r e is a sho r tage of a m i l l i o n ba r re l s a d a y , l e t ' s say . 
Suppose h a l f o f i t o r a l l o f i t is i n gasol ine. W e l l , t he re is n o i n c e n t i v e 
a t t h a t p o i n t because there i s — — 

Mr. LAFALCE. incentive for what? 
. Mr. PASTERNACK. Incentive for competition in terms of price. So 
despite the fact that people say price controls will continue in an allo-
cation program, what indeed happens is that dealers, service station 
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dealers, i n p a r t i c u l a r , are able to get the f u l l m a r g i n t h e y are e n t i t l e d 
t o i ns tead of h a v i n g to compete as t h e y are n o w compet ing , a n d t h a t is 
w h y y o u are seeing ce r ta in reduc t ions i n gasol ine pr ices. I n fac t , i f y o u 
t a l k e d to m o s t r e t a i l service s t a t i o n dealers, t h e y w i l l genera l l y f a v o r 
a n a l l oca t ion sys tem a n d there are o the r reasons b u t t h a t is one of the 
reasons. 

M r . REES. YOU are t a l k i n g a b o u t a couple of cents a ga l lon, are y o u 
n o t ? 

M r . PASTERNACK. L a s t year , i n a v e r y shor t pe r i od of t ime , o n l y a 
f e w m o n t h s , we ended u p h a v i n g t o increase the m a r g i n of service 
s ta t ions b y abou t 3 cents a ga l lon , a n d t h a t was o n l y a couple of 
m o n t h s . T h a t is because w h i l e t h e y were open less, t h e y h a d less 
services t h a n some o the r areas. T h e y were fo rced to observe some of 
t he same f i xed costs t h a t t h e y h a d o therwise a n d t h e y were sel l ing 
less, a n d so the i r v o l u m e was go ing d o w n and t h e y were i n serious 
financial t roub le . 

M r . TSONGAS. T h r e e cents takes t h e m n o w to 10 cents. So a ga l lon of 
gasol ine t h e n costs 55 cents ; 10 cents of t h a t is go ing t o the gas dealer, 
45 cents is go ing someplace else. A n d we are t a l k i n g a b o u t compe t i t i on . 
I k n o w p a r t of i t is Fede ra l and S ta te t a x b u t h o w m u c h of t h a t is to 
t he o i l companies? W h y is c o m p e t i t i o n a lways seen i n t e rms of the re-
t a i l dealer? 

M r . PASTERNACK. Because, i n effect, t h e y are the ones t h a t suffer 
t he c u t b a c k because t h e y are the ones t h a t sell less as the i r v o l u m e 
goes d o w n . 

M r . TSONGAS. W h y are we concerned abou t c o m p e t i t i o n be tween 
gas dealers i n t e rms of pr ice? W h a t d i f ference does t h a t make? L e t ' s 
say t h e y do n o t compete , t h e y a l l s tay a t the same pr ice . 

W h a t is so w r o n g w i t h t h a t ? 
M r . PASTERNACK. T h e r e is n o t h i n g w r o n g w i t h i t as l o n g as y o u 

real ize t h a t a l locat ions do n o t m e a n a free r i de i n t e rms of pr ice be-
cause of the forces t h a t w i l l be i n ef fect . Y o u j u s t w a n t to have the 
shor tage, 3^ou w a n t t o have the fixed a r r a y of costs a n d o the r costs and 
y o u w i l l n o t have a n y need to compete o n pr ice. 

So y o u w i l l see f u l l m a r g i n be ing ach ieved as opposed to n o w where 
y o u are seeing less t h a n the f u l l m a r g i n achieved. 

M r . LAFALCE. T h e f u l l m a r g i n y o u are suggest ing m i g h t m e a n 3 
cents m o r e per ga l lon . 

M r . PASTERNACK. O r m o r e because t h a t was o n l y a pe r i od of 3 
m o n t h s o r 4 m o n t h s . B u t the t h i r d p o i n t , t h a t is an i m p o r t a n t one 

M r . TSONGAS. Be fo re y o u get of f t h a t i f y o u are concerned a b o u t 3 
cents d i f ference because gas dealers do n o t compete a n d y o u impose an 
o i l t a r i f f t o of fset t h a t p r o b l e m — w e l l , go ahead. 

M r . BROWN. W e l l , one t h i n g , i t w o u l d have been h e l p f u l i f b o t h of 
y o u gen t lemen cou ld have been here d u r i n g the t i m e t h a t t h e y were 
a l l oca t i ng because y o u w o u l d h a d p a r t of the p r o b l e m a t least. I ' d 
ha te t o have to l i s t en aga in t o the n u m b e r of a l l oca t ion comp la in t s a n d 
the people need ing specia l t r e a t m e n t s because of reduced sales, t r ans i -
t i o n w i t h i n a c o m m u n i t y w h i c h changed the b u y i n g hab i t s of t h e 
pub l i c , e t cetera. 

M r . LAFALCE. B u t y o u see, w i t h t h a t r i c h experience we are go ing 
to do m u c h be t t e r . 

M r . TSONGAS. B u t i t seems to m e a t t h a t t i m e t he people saw the 
embargo as a sho r t t e r m p r o b l e m and d i d n o t m a k e a n y read jus tmen ts 
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m t h e i r l i f es t y l e , o r c a r p o o l i n g o r a n y m a j o r r e a d j u s t m e n t s beca. . 
t h e y figured as soon as t h e e m b a r g o was ove r , we are g o i n g t o go b a c k 
t o t h e easy, c o n v e n i e n t gasol ine source. 

A n d t h e a d m i n i s t r a t i o n has n o t done a ver}^ g o o d j o b o f m a k i n g t h e 
A m e r i c a n p u b l i c rea l ize t h i s is a l o n g t e r m p r o b l e m a n d yon h a v e 
change y o u r l i f es t y le . 

T h a t is t h e d i f fe rence b e t w e e n w i i a t h a p p e n e d i n 1973 
h o p e f u l l y , w h a t w o u l d h a p p e n t o d a y . 

M r . BROWN. B u t i f y o u go v o l u m e t r i c a l l y , w o u l d i t n o t c o n t e m p l a t e 
a s h o r t e r p e r i o d of t i m e ? M a r k e t w i s e c o n t e m p l a t e s 5 yea rs o r b e t t e r -
I n e f fec t , a g r a d u a l r e e s t a b l i s h m e n t . W h e r e a s , i f 3^ou d o i t v o l u m e t r i -
c a l l y b y q u o t a s , e t cetera, y o u suggest is is onl}^ f o r t h e s h o r t t e r m f o r 
n o one w a n t s t h e q u o t a s y s t e m a n d r a t i o n i n g f o r 5 - 1 0 yea rs 

M r . HYDE. T h e r e was one m o r e p o i n t he h a d t o m a k e . 
M r PASTERNACK. T h e l onge r ŴE t a l k , t he m o r e I w i l l t h i n k ( 

T h e r e are severa l o t h e r p o i n t s . M a y b e I w i l l j u s t h i t t h e m q u i c k l y 
W e h a v e done some es t ima tes as t o w h a t v a r i o u s leve ls o f a l loca-

t i o n s o r v a r i o u s cu to f f s w o u l d m e a n i n t e r m s of e i t h e r p r i c e increases o r 
w a i t i n g t i m e increases. I n f a c t , t h e q u e u i n g a t gas s t a t i o n s w o u l d g o -
w e e s t i m a t e i f y o u h a d , say , 700,000 bar re l s a d a y of a l l o c a t i o n o l 
gaso l ine , t h a t i f y o u d i d n o t h a v e a p r i ce increase 3^ou w o u l d h a v e a r 
average w a i t of 45 m i n u t e s t o a n h o u r a t t he serv ice s t a t i o n . 

N o w the n e x t p o i n t y o u ge t i n t o is t h i s , even i f y o u accep t a l l these 
t h i n g s — w e l l , h o w l o n g do 3^ou accep t t h e m f o r ? D o y o u accep t t h e m 
f o r a y e a r , a n d t h e n w h a t happens 2 yea rs f r o m n o w ? 

So w h a t happens 2 yea rs f r o m n o w is y o u n o w w o u l d h a v e b e e n 
i m p o r t i n g 8 m i l l i o n ba r re l s a d a y Y o u c o u l d n o t l i v e w i t h t h e s a m e 
700,000 ba r re l s a d a y c u t o f f because t h a t is n o t enough . H e n c e , w h a t 
3 rou d o is y o u h a v e to go a l i t t l e b i t h i g h e r a n d w h a t y o u do is y o u e n d 
u p c u t t i n g . Y o u e n d u p decreas ing a l l o c a t i o n f r a c t i o n s t o m a y b e P 
1% m i l l i o n o r 2 m i l l i o n ba r re l s a d a y . 

W h e n y o u ge t i n t o 1 % m i l l i o n o r 2 m i l l i o n ba r re l s a d a y , y o u h a v e 
g o t t h e same k i n d of p r o b l e m s m a g n i f i e d , a n d t h e n w h a t y o u are 
d o i n g is, i n e f fect , n o t c r e a t i n g a n y i n c e n t i v e a t a l l f o r a n y increases 
i n d o m e s t i c s u p p l y , because y o u h a v e n o t c h a n g e d t h e d o m e s t i c 
s u p p l y p a t t e r n , a n d i n s t e a d w h a t y o u are d o i n g is y o u are c o n t i n u a l l y 
h i t t i n g h a r d e r a n d h a r d e r as y o u go t h r o u g h t i m e . 

M r , LAFALCE. I do n o t u n d e r s t a n d h o w w e are g o i n g f r o m i m p o r t e d 
o i l v i s - a - v i s i m p o r t q u o t a s a n d t h e n w e are t a l k i n g a b o u t t h e domest ic ; 
o i l p r o g r a m . 

M r , PASTERNACK. T h e y are i n t e r r e l a t e d . 
M r . LAFALCE-. I k i i o W t h e y are i n t e r r e l a t e d . B u t i f w e w e r e t o 

es tab l i sh i m p o r t q u o t a s a r id a m a n d a t o r y a l l o c a t i o n s y s t e m , h o w 
w o u l d i t s e f fec t v tpon p r o d u c t i o n of d o m e s t i c o i l d i f f e r f r o m t h e e f fec t 
o f i nc reased t a r i f f s o n i m p o r t e d o i l u p o n t h e p roduc t i on* o f d o m e s t i c 
o i l? 

M r . PASTERNACK.1 Well, w i t h j u s t s t r i c t l y i nc reased t a r i f f s , n 
w o u l d n o t h a v ^ m u ^ h bf k d i f fe rence . B u t i n d t \ t p r o g r a m , w h a t w e are 
t a l k i n g a b o u t M frbt j u s t t h e t a r i f f s , t h e t e m p o r a r y 1 t a r i f f s , b u t 
d e c o n t r o l . 

M r . L A F A ^ C ^ . Y o u e b t i l d t a l k a b o u t d e c o n t r o l a n d i m p o r t J 

t oo . So I do n o t t h i n k t h a t is a f a i r a r g u m e n t a t a l l , 
M r . PASTERNACK. O K , I w i l l a c c e p t t h a t . 
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M r . HOGAN. Quo tas w i t h decont ro l , a l l ow ing the pr ice t o r ead jus t 
are s im i l a r to tar i f fs , T h e d i f f i c u l t y begins w h e n t a l k i n g a b o u t quotas 
w i t h p r i ce cont ro ls a n d a l locat ions. T h e n the m a r k e t sys tem is n o t 
a d j u s t i n g fo r the va r i ous consumers of pe t ro leum, and 3^ou need a 
y e r y comp l i ca ted a l l oca t ion system. I f we k n e w h o w to a l locate 
pe r f ec t l y w i t h o u t chang ing the pr ices a t the same t ime , i t w o u l d n o t 
m a k e a di f ference, we cou ld use quo tas a n d have a l locat ions, and we 
cou ld decide w h o w o u l d receive w h a t and w h o w o u l d consume w h a t 
a n d h o w i t w o u l d change over t ime . W e w o u l d de te rm ine w h i c h 
businesses are dec l in ing and w o u l d receive less and w h i c h are expand-
i n g to receive more . 

T h e t r oub le is, we do n o t k n o w h o w . W e do n o t k n o w h o w to r u n 
an a l l oca t ion p r o g r a m of large m a g n i t u d e over a l ong pe r iod of t i m e 
w h e n the economy is chang ing. 

T h e purpose of taxes and prices is to a l l o w -
M r . LAFALCE. W e l l , r a t h e r t h a n a l l ow go ing to th is 1 m i l l i o n 

f i g u r e — a n a r b i t r a r y 1 m i l l i o n f i gu re—cou ld we n o t phase i t in? 
I s there a n y i m p e r a t i v e need fo r 1 m i l l i o n th is year? C o u l d we n o t 
phase i t i n w i t h an a l l oca t ion system, fo r example, so t h a t we w o u l d 
have th is pe r i od of t i m e to see the effects coupled, of course, w i t h . t h e 
exper ience we have a l ready had? 

M r . HOGAN. T h e t r o u b l e is, e v e n t u a l l y the a l l oca t ion m u s t be a 
v e r y large n u m b e r . Y o u cou ld phase i t i n , b u t i f y o u are go ing to get 
t o the l ong t e r m goal , y o u have to hand le a v e r y large n u m b e r . 

M r . LAFALCE. I do n o t have a n y p r o b l e m w i t h t h a t . 
M r . REES. L e t m e ask on y o u r t i m i n g now . I t is es t ima ted t h a t y o u r 

p r o g r a m w i l l r u n the i n f l a t i o n a r y ra te u p ano ther 2 to 4 percent . 
M r . PASTERNACK. T w o percent , as a one- t ime shot t h i s year . 
M r . REES. W e l l , some of our economists are say ing 4. So l e t us sp l i t 

i t and say 3. 
N o w , t h a t is a t a t i m e w h e n pr ices are go ing d o w n . I f 3̂ 011 check 

y o u r r a w m a t e r i a l pr ices i n the W a l l S t ree t J o u r n a l , t h e y are go ing 
d o w n ; the ra te of i n f l a t i o n is go ing d o w n , obv ious l y , because i t is a 
recession and there is less b u y i n g power and less demand . 

N o w , to k i c k t h a t u p aga in w i t h an increase of 67 percen t i n y o u r 
f u e l pr ices a t a t i m e d u r i n g th is te r r ib le recession, i t seems to me to be 
v e r y c o u n t e r p r o d u c t i v e w h e n y o u are l o o k i n g a t the economic s i t ua -
t i o n fo r the n e x t 12 m o n t h s . N o w , 12 m o n t h s f r o m n o w the economy 
m i g h t be able to take th is t y p e of k i cke r , b u t we heard Char l i e Schu l tze 
and t h e n J o h n S a w h i l l the o ther day , and t h e y more or less h a d th i s 
v i e w t h a t a t t h i s t i m e i t is v e r y d i f f i cu l t f o r the economy to take th i s 
k i n d of increase i n a v e r y basic c o m m o d i t y . 

M r . PASTERNACK. W e l l , of course, t h a t is a k e y ques t i on t h a t has 
t o be resolved. I t is one t h a t we j udged , t h a t we fe l t t h a t our p r o g r a m 
cou ld absorb and t h a t w i t h t ax rebates and t ax cuts a n d e v e r y t h i n g 
else t h a t we cou ld of fset the increased i n f l a t i o n ra te b y m a i n t a i n i n g 
consumer b u y i n g power over the n e x t year . 

N o w , t h a t is s o m e t h i n g t h a t , obv ious l y , a l o t of people do n o t agree 
w i t h and, ce r t a i n l y , one t h i n g t h a t we are t a l k i n g abou t i n 
nego t i a t i ng 

M r . HANNAFORD. A r t h u r B u r n s expressed t h a t v i e w also. 
M r . REES. W e l l , I t h i n k a p r o b l e m t h a t a l o t of us have , and J o h n 

expressed i t , is t h a t t he p r o g r a m seems to be a do-or -d ie p r o g r a m of 
a l l t he chips, o n the process of ra is ing the pr ice of p e t r o l e u m and 
n a t u r a l gas a t least 67 pe rcen t . 
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B u t w e m i g h t go i n t o m o r e o f a m i c r o a p p r o a c h a n d s a y ; a l l r i g h t , 
n o w l e t us p u t a n excise t a x o n a l l n e w cars n o t g e t t i n g a t l e a s t 2 0 
m i l e s t o a g a l l o n . L e t us p u t a t a x o n p e a k i n g p o w e r i n t e r m s o f 
e l e c t r i c a l d e v e l o p m e n t . L e t us t o t h r o u g h 60 o r 7 0 s e p a r a t e m o v e s 
w h i c h , a d d e d t o g e t h e r , w o u l d g i v e y o u t h a t a p p r o x i m a t e l y 1 - b i l l i o n -
b a r r e l c u t . 

W h a t a b o u t S u n d a v c los ings, o r w h a t a b o u t h a v i n g o n l y a f e w gas 
s t a t i o n s o p e n o n S u n d a y s f o r Emergency p u r p o s e ; w h a t a b o u t l i m i t i n g 
t h e h o u r s t h a t a s t a t i o n m i g h t b e open? Y o u c a n see a b o u t 60 o r 70 
d i f f e r e n t t h i n g s t h a t c a n be d o n e t o ach ieve t h i s . W h a t y o u a re t r y i n g 
t o d o w i t h t h e p r i c i n g m e c h a n i s m . 

M r . PASTERNACK. T h e r e is n o q u e s t i o n t h e r e is a w i d e r a n g e o f 
a l t e r n a t i v e s ava i l ab le . W e s t a r t e d o u t , w h e n w e g o t i n t o t h i s process 
i n t h e s ta te o f t h e U n i o n message, w i t h m a y b e 100 d i f f e r e n t a l t e r n a -
t i ves , r a n g i n g f r o m S u n d a y gaso l ine p r o g r a m s t o 1 - d a y - a - w e e k 
d r i v i n g bans , t o r a t i o n i n g , t o a l l oca t i ons , q u o t a s , gaso l ine taxes , 
taxes across t h e b o a r d , reba tes , a n d excise taxes o n n e w cars . W e fee l 
t h a t t h e p r o g r a m t h a t t h e P r e s i d e n t has p r o p o s e d is b o t h a s i m p l e 
p r o g r a m i n t e r m s of i t s o p e r a t i o n a n d one w h i c h c a n be a c c o m p l i s h e d 
a n d c a n ach ieve t h e goals w e set o u t . 

N o w , t h a t is n o t t o say t h a t i s t h e o n l y a p p r o a c h a n d t h a t t h e r e 
are n o t t r a d e o f f s as t o w h e r e y o u p u t y o u r va lues i n t e r m s o f e c o n o m y , 
i n t e r m s of r e g i o n a l i m p a c t s , i n t e r m s o f t i m i n g , i n t e r m s o f e n e r g y 
i n d e p e n d e n c e a n d dependence , a n d those are a l l t h i n g s t h a t w e 
discussed. 

M r s . FENWICK. C o u l d I say s o m e t h i n g ? 
I w o u l d l i k e t o associate m y s e l f w i t h y o u r r e m a r k s , because a l l 

t h i s seems so u n r e a l t o t h e gene ra l p u b l i c ; a n d i f i t is g o i n g t o i n v o l v e 
t h e gene ra l p u b l i c i n a s m a s h i n g p r i c e increase r i g h t across t h e b o a r d , 
n o t j u s t i n t h e i r f u e l o i l o r t h e i r gaso l ine . A s one m a n u f a c t u r e r sa id , 
" M y u t i l i t y b i l l has a l r e a d y gone u p f r o m $3 m i l l i o n t o $6 m i l l i o n a 
y e a r , " w h i c h m e a n s t h a t h i s p r o d u c t s w i l l be m o r e expens ive . 

H o w do y o u m a k e t h i s r e a l t o t h e A m e r i c a n p u b l i c , w h e n y o u g e t a 
k e w p i e d o l l f o r b u y i n g 10 ga l l ons o r m o r e ? T h e r e is s o m e t h i n g t h a t 
does n o t m a k e sense. E i t h e r t h e r e is a n e m e r g e n c y — a s h o r t a g e — o r 
t he re i s n ' t . W h a t s t a t u t o r y p o w e r s d o y o u n e e d t o c o n t r o l t h e o i l 
compan ies? W h a t k i n d o f s t a t u t o r y p o w e r s d o y o u n e e d i n o r d e r t o b e 
ab le t o say t o t h e o i l compan ies , n o t t h e dealers, " Y o u are g o i n g t o 
h a v e t o m a k e sense o n t h i s ? " T h e expe r t s say , " T h i s is a r e a l p r o b l e m , " 
b u t i t does n o t seem rea l . 

T h e o i l c o m p a n i e s are ab le t o f o r ce t h e dea lers t o p r o m o t e sales, 
w h i c h is e n t i r e l y c o n t r a r y t o t h e p u b l i c i n t e r e s t a n d t h e r e t r u l y i s a 
sho r tage . N a t u r a l l y , t h e p u b l i c rece ives o n l y t h e i m p r e s s i o n t h a t 
t h e y ge t d r i v i n g d o w n t h e h i g h w a y . 

N o w , w h a t d o y o u n e e d t o c o n t r o l t h e o i l compan ies? W h a t k i n d o f 
s t a t u t e d o y o u w a n t ? 

M r . PASTERNACK. I h a v e t o b e h o n e s t . T h a t is s o m e t h i n g I a m n o t 
p e r s o n a l l y q u a l i f i e d t o answer . 

M r . TSONGAS. L e t m e g e t b a c k t o y o u t h i s w e e k , because w e are 
w o r k i n g o n t h a t . 

M r . REES. W e l l , t h i s i s a q u o r u m ca l l . 
M r s . FENWICK. W h a t d o y o u t h i n k w e o u g h t t o d o a b o u t E l k H i l l s ? 
M r . PASTERNACK. P r o d u c e i t . 
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M r . REES. L e t me say the bel ls are fo r a q u o r u m cal l . N o w , 
w o u l d y o u l i ke t o come b a c k a n d con t inue th is , say, u n t i l a r o u n d 
4, or a d j o u r n , or w h a t ? 

[Discuss ion off the record. ] 
M r . REES. The re are several p r o b l e m areas t h a t I a m in te res ted i n . 

T h e r e is t i t l e I X of the E n e r g y Independence A c t . T h e r e is a K iss inger 
p roposa l t o set u p a t a r i f f sys tem so t h a t a l owe r i ng of O P E C prices 
t h a t w o u l d n o t p u t our h i g h cost energy sources o u t of business. 

I h a v e t a l k e d w i t h execut ives i n the o i l i n d u s t r y , such as a p roducer 
w h o is bas ica l ly dependent on domes t i c sources and v e r y m u c h i n t o 
the deve lopmen t of A laska . Because of the h i g h cap i t a l cost of deve lop-
i n g coal gas i f i ca t ion p lan ts , or shale p lan ts , syn the t i c fue l p lan ts , w h a t 
w o u l d y o u t h i n k a b o u t a j o i n t v e n t u r e w i t h the G o v e r n m e n t to p i c k 
u p some of these f ront -enc l costs? Y o u have to p u t u p $100 m i l l i o n 
fo r y o u r b id . T h a t goes i n the general t reasury and does n o t come back 
i n t o energy p r o d u c t i o n . H e said i t is a d a r n good idea. 

N o w , since I t a l k e d to the gen t leman, th is c o m p a n y has g o t t e n o u t 
of b o t h the t a r sand p ro jec t , and t h e y have abandoned the i r shale 
p ro jec t . A n d bas ica l l y i t is because of the cap i t a l in tensiveness of th is 
t y p e of deve lopmen t . T h e y are spend ing a l l of t he i r m o n e y on the 
A l a s k a p ipe l ine, and th is is a c o m p a n y t h a t is devo ted s t r i c t l y to 
energy. T h e y are n o t b u y i n g outs ide companies. 

N o w , shou ld there n o t be some m e t h o d of a j o i n t ven tu re? W e have 
lo ts of examples i n th i s c o u n t r y and o ther count r ies where j o i n t ven -
tures have w rorked o u t v e r y wel l . Otherw ise , the f r o n t - e n d cap i t a l costs 
t i e d i n w i t h the f r o n t - e n d bonus b i d w o u l d j.ust p u t t h e m o u t of 
business. 

M r . PASTERNACK. T h e r e are rea l t y t w o prob lems, and t h e y are 
comp le te l y d i f fe ren t . One is the ques t ion of w h a t do w^e do w i t h ou r 
t r a d i t i o n a l and conven t i ona l domest ic sources of energy, o i l , nuc lear , 
coal? A n d the second one is, w h a t do we do w i t h some of the newer 
technologies, the coal gas i f icat ion, l i qu i f ac t i on , o i l shale, and others? 
T h e y are t w o d i f fe ren t p rob lems, because the pr ice or the cost of p r o -
d u c i n g f r o m these technologies var ies t remendous ly . Whereas y o u 
can p roduce m o s t o i l f o r $5, $6, $7 a bar re l , m a y b e t e r t i a r y recovery 
and advanced recovery 

M r . REES. W h y do y o u n o t s ta r t a t $2? 
M r . PASTERNACK. T h e r e are n o t m a n y of those l e f t . I t costs $12, 

$13, $14, m a y b e $20 a ba r re l to p roduce some of those. W h e n we 
s t a r t e d t h i n k i n g a b o u t w h a t do we do i f the pr ice of o i l comes d o w n 
be low i t s cu r ren t levels, w h a t do we do i f i t is $7; w h a t do we do i f i t 
is $4 ; where do we get concerned? 

T h e Federa l G o v e r n m e n t fe l t t h a t i t was n o t our p r o b l e m and con-
cern fo r the p roper so lu t i on to p u t i n a pr ice f loor , or pr ice suppor t , to 
s u p p o r t someth ing t h a t w o u l d be $15 a ba r re l or $14 a bar re l , because 
t h e n y o u are subs id iz ing n o t o n l y t h a t one, b u t y o u are subsidizing; 
e v e r y b o d y t h a t gets i n a t $5, $6, and $7 a bar re l . 

So the f i r s t t h i n g we r u l e d o u t was any pr ice f loor a t t h a t k i n d of 
level , and, i n fac t , w h a t we have proposed i n a syn the t i c fuels p r o g r a m 
is a set of j o i n t ven tu res , subsidies, l o a n guarantees, purchase guaran -
tees, pr ice guarantees, wha teve r , t o b r i n g on gas i f icat ion, l i qu i f i ca t i on , 
a n d o i l shale, and we are r i g h t n o w ac tua l l y s t a r t i n g t h a t . 

I t w i l l p r o b l a b l y be under the auspices of E R D A or F E A . 

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



24 

M r . REES. SO i f I w a n t e d to go i n t o t he shale business, a n d I sa id w e 
are go ing t o need a h a l f b i l l i o n do l la rs , i f I spend a h a l f b i l l i o n do l la rs , 
I w a n t s o m e t h i n g l i k e 12-percent p r o f i t o n m y i n v e s t m e n t , a n d I also 
w a n t a t a r g e t p r i ce gua ran teed b y t h e G o v e r n m e n t . N o w , t h i s c o u l d 
be gua ran teed b y purchase con t rac ts , a n d the re fo re y o u w o u l d n o t 
a f fect t he pr ices of o the r cheaper energy . 

M r . PASTERNACK. T h a t is exac t l y t h e app roach t h a t I t h i n k — I a m 
n o t sure t h a t i t is guaran teed t h r o u g h a c o n t r a c t o r subsid ies o r w h a t 
i t is. A n d t h a t is one of t he t h i ngs w e are w o r k i n g on. B u t t h a t is e x a c t l y 
t he wTay we p l a n t o go w i t h t he n e w technologies. 

N o w , o n t h e p r ice floor concept , w h a t w e asked f o r i n t i t l e I X was t he 
a u t h o r i t y and , i n ef fect , t he w a y t h e t h i n g is w o r d e d i t says t h a t t he 
P r e s i d e n t w o u l d be au tho r i zed a n d r e q u i r e d t o es tab l ish e i the r a p r i ce 
floor, q u o t a , o r t a r i f f , o r s o m e t h i n g t o p r o t e c t t he l eve l o f domes t i c o i l 
p r ices i f t h e p r i ce of o i l d rops t o s o m e t h i n g t h a t t h rea tens o u r v u l n e r -
a b i l i t y and independence. N o w , t h a t aga in is v e r y genera l t e rms . N o w , 
w h a t w e m e a n t there was, i f t h e p r i ce of o i l d r o p p e d t o $3 o r $4 a 
ba r re l , t h e n t w o t h i n g s can happen . One, d e m a n d is g o i n g t o go u p 
again , and i t is go ing t o go u p v e r y q u i c k l y , a n d o u r p r o j e c t i o n s we re 
$4 a ba r re l . A n d w e w o u l d be i m p o r t i n g 20 m i l l i o n bar re ls a d a y . 

Second, t he sources, l i k e t he O C S a n d A l a s k a , w h i l e t h e y do n o t 
cost $10 a ba r re l , t h e y do cost $5, $6, $7 a ba r re l , a n d those w o u l d 
become v e r y q u i c k l y uneconomic . W e f e l t t h a t t he re w a s a need f o r 
t he U . S . G o v e r n m e n t t o say t h a t t he era of cheap energy is ove r a n d 
t h a t we are neve r aga in go ing t o see $3 a b a r r e l o i l pr ices i n t h i s 
c o u n t r y . A n d f r o m the s t a n d p o i n t of o u r o w n p r o t e c t i o n a n d t h e s t a n d -
p o i n t of energy conse rva t i on a n d t h e p r o t e c t i o n of t he c o n v e n t i o n a l 
sources of energy , w e are go ing t o h a v e t o l i v e w i t h t h e f a c t t h a t m a y b e 
$5, $6, or $7 is t he r i g h t leve l . A n d w e also fe l t t h a t w e were n o t r e a d y 
to say w h a t t h e leve l was. 

I t is a f a i r l y c o m p l i c a t e d ques t ion , y o u k n o w , w h a t source, w h a t 
reg ion, a n d so the w a y w e ph rased o u r l eg i s la t i on was t h a t w e w o u l d 
assess a t a n y g i v e n p e r i o d w h a t o u r d e m a n d s i t u a t i o n was , w h a t o u r 
s u p p f y s i t u a t i o n was, a n d w h a t t he o i l pr ices are, a n d figure o u t w h e r e 
w e t h o u g h t w e were b e c o m i n g t oo vu l ne rab le , a n d a t t h a t p o i n t t h e 
P res iden t w o u l d h a v e t h e a u t h o r i t y t o p u t i n e i t he r one of these 
mechan isms. A n d t h a t is bas i ca l l y t h e w a y the S t a t e D e p a r t m e n t is 
p roceed ing i n t he i n t e r n a t i o n a l nego t i a t i ons w i t h o t h e r coun t r i es , is 
t o agree i n concep t w i t h t h i s k i n d of app roach . 

M r . REES. Good . I was w o r r i e d t h a t i t w o u l d be t he t y p e of t a r i f f 
t h a t w o u l d p u t us p e r m a n e n t l y i n a h i g h cost energy p o s i t i o n a n d w e 
w o u l d n o t be c o m p e t i t i v e w i t h o t h e r coun t r i es w h o we re i m p o r t i n g 
p e t r o l e u m b u t n o t assessing the t a r i f f . 

M r . PASTERNACK. T h a t is n o t t he i n t e n t , a n d t he S t a t e D e p a r t m e n t 
is l e a d i n g nego t i a t i ons a n d is p roceed ing a long t h e p a t h o f g e t t i n g a n 
i n t e r n a t i o n a l agreement . I f t he U n i t e d Sta tes a lone does i t , w e l l , t h a t 
w o u l d be fine f o r o u r o w n energy purposes, b u t , c e r t a i n l y , i n o u r 
t r a d i n g s i t u a t i o n i t w o u l d n o t be v e r y f a i r . 

M r . REES. T h e r e was some d iscuss ion o n t he O C S . W e d i d a r e p o r t — 
I t h i n k we sent i t t o y o u r s h o p — o n t he d e v e l o p m e n t o f t h e O u t e r 
C o n t i n e n t a l Shel f , a n d m y imp ress ion was t h a t w e s h o u l d n o t lease 
a n y t h i n g th i s yea r because the I n t e r i o r r e a l l y does n o t k n o w w h e r e i t 
is go i ng a n d neve r has. I t does n o t h a v e a p o l i c y o t h e r t h a n j u s t l eas ing 
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t r ac t s o u t . N e a r l y ha l f of w h a t t h e y have is i n s h u t - i n capac i t y . E v e n 
i f t h e y d i d n o t lease a n y t h i n g ou t , t h e y have g o t enough a l ready 
u n d e r lease to p r o b a b l y keep the o i l i n d u s t r y busy f o r ano the r 5 years, 
p lus the f a c t there are v e r y severe shortages i n d r i l l i n g p ipe , p l a t f o r m s . 

I n m y o w n area, i n Ca l i f o rn ia , we have , I t h i n k , 12 ref iner ies i n 
ou r h a r b o r area, b u t t h e y are a l l b u s y and a l l the storage is f u l l , a n d 
w e are us ing m o s t l y l o w su lphu r Indones ian . So t h a t w^ould n o t be 
a rep lacemen t of e i ther A l a s k a n or the O u t e r C o n t i n e n t a l Shel f , 
a n d even i f t h e y do n o t go ahead w i t h the leasing p r o g r a m , t h a t 
9 b i l l i o n bar re ls I was t a l k i n g abou t i n the San ta B a r b a r a Channe l 
is a l ready leased ou t . T h e y are j u s t w a i t i n g f o r the e n v i r o n m e n t a l 
i m p a c t s t u d y . 

W i t h a m i l l i o n a n d a ha l f bar re ls c o m i n g d o w n f r o m A l a s k a there 
is go ing t o be a huge shor tage of p e t r o l e u m on the wes t coast i n a b o u t 
2 y e a r s — I m e a n a surp lus . A n d n o w w h a t do we do w i t h i t ? 

M r . PASTERNACK. T h a t is a v e r y rea l p rob lem. A l l th ree of us here 
w o r k e d i n v a r y i n g capaci t ies o n the P r o j e c t Independence s t u d y . T h e 
k e y t h i n g w e f o u n d w a s t h a t i n 2 t o 3 years, or longer , i f y o u h a d 
S a n t a B a r b a r a C h a n n e l p r o d u c i n g and y o u h a d the A l a s k a p ipe l ine 
c o m i n g i n and p r o d u c i n g i t s 2 m i l l i o n barre ls a d a y or so, a n d i f y o u 
ever w a n t e d to lease a n y m o r e i n A laska , t h e n i f y o u d i d n o t have a n y 
i n f r a s t r u c t u r e , y o u w o u l d get the o i l a w a y f r o m the wes t coast. T h e 
wes t coast w o u l d be s w i m m i n g i n o i l wh i l e the M i d w e s t a n d the E a s t 
were suf fer ing. 

T h a t leads us t o a couple of conclusions. F i r s t , t h a t y o u have go t t o 
do s o m e t h i n g to ge t o i l f r o m A l a s k a or the west coast to the M i d w e s t 
a n d t o the gu l f , or m o v e i t u p f r o m the gu l f . M a y b e a C a n a d i a n 
p ipe l ine , o r m a y b e a t a n k e r r o u t e a r o u n d e i ther S o u t h A m e r i c a or 
C e n t r a l Amer i ca . B y the w a y , t h a t cou ld be cheaper t h a n a C a n a d i a n 
p ipe l ine . 

Second, the o the r p r o b l e m , of course, is t h a t there is a f a i r a m o u n t 
of o i l , w e t h i n k , o n the east coast, i n the A t l a n t i c . T h e r e is a f a i r 
a m o u n t of o i l , we t h i n k , i n the G u l f of A laska , b u t w e do n o t k n o w 
y e t . W e do n o t k n o w because n o b o d y has gone o u t there and d r i l l ed 
o r exp lo red or f o u n d any . A n d we t h i n k i t is of p r e t t y h i g h i m p o r t a n c e 
f o r t h i s c o u n t r y to find o u t w h a t is o u t there a n d to be able to de te r -
m i n e w h e t h e r or n o t t o c o u n t on i t i n the f u t u r e . A n d t h a t is w h y we 
w o u l d l i k e to see t h a t exp lo ra t i on a n d p r o d u c t i o n s t a r t i n g o u t there. 

M r . REES. T h e y do n o t need a n y m o r e leasing, a t least f o r ano ther 
year , a yea r and a ha l f , because t h e y have enough o u t there t h a t t h e y 
have n o t even p u t d o w n the i r s t rap wel ls . W h a t a b o u t the poss ib i l i t y 
of keep ing p a r t of i t as a s t ra teg ic reserve? I t a l k e d to I n t e r i o r . T h e y 
say t h a t y o u first p u t i n a s t rap w e l l j u s t to see w h a t y o u have , b u t 
once t h a t is p roven , t h e y p l u g t h a t . A n d t h e n w h e n t h e y go i n f o r 
p r o d u c t i o n , t h e y go i n w i t h a n o r m a l r ig , and he said i t o n l y t o o k 
a b o u t 30 days, once y o u r r i g was i n place, to d r i l l a field. T h a t is the 
first hole. 

N o w , t h a t is n o t v e r y m u c h t ime . So w h y cou ld y o u n o t j u s t have 
s t ra teg ic reserves i n a checkerboard area, w h e t h e r i t be i n the Eas t , 
w h e t h e r i t be i n the West? 

M r . PASTERNACK. W h e r e do y o u get the p la t f o rms? 
M r . REES. W e l l , I guess y o u w o u l d have to have some t y p e of 

ded ica ted p l a t f o r m s fo r t h a t purpose. 
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M r . PASTERNACK. I f I r e m e m b e r — a n d I do n o t r e m e m b e r the 
s ta t is t i cs on i t — w h e n y o u l ook a t w h a t i t w o u l d t ake i n t e r m s of 
ded i ca ted p l a t f o r m s a n d p ipe l ine a n d tankers , a n d i f y o u h a d the o i l 
o u t i n the m i d - A t l a n t i c someplace, a n d y o u h a d a s h u t - i n we l l , a n d 
y o u p r o d u c e d i t , y o u w o u l d t h e n h a v e to f i n d a w a y t o b r i n g i t t o 
shore, a n d a place to b r i n g i t to shore. Y o u ce r t a i n l y do n o t w a n t t o 
b u i l d a p ipe l ine . 

M r . REES. I f there was an o i l cr isis, i t w o u l d p r o b a b l y m e a n there 
w o u l d be a su rp lus of tankers , and there w o u l d be a su rp lus of s torage, 
a n d there w o u l d be a surp lus of r e f i n i ng capac i t y . 

M r . PASTERNACK. T h e r e cou ld be, b u t , I t h i n k , as y o u go t h r o u g h 
the n u m b e r s and the analyses as t o the cost of those i n d i v i d u a l areas 
a l l u p and d o w n the coast, or wherever t hey are, t h a t i t t u r n s o u t t h a t 
t h e sa l t dome storage, w h i c h m a y cost a t o t a l , i n c l u d i n g ma in tenance , 
of $1 a bar re l , a n d m a y b e o n e - t h i r d the cost of the s h u t - i n capac i t y . I 
t h i n k t h a t is where t he economics w o r k o u t . 

M r . REES. I t h i n k o n the s h u t - i n capac i t y t h e y cap i ta l i ze t he pr ice 
o f t he o i l i n the g round , and t h a t becomes p a r t of t he cost. T h a t is 
wh}^ the cost of s h u t - i n a lways seems so v e r y h i gh . 

M r . HOGAN. I do n o t have the figures, b u t I have h e a r d t he same 
s ta temen t , and we do have some w o r k t h a t has been done o n th is . 
I t says t h a t t he s h u t - i n capac i t y , compared t o sa l t domes, is a m o r e 
expensive f o r m of s torage, b u t I t h i n k t h e reason is because of t he 
flow r a t e p rob lem. T h e t y p i c a l pressure and flow ra tes t h a t y o u can 
get o u t of s h u t - i n capac i t y f o r an i n d i v i d u a l w e l l are m u c h l o w e r t h a n 
the t y p e y o u can get o u t of sal t domes, a n d y o u need m o r e wel ls t o 
ge t t he same k i n d of response i f y o u w a n t 3 m i l l i o n bar re ls a day t o 
come ou t , o r a m i l l i o n bar re ls a day , or w h a t e v e r i t is, y o u can d o t h a t 
w i t h a sma l l g r o u p i n g of wel ls i n one sa l t dome w h e r e t h e y h a v e 
suf f ic ien t pressure a n d c a p a b i l i t y t o w i t h d r a w i t r a p i d l y . Whereas 
w i t h the s h u t - i n capac i t y y o u need a la rge n u m b e r of we l ls because of 
t he geological s t ruc tu re . I t h i n k t h a t is t he m o t i v a t i o n f o r s a y i n g i t is 
cheaper t o store i t i n t he sa l t domes. Whereas I t h i n k t h e es t ima te is 
a b o u t 60 cents per bar re l . 

M r . PASTERNACK. W e w o u l d be g lad, b y t he w a y , t o s u p p l y w h a t -
ever i n f o r m a t i o n we have go t on t h a t t o y o u . 

M r . REES. Yes, w e d i d get i n t o th is . M i l t Russe l l d i d some w o r k 
on i t w h i c h was v e r y in te res t ing . 

M r . PASTERNACK. W e do n o t p r e t e n d to k n o w a l l t h e answers, 
a n d t h a t is one reason w h y I t h i n k w e need a l i t t l e t i m e t o s t u d y i t . 

M r . REES. O n y o u r n a t u r a l gas p r i c i ng , I have done severa l s tud ies 
us ing t h a t 6 - t o - l r a t i o i n te rms of a p r ice of a ba r re l of o i l r e l a t e d t o 
h o w m a n y M C F , a n d t r i e d to check t he i n t r a s t a t e cost. I figured 
p r o b a b l y t he deregu la ted n a t u r a l gas w o u l d be a t least $1 a n M C F . 

M r . PASTERNACK. O n n e w n a t u r a l gas w h i c h is n o t u n d e r con t rac ts? 
M r . R E E S . Y e s . 
M r . PASTERNACK. Yes, we t h i n k i t w o u l d be a t least $1 M C F . 

W h a t is i m p o r t a n t is t h a t m o s t n a t u r a l gas is u n d e r l o n g t e r m con-
t rac ts , a n d w h i l e y o u w o u l d see an i m m e d i a t e increase i n some of these 
spo t pr ices a n d j n n e w cont rac ts , w h a t y o u w o u l d n o t see is a v e r y 
sharp increase o n the average pr ice of n a t u r a l gas. I t w o u l d go u p 
r a t h e r s low ly . W e es t ima ted i f y o u deregu la ted n a t u r a l gas t h i s yea r , 
i t w o u l d a m o u n t t o a 6 -cen t increase i n t h e p r i ce of n a t u r a l gas. 
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M r . REES. T h e la tes t pr ices I have seen have been a b o u t 48 cents 
a n M C F on the Fede ra l Power Commiss ion , 

M r . PASTERNACK. F i f t y - o n e cents. 
M r . REES. SO y o u are go ing t o doub le t h a t pr ice b y deregu la t ing . 

A n d then , on t o p of t h a t , y o u are go ing to p u t a 3 8 - c e n t - a n - M C F tax . 
I s t h a t n o t k i n d of a loophole? 

M r . PASTERNACK. W e l l , the n e w regu la t ions w o u l d accoun t f o r 
ma}^be 5 or 6 cents across a l l n a t u r a l gas. I t o n l y h i t s t he f i r s t who le 
f r a c t i o n . T h e 37 cents, there is no quest ion. T h a t is a s ign i f i can t b i t e 
o n n a t u r a l gas, b u t t he p r o b l e m is t h a t n a t u r a l gas r i g h t n o w is i n such 
s h o r t s u p p l y t h a t we h a d a 14-percent c u r t a i l m e n t t h i s year . I t was 
a b o u t 8 or 9 percent las t year , and i t is go ing t o go u p h igher n e x t 
year . T h i s has caused us v e r y s ign i f i can t prob lems. 

W e d i d n o t see th i s 37-cent excise t a x as a n y w a y to increase supp ly . 
W e saw i t as a w a y to cu t d e m a n d a n d to reduce the cu r ta i lmen ts , 
a n d we es t imate t h a t t h a t w o u l d indeed reduce the c u r t a i l m e n t 
p rob lem. 

M r . REES. W e l l , h o w m u c h of t h a t shor tage is because o f unde r -
p r o d u c t i o n a n d a n t i c i p a t i o n of deregu la t ion , a n d h o w m u c h of i t is 
because the field is a c t u a l l y be ing comple ted? 

M r . PASTERNACK. I do n o t t h i n k v e r y m u c h of i t is because of 
p r o d u c t i o n a n d the w a y we s t r u c t u r e d i t and the Congress, i n a n y 
leg is la t ion I have seen, has s t r u c t u r e d i t . T h e n a t u r a l gas r egu la t i on 
is to say t h a t i t w o u l d be re t roac t i ve so t h a t there is n o reason t o h o l d 
b a c k p r o d u c t i o n . 

M r . REES. I t w o u l d be re t roac t i ve t o w h a t ? 
M r . PASTERNACK. W e l l , there have been var ious dates proposed i n 

the va r ious b i l ls . Ours , I bel ieve, has i t r e t r oac t i ve t o J a n u a r y 1 of 
t h i s year , w i t h some go ing b a c k t o 1973. 

M r . HOGAN. T h e o the r t h i n g is t h a t t he i n d u s t r y t y p i c a l l y t r ies t o 
m a i n t a i n a f a i r l y cons tan t p r o d u c t i o n r a te f r o m k n o w n reserves, and 
t h a t is a f u n c t i o n of w h a t t he i r d r i l l i n g pa t t e rns have been. I n p rev ious 
years the d r i l l i n g p a t t e r n s f o r n a t u r a l gas have been dec l in ing s tead i l y 
cons is tent w i t h decl ine i n p r o d u c t i o n a n d the h i s to r i ca l ra t ios of p ro -
d u c t i o n t o reserves. I t n o w appears t h a t the p r o d u c t i o n is, i n f ac t , 
dec l i n i ng consis tent w i t h t h a t d r o p i n reserves. 

So I t h i n k the behav io r t h a t we are seeing n o w is n o t incons is ten t 
w i t h the pa t t e rns i n the past , a n d i t can be exp la ined. 

M r . REES. W h a t is t he p ro j ec ted coal gas i f i ca t ion ra te? I t is p r o b -
a b l y over $1.50 n o w , is i t no t? 

M r . PASTERNACK. Yes, easi ly. I t is p r o b a b l y , i f I recal l , i t is the 
equ iva len t of abou t $12 t o $14 a bar re l , a n d i t cou ld m a k e i t over $2 
per M C F or $3 or $4 an M C F . 

M r . REES. T h e n y o u r L N G w o u l d be w h a t , $1.50 con t rac t w i t h 
A lger ia? 

M r . BORRE. T h a t is u p i n t he a i r . F i r s t of a l l , i n t he nego t ia t ions fo r 
t he L N G prices the A lger ians h a v e exp l i c i t l y asked fo r a f loor guar -
antee. N o w , t h e y are t a l k i n g some th ing i n the range of $1.20 t o $1.40 
per m i l l i o n B T U , b u t t w o m a j o r issues t h a t r e m a i n open are one, 
whe the r the n e g o t i a t i o n w i l l pass unde r F P C rev iew , n a m e l y w o u l d 
the F P C , accept t h e pr ice f loor concept w h i c h the A lge r ians have 
asked fo r , r o u g h l y $1 per m i l l i o n B t u . A n d second, t he A lger ians have 
asked fo r a pr ice escalat ion clause to be i nc l uded w i t h t h a t approach, 
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but they have not defined that. So i t is very hard to project out what 
the landed price would be. 

M r . REES. I was talk ing to the Iranians about their so-called basket 
of goods, and i t just depends what you put i n that basket. 

Wha t would you t r y to do about the upcoming oi l g lut on the 
Pacific coast? We have passed a coastal in i t iat ive measure i n Cal i-
fornia. So i t is going to be very diff icult to develop more refineries. 
There are refineries, and nonpollut ing refineries to begin wi th , because 
we have the toughest stationary source legislation on air pol lut ion in 
the country. St i l l people are not emotionally i n favor of refineries. 

M r . P A S T E R N A C K . I th ink—by the way, the California laws are 
very interesting on the coastal zoning and protection and management. 

M r . REES. Well, i t is a funny thing, the State Lands Commission 
just refused a request, I th ink, by SOCAL to bui ld a pipeline f rom 
their Outer Continental Shelf well to their storage, which is on shore, 
and the State has jur isdict ion over the 3 miles. 

M r . P A S T E R N A C K . I th ink the obvious answer is that the glut, i f i t 
occurs, would come—it w i l l come pr imar i ly f rom the Alaska pipeline. 
A n d all that says is that the oi l coming f rom Valdez w i l l probably have 
to go somewhere else. And i t w i l l probably have to go to either the 
Northwest and then be transported v ia some k ind of pipeline to the 
East or to the Midwest, or i t w i l l have to go, as I said, i n tankers, 
either through the central American route or around South America. 
Those things can all be done for about $1 or $2 a barrel. Tha t may be 
the way you have to go. 

M r . REES. What about exports to Japan? 
M r . P A S T E R N A C K . Was that not forbidden i n the Trans-Alaska 

pipeline legislation? I th ink there was a specific clause i n that that 
does not allow the U.S. Government or any company to export the 
oil. 

M r . BORRE. Except for a switching arrangement. I f we were 
guaranteed equivalent volumes, then there would be a switching 
possibil ity, bu t we would not lose a drop of oil. 

M r . PASTERNACK. There was a time, I remember, a few years ago 
when we talked about shipping Trans-Alaskan pipeline oi l to Japan, 
and they would give us their Midd le Eastern oil. 

M r . REES. Yes; they are gett ing environmentally conscious too. 
M r . HOGAN. Also, i t does not solve our vulnerabi l i ty problem. 
M r . P A S T E R N A C K . The Japanese have a very serious problem i n 

that they are almost 99 percent dependent on foreign sources, and 
they have no alternatives. 

M r . REES. Yes; I was amazed that their economy, i t was able 
to take the impact. 

Well, thank you very much. I very much appreciate this briefing. 
We are going into a lot of different factors again, most ly on the 
international pricing adjustments and the balance-of-payments deficit. 

B u t this is a great help, and if we can have any of the new projections 
in terms of domestic supply, I am very much interested i n alternate 
sources and the t ime schedule for when they start h i t t ing, l ike these 
flow charts that have been done by several groups. 

M r . P A S T E R N A C K . We w i l l be glad to supply those to you. 
M r . REES. The subcommittee w i l l stand adjourned subject to the 

call of the Chair. 
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[ I n r e s p o n s e t o t h e r e q u e s t o f C h a i r m a n Rees , t h e f o l l o w i n g I n f o r -
m a t i o n w a s s u b m i t t e d f o r t h e r e c o r d b y M r . P a s t e r n a c k : ] 
H o n . T H O M A S M . R E E S , 
C h a i r m a n , Subcommittee on I n t e r n a t i o n a l T r a d e , I n v e s t m e n t s a n d M o n e t a r y P o l i c y , 

Committee on B a n k i n g , C u r r e n c y a n d H o u s i n g , W a s h i n g t o n , D . C . 
DEAR MR. CHAIRMAN: I have enclosed responses to be submi t ted for the record 

as requested dur ing m y tes t imony of M a r c h 12, 1975. The three i tems inc lude: 
(1) a comparison of our est imate of the President's p rogram cost of $30 b i l l i on 
dollars as contrasted to those prepared b y various elements of the Congress; 
(2) an analysis of po ten t ia l savings due to auto efficiency standards; (3) our 
analysis of the diff icult ies of using allocations and i m p o r t quotas fo r long- te rm 
reduct ions o f energy demands. 

W i t h regard to the f i rst i tem, I wish to cal l to your a t ten t ion the detai led 
analysis of the cost comparisons. A l t hough we continue to believe t h a t our esti-
mates are realistic project ions of the t o ta l cost of the President's program, i t is 
useful to recognize where the differences i n the analyses remain. I n par t icu lar , al l 
the analyses are i n agreement about the est imated cost of the o i l components of 
the President's program. 

Th is f igure is rough ly $25 b i l l i on dollars dur ing the first f u l l year of implementa-
t ion . A l l disagreement on the est imated cost, therefore, rests i n the na tu ra l gas and 
coal segments of the program. Thus, i t fol lows t ha t the higher cost figure should 
no t be used as an argument for opposing the oi l port ions and rebate of the Presi-
dent 's program. Rather , the difference i n the estimates of cost should be used for 
careful examinat ion of the na tu ra l gas and coal components of the program and 
the development of policies t h a t are needed to deal w i t h any changes t h a t occur 
for these fuels. 

I appreciated the o p p o r t u n i t y to discuss the energy prob lem and the various 
al ternat ives avai lable t o cope w i t h i t . I f I m a y be of fu r ther assistance, please call 
on me. 

Sincerely, 
B R U C E A . P A S T E R N A C K , 

A c t i n g D e p u t y A s s i s t a n t A d m i n i s t r a t o r , 
P o l i c y I n t e g r a t i o n a n d E v a l u a t i o n . 

Enclosures. 

T H E L O G I C OF E F F I C I E N C Y S T A N D A R D S A N D T H E I R I N F L U E N C E ON G A S O L I N E 
C O N S U M P T I O N 

This paper examines the fuel savings t h a t can be obta ined b y changes i n the 
average efficiency or miles per gal lon of the stock of automobi les. Au tomob i le 
gasoline consumpt ion equals the t o ta l number of miles t rave l led b y a l l vehicles on 
the road d iv ided b y the average efficiency of these vehicles. Therefore, any po l icy 
w h i c h increases the average efficiency of the stock of cars w o u l d decrease gasoline 
consumpt ion. However , the same pol icy b y increasing average miles per gal lon 
lowers the cost per mi le of d r i v i ng wh i ch increases the t o ta l number of miles dr iven. 
For example, i f some po l i cy increased the average eff iciency of the stock of cars b y 
three miles per gal lon w i t h o u t af fect ing the number of miles dr iven, the approx i -
mate fue l savings w o u l d be 860,000 barrels of gasoline a day. However , i t is k n o w n 
t h a t the t o ta l number of miles dr iven also increases so t h a t the actua l savings 
w o u l d on ly amoun t to approx imate ly 830,000 barrels of gasoline per day. 

M a n y policies are designed to increase the average efficiency of the stock of cars 
b y manda t ing the eff iciency standards for new cars. Even i f these policies drast i -
ca l ly affect the efficiency of new cars, t hey w i l l be slow i n af fect ing the efficiency of 
the stock of cars. Cu r ren t l y there are about 100 m i l l i on cars on the road, approxi -
mate ly 10 percent of these cars are re t i red dur ing any g iven year and about 10 
m i l l i on or 10 percent of the stock is replaced every year t h rough new-car sales. 
Therefore, a po l icy w h i c h affects the efficiency of new cars w o u l d have a smaller 
effect on the eff iciency of the stock of cars i n the first year since the stock of used 
cars is large re la t ive to the number of new cars sold (even though new cars are 
dr iven more t h a n are o ld cars). However , as t ime progresses, eff iciency standards 
have a greater impac t since the stock w i l l be replaced w i t h newer, more eff icient 
automobi les. 

For purposes of i l lus t ra t ion, we now examine the average efficiency of the stock 
of cars resul t ing f r o m four di f ferent scenarios: 
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1. B a s e C a s e — N o po l icy is implemented ; the wo r l d price of o i l is assumed t o 
be $ l l / b b l . f r o m 1975 to 1977 and $7/bbl. thereafter . 

2. P r e s i d e n t ' s P r o g r a m — A ta r i f f and excise tax of $2/bbl . on i m p o r t e d a n d 
domestic o i l and a l inear increase i n new-car eff iciency to 20 m p g i n 1980 and 
thereafter. 

3. E f f i c i e n c y S t a n d a r d I — A l inear increase i n new-car eff iciency to 24 m p g i n 
1980 and thereafter. 

4. E f f i c i e n c y S t a n d a r d I I — A l inear increase i n new-car eff iciency t o 28 m p g i n 
1980 and thereafter . Th is s tandard is far more severe t h a n the m a x i m u m con-
sidered b y the Depar tmen t of T ranspor ta t ion and the E n v i r o n m e n t a l P ro tec t ion 
Agency i n the i r Repor t t o Congress, Potent ia l for M o t o r Vehicle Fue l E c o n o m y 
Improvement . 1 

Table I shows t h a t eff iciency standards increase the eff iciency of the stock of 
cars, b u t t h a t th is increase evolves over t ime as older, fuel- ineff ic ient cars are 
replaced b y newer, more eff icient automobiles. Table I I examines the fue l savings 
resul t ing f r o m the policies i n each of the four scenarios. I t indicates t h a t i f they 
can be implemented, policies t h a t increase the efficiency of new cars can lead to 
large gasoline savings, b u t t h a t the impac t of these policies is far greater i n la ter 
years t h a n i n earl ier years. 

These efficiency standards cannot be obta ined s imp ly b y technical improve -
ments i n a l l classes of cars b u t requires an a l tera t ion of the marke t m i x of d i f ferent 
we ight cars. For example, whi le i t wou ld be very d i f f icu l t t o produce a 4,000 lb . 
car t h a t could achieve 24 mpg, t h a t car cou ld be sold i f a number of smaller cars 
achiev ing bet ter t h a n 24 m p g were also sold. I n such a case, the sales-weighted 
eff iciency of a l l cars sold could be 24 mpg. 

T o summarize, fuel savings f r o m efficiency standards i n the range of 0.9 M M B D 
can be achieved b y 1985 i f standards can, i n fact, be implemented. A cost of th is 
t ype of po l icy is the need to influence the marke t shares of large and smal l cars. 
However , the impacts are less t h a n appear on the surface because people dr ive 
more when costs are less and because of the dominance of the o ld stock of 
automobi les. 

TABLE 1 — AVERAGE EFFICIENCY OF THE STOCK OF CARS 

[Miles per gallon of the stock] 

Scenario 1977 1980 1985 

Base c a s e . . . . 
President's program.. 
Efficiency standard 1 . . . 
Efficiency standard II 

14.14 
14.72 
14.88 
15.27 

14.83 
16.44 
17.58 
18.77 

15.37 
18.45 
21.04 
23. 54 

TABLE I I --FUEL SAVINGS RESULTING FROM EFFICIENCY STANDARDS 

[Reduction from base case in MMBDJ 

Scenario 1977 1980 1985 

President's program 
Efficiency standard 1 
Efficiency standard I L . _ 

- 0 . 3 
- . 1 9 
- . 2 8 

- 0 . 5 1 
- . 6 8 

92 

- 0 . 9 1 
- 1 . 4 
- 1 . 8 

C O M P A R I S O N O F F E A F I G U R E S W I T H I N T E R I O R C O M M I T T E E S T A F F A N A L Y S I S 
O F T H E P R E S I D E N T ' S E N E R G Y P R O G R A M 

B A C K G R O U N D 

On F r i day , January 17, an In te r i o r Commi t tee staff s tudy prepared fo r Senator 
H e n r y M . Jackson was issued as a c r i t ique of President Ford 's energy p rogram. 
Th is c r i t ique est imated t h a t the m i n i m u m di rect cost t o consumers of the Presi-
dent 's p rog ram was over $43 b i l l i on and t h a t producer pro f i ts wou ld be a t least 
$14 b i l l ion . T h e s tudy 's assumptions and analysis have been care fu l ly rev iewed 
and i t appears t h a t there is a substant ia l overest imate of the cost figures and t h a t 
there are l i t t l e or no increases i n producer prof i ts . Th is paper a t temp ts to show 
where assumptions and conclusions d i f fer f r o m those of F E A analysis. 

1 Scenario "D" from that report assumes a 23-mpg efficiency of new cars in 1980 and a 
26-mpg efficiency in 1985. 
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C O M P A R I S O N O F R E S U L T S 

The staff s tudy indicates tha t the tax revenues f rom the President's program 
w i l l be $29 bi l l ion, substant ial ly the same as the Admin is t ra t ion estimate of 
approximately $30 bi l l ion. However, costs of the programs, as estimated by the 
Commit tee staff are $43 bi l l ion. Table 1 compares the to ta l costs of the program 
as estimated by the Admin is t ra t ion w i t h the In ter ior Commit tee staff estimates. 
The por t ion of these addi t ional costs tha t w i l l be paid by the consumer is $19.2 
bi l l ion. A detailed discussion of the under ly ing assumptions and support for these 
figures is presented below. 

TABLE 1—COMPARISON OF ALTERNATIVE COST ESTIMATES1 

[In billions of dollars] 

Interior 
Committee FEA cost 

Action staff study analysis 

Oil: 
Petroleum import fee 
Excise tax on domestic crude oil. 
Decontrol of old oil 

Total 

Natural gas: 
New interstate gas 
Old interstate gas 
Intrastate gas 

Total 

Coal: Price increase 

4 .8 3.9 
6 .4 7.22 

12.6 13. 01 

23.8 24. 20 

4.5 1.09 
3.8 4. 38 
8.9 2. 33 

17.2 7. 80 

2 .3 0 

1 Calculations for both studies are contrasted in the section discussing the assumptions of the analyses. 

The Treasury Department estimates tha t $5 bi l l ion of this cost increase applies 
to state and local governments. The F E A analysis of the macroeconomic effects 
indicates tha t approximately $7.8 b i l l ion w i l l flow into capital goods investment 
or w i l l be absorbed by reduced markups under forecasted market conditions. 
Therefore, the net first year costs at an annual rate are $19.2 b i l l ion for consumers. 

F inal ly , the staff study's higher estimates of consumer costs were compounded 
when converted to average costs per household. The study assumes 53 mi l l ion 
families of four when, in fact, there are about 70 mi l l ion households in this country. 
Therefore, estimates per fami ly are too h igh and ignore the impor tant fact that 
the costs w i l l vary substant ial ly by income class and be as low as $85 per year 
for the lowest income group (0-$2,000 class). Table 2 i l lustrates this range of 
costs and contrasts these increased costs w i t h estimates of expected tax relief. 

TABLE 2.—ILLUSTRATIONS OF PERMANENT TAX RELIEF AND INCREASED ENERGY COSTS AT VARIOUS LEVELS OF 
HOUSEHOLD INCOME 

Permanent tax relief plus $80 
special payments for adjusted 

gross incomes equal to 
household incomes shown 

Total 
increased Family of 4 

Household income energy costs Single person persons 

$2,000 $85 - $ 8 0 —$160 
$3,000 110 - 1 2 0 - 1 6 0 
$5,000 150 - 2 5 0 - 1 7 8 
$8,000 1 188 - 2 9 7 - 3 3 7 
$10,000 228 - 2 5 4 - 3 4 9 
$12,000 253 - 1 9 0 - 3 1 6 
$15,000 296 - 1 9 0 - 2 2 1 
$18,000 318 - 1 9 0 - 2 1 0 
$25,000 393 - 1 9 0 - 1 9 2 
$30,000 - 420 - 1 4 8 - 1 5 1 

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Jan. 30, 1975. 
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D I F F E R I N G ASSUMPTIONS 

There are ma jo r differences i n some of the assumptions used i n each analysis. 
These are h igh l igh ted i n th is section along w i t h the detai led cost calculat ions. 
O i l 

The m i x between impo r ted oi l and domestic o i l is d i f ferent because F E A 
estimates assume t h a t demand reduct ions and i m p o r t savings occur. I n add i t ion, 
F E A ' s inc lus ion of N a t u r a l Gas L iqu ids is ident i f ied separately f r o m aggregate 
crude oil. However , the t o t a l figures are qui te s imi lar . 

The figures of the Commi t tee Staff S tudy are repeated as: 
Consumer cost 

(billions 
per year) 

1. I m p o r t e d oi l : Ta r i f f : 6.5 M M B D X 3 6 5 X $ 2 $4 .8 
2. Present ly contro l led o i l : 

( a ) Decont ro l : 5.7 M M B D X 3 6 5 X $ 8 . 1 5 12. 6 
(b) Excise T a x : 5.7 M M B D X 3 6 5 X $ 2 4. 2 

3. Present ly uncont ro l led o i l : Excise t ax : 3.0 M M B D X 3 6 5 X $2 2. 2 

T o t a l oi l 23. 8 

The F E A Analysis is contrasted as: 
Consumer cost 

(billions 
per year) 

1. I m p o r t fee: Uses est imate of 5.433 M M B D impor ts af ter imp lementa -
t i o n of President's p rog ram—$2X5.433 M M B D X 365 $3. 966 

2. Excixe tax on domestic o i l : 
P roduc t ion of 8.7 M M B D — $ 2 X 8 . 7 M M B D X 365 6. 35 
Equ iva len t tax of $1.43 per barre l of na tu ra l gas l iqu ids ( N G L ) 

w i t h 1.66 M M B D — $ 1 . 4 3 X 1.66 M M B D X 365 . 866 
3. Decont ro l of o ld o i l : 

Assumes 60 percent o ld oi l exclusive of E l k H i l l s (0.1 M M B D 
annual average), hence 5.16 M M B D of o l d o i l r is ing f r o m 
contro l led price of $5.25 to uncont ro l led price of $11—$5.75 
X 5.16 M M B D X 365 10.83 

Assumes N G L price rises equiva lent amoun t of crude oil . Crude 
increase $4.56 less $1.43 due t o N G L tax—$3 .13X 1.66 M M B D 
X 3 6 5 1. 896 

Ad jus tmen t of +$290,000,000 t o account for r ound ing and 
ref inery gain and to balance calculated increase of p roduc t 
prices of $4.10 and average consumpt ion of 16.17 M M B D — 
($4.10X16.17 M M B D X 3 6 5 = $24,200,000,000) ___ . 29 

24. 198 

N a t u r a l gas 
The staff s tudy assumes t h a t there w i l l be large w ind fa l l prof i ts to na tu ra l gas 

producers (almost $10 b i l l ion) . I n fact , th is argument overstates the na tu ra l gas 
impacts for the fo l lowing reasons: 

Approx ima te l y one t r i l l i on cubic feet of contracts for in terstate gas w o u l d expire 
a n d be avai lable for new contracts i n 1975, even w i t h decontrol . Th is is less t h a n 
ha l f of the staff s tudy estimates. W i t h o u t deregulat ion ve ry l i t t l e new gas is go ing 
t o interstate sales. 

The Commi t tee staff estimates t h a t in t ras ta te na tu ra l gas prices w i l l rise t o 
$2.21 per M C F and t h a t 6 0 % of a l l in t ras ta te gas contracts could be renegot iated 
tp t h a t price. This is inconsistent w i t h current marke t condit ions. Cur ren t spot 
prices for in t rastate na tu ra l gas are about $1.50 per M C F , w h i c h is less t h a n the 
B T U equivalent of oi l at $11.40 ( In te r io r staff figure) w h i c h w o u l d be $1.97. W i t h a 
$.37 excise tax, the new in t rasta te price w o u l d be est imated at $1.87 or more, b u t 
no t a t $2.21. Present in t rastate prices average about $.50 per M C F a l though new 
sales are a t $1.50 per M C F . Th is indicates t h a t on ly the equiva lent of 2 0 % of 
in t ras ta te average prices reflect the current price of $1.50. 

Deregulat ion wou ld presumably b r i ng up to .8 tc f of add i t iona l gas i n to the 
interstate marke t i n 1975. I f th is occurs i t wou ld tend to replace an equ iva lent 
a m o u n t of impor ted oi l wh i ch wou ld have cost consumers as m u c h or more as the 
new gas prices. The President's p rogram wou ld tend to sh i f t th is amoun t f r o m o i l 
impor ts to gas, b u t wou ld on ly increase consumer costs b y the amoun t of the excise 
tax . 
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The figures of the Commi t tee Staff S tudy are: 
Consumer cost 

(billions 
per year) 

1. N e w in ters tate gas: Decon t ro l : 2.3 tc f X ($2.21 —$0.45) X 1.11____ $4 .5 
2. O ld in ters ta te gas: Excise t a x : 9.2 t c f X $ 0 . 3 7 X 1.11 3. 8 
3. I n t ras ta te gas: Price increase: 0 .6X 11.OX ($2.21 — $1.00)X 1.11 8 . 9 

T o t a l na tu ra l gas 17. 2 
The F E A Analysis is contrasted as: 

1. N e w in ters ta te gas: Es t ima ted at 0.91 tc f w i t h equ i l i b r ium pr ice of 
$1.11 compared to average of $0.28 on o ld gas. Excise tax of $0.37. 
$1 .20X .91 tcf $1,092 

2. O ld in ters tate gas: In te rs ta te est imated as two- th i rds of t o t a l gas con-
sumpt ion of 19.1 tc f . $0.37X ( 1 9 . I X - 6 6 —.91) 4. 376 

3. I n t ras ta te gas: Excise t ax on one- th i rd of t o t a l consumpt ion. $0.37 
X (19.1 X .33) 2. 332 

T o t a l na tu ra l gas 7. 800 
C o a l 

The I n t e r i o r Commi t tee analysis assumes t h a t hal f of the t o t a l coal produced 
w i l l rise i n pr ice b y an equiva lent of $2 per barrel . We est imate t h a t 8 0 % of a l l 
coal is under long- te rm contracts, wrhere prices tend to reflect long r u n coal p ro -
duc t i on costs, w h i c h do no t t end t o rise i n real terms. Fur ther , our cur rent est imate 
indicates t h a t coal prices are l i m i t e d b y the i n a b i l i t y of gas and o i l consumers t o 
conver t to coal. As a resul t even the remain ing 2 0 % of coal sold i n spot markets is 
l i ke ty t o sell on ly a t prices necessary t o cover over t ime pay and other costs of 
ge t t ing ou t the 1975 rate of p roduc t ion (about 35 M T more t h a n 1974 because of 
p roduc t i on lost du r i ng the s t r ike) . H igher prices for o i l wou ld add ve ry l i t t l e t o 
the amoun t of conversion to coal. Conversions t o coal are est imated at 23 m i l l i on 
tons i n 1975 and 47 i n 1976. 

The figures of the Commi t tee Staff S tudy are: 
Consumer cost 

(billions 
per year) 

Price increase: 0 .5X 540 m m t X 4 : 2 7 X $2 $2. 3 

The F E A Analysis is contrasted as: 

F E A assumes no direct increase i n coal due t o the President 's p rog ram 0' 

C O M P A R I S O N OF F E A F I G U R E S W I T H T H E L I B R A R Y OF CONGRESS CONGRESSIONAL-
R E S E A R C H S E R V I C E A N A L Y S I S OF T H E P R E S I D E N T ' S E N E R G Y P R O G R A M 

B A C K G R O U N D 

On January 23, 1975, the Congressional Research Service (CRS) of the L i b r a r y 
of Congress, issued a cr i t ique of President's F o r d energy program. Th is cr i t ique 
est imated t h a t the direct costs to consumers of the President's p rogram were i n 
the range of $40-$50 b i l l i on and t h a t the in f la t ionary impac t wou ld be a 2.7 to 3.3 
percentage po in t increase i n the in f la t ion rate. This s tudy 's assumptions and 
analysis have been careful ly reviewed, and i t appears t h a t there is a substant ia l 
overest imate of the cost figures and t h a t the change i n the Consumer Price Index 
(CP I ) w i l l be less t h a n t h a t stated i n the C R S analysis. Th is paper documents 
where the Congressional Research Service's assumptions and conclusions differ 
f r o m those of the F E A analysis. 

COMPARISON OF RESULTS 
T o t a l cost 

The Congressional Research Service estimates t h a t the cost of the President 's 
p rogram could be as h igh as $50.3 b i l l ion i n 1975. Table 1 presents the to ta l cost 
of the program according to the Admin i s t ra t i on and to the Congressional Research 
Service. The po r t i on of the t o t a l cost t h a t w i l l be pa id b y consumers is $19.2 
b i l l ion. A detai led discussion of the under ly ing assumptions and suppor t for these 
figures is presented below. 
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The Treasury Depar tmen t estimates t h a t $5 b i l l ion of th is cost increase applies 
to state and local governments. The F E A analysis of the macroeconomic effects 
demonstrates t h a t approx imate ly $7.8 b i l l i on w i l l flow in to cap i ta l goods invest-
ments or w i l l be absorbed b y reduced markups under forecasted m a r k e t condi t ions. 
Therefore, the net first year costs at an annual rate are $19.2 b i l l i on fo r consumers. 

TABLE 1.—COMPARISON OF ALTERNATIVE COST ESTIMATES1 

Congressional 
research FEA cost 

Action service study analysis 

Oil: 
Petroleum fees and excise taxes $12.6 $11.19 
Decontrol of old oil 11.0 13.01 

23 .6 24.20 

Natural gas: 
Excise tax 8 .36 7 . 1 
Deregulation on new gas 5.40 . 7 

13.76 L 8 

Coal: Price increase. 5 . 2 0 
Changes in utility accounting: 

Inclusion of construction work in progress (CWIP) in rate base 6 . 8 . . . 
Inclusion of pollution control equipment in rate b a s e . . . '1.0 

Total 7 . 8 0 

1 Calculations for both studies are contrasted in the section discussing the assumptions of the analyses. 

I m p a c t on the Consumer P r i c e I n d e x 
The Congressional Research Service s tudy fu r the r states t h a t g iven a cost of 

$50.3 b i l l i on i n 1975 and given an ant ic ipa ted 1975 G N P of $1,500 b i l l ion , the 
President's program could raise prices b y 3 percentage points. A stage-of-process-
ing model was used b y F E A to forecast the effect t ha t energy pr ice changes have 
upon the Consumer Price Index and components of the C P I . The mode l requires 
two inpu ts : (1) forecasts of wholesale energy prices and (2) forecasts of the general 
wholesale and re ta i l price indices pr io r to energy pr ice changes. Pr ice i n f o r m a t i o n 
is combined w i t h h istor ical i n fo rma t ion on the relat ionship between the stages-of-
processing t o forecast the effects t h a t energy price changes w i l l have on the prices 
of crude wholesale goods, in termedia te wholesale goods, f in ished wholesale 
products, and f inal ly , re ta i l consumer goods and services. 

Us ing th is methodology, i t is est imated t h a t the C P I w i l l increase 2 percentage 
points du r ing the f irst f u l l year of the program. Given the normal , unencumbered 
economy, the C P I wou ld rise b y approx imate ly 2.5 percentage po in ts du r i ng 
the f i rst f u l l year of the p rogram i n add i t i on to the no rma l l y expected rise. These 
est imated increases t e n d t o overest imate the affect of the p rog ram fo r t w o 
reasons: 

(1) The energy price increases t h a t were used as inputs to the mode l assume a 
f u l l pass-through of the taxes and i m p o r t fees. I t is un l i ke l y t h a t th is w i l l occur 
because of the tax rebates to i ndus t r y and because the economy is general ly weak. 
Thus, excess supply wou ld result i f i ndus t ry a t tempts to pass- through a l l of t he 
costs. 

TABLE 2.—ILLUSTRATIONS OF PERMANENT TAX RELIEF AND INCREASED ENERGY COSTS AT VARIOUS LEVELS 
OF HOUSEHOLD INCOME 

Permanent tax relief plus $80 
special payments for adjusted 
gross incomes equal to house-

Total hold incomes shown 
increased — — 

energy Single Family of 4 
Household income costs person persons 

$2 ,000. . $85 $80 - $ 1 6 0 
$3,000 110 - 1 2 0 - 1 6 0 
$5,000 150 - 2 5 0 - 1 7 8 
$8,000. 188 - 2 9 7 - 3 3 7 
$10,000 228 - 2 5 4 - 3 4 9 
$12,000 253 - 1 9 0 - 3 1 6 
$15,000 296 - 1 9 0 - 2 2 1 
$18,000 318 - 1 9 0 - 2 1 0 
$25,000. 393 - 1 9 0 - 1 9 2 
$30,000 420 - 1 4 8 - 1 5 1 

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Jan. 30,1975. 
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(2) The stage-of-processing model is based upon historical markup relation-
ships and these may not hold because of the current ly poor market demand 
condit ions. Tha t is, demand is current ly at such a low level tha t companies may 
not be wi l l ing to pass on increased costs for fear of fur ther reducing their markets. 
Consumer cost impacts 

The consumer costs tha t wi l l actual ly be incurred by households has been 
estimated by the Adminis t rat ion to be $19.2 bi l l ion for the first year at an annual 
rate. Table 2 il lustrates the range of costs by income class and contrasts these 
increased costs w i th estimates of expected tax relief. No to ta l estimate of the 
impact on consumers is presented on the CRS study. 

D I F F E R I N G ASSUMPTIONS B E T W E E N A D M I N I S T R A T I O N A N A L Y S I S A N D CRS STUDY 

There are major differences i n some of the assumptions used in each analysis. 
These are highl ighted in this section along w i t h the detail. 
Oil 

The mix between impor ted oil and domestic oil is different because our esti-
mates assume tha t demand reductions and impor t savings occur. I n addit ion, 
FEA 's inclusion of Na tu ra l Gas Liquids is identif ied separately f rom aggregate 
crude oil. However, the to ta l figures are quite similar. 

The figures of the Congressional Research Service are repeated as: 
Cost 

(billions 
per year) 

1. Excise tax : 17.3 M M B D X 365 X$2____ $12. 6 
2. Presently controlled oil: Decontrol: 5.22 M M B D X 3 6 5 X $ 5 . 7 5 11. 0 

Tota l oil 23. 6 
The F E A analysis is contrasted as: 

Cost 
(billions 

per year) 
1. I m p o r t fee: Uses estimate of 5.433 M M B D imports after implemen-

ta t ion of President's program—$2 X 5.433 M M B D X 365 _ $3. 966 
2. Excise tax on domestic o i l : 

Product ion of 8.7 M M B D — $ 2 X 8 . 7 M M B D X 3 6 5 6. 35 
Equivalent tax of $1.43 per barrel of natura l gas l iquids ( N G L ) 

w i t h 1.66 M M B D — $ 1 . 4 3 X 1 . 6 6 M M B D X 3 6 5 . 866 
3. Decontrol of old oi l : 

Assumes 60 percent old oi l exclusive of E l k Hi l ls (0.1 M M B D 
annual average), hence 5.16 M M B D of old oi l r is ing f rom 
controlled price of $5.25 to uncontrol led price of $11—$5.75 
X5.16 M M B D X 365 10.83 

Assumes N G L price rises equivalent amount of crude oil. Crude 
increase $4.56 less $1.43 due to N G L tax—$3.13X 1.66 
M M B D X 3 6 5 - 1. 896 

Adjustment of plus $290,000,000 to account for rounding and 
refinery gain and to balance calculated increase of product 
prices of $4.10 and average consumption of 16.17 M M B D — 
($4.10X16.17 M M B D X 3 6 5 = $24,200,000,000) . 29 

Tota l 24. 198 

Natural gas 
The Congressional Research Service study assumes tha t 1975 natura l gas pro-

duct ion is 22.5 t r i l l ion cubic feet (tcf) and tha t the amount of new gas subject to 
deregulation in 1975 w i l l be equivalent to a $5.4 bi l l ion in i t ia l cost for the first 
year. I n fact, this argument overstates the natural gas impacts for the fo l lowing 
reasons: 

Approximately 1 t r i l l i on cubic feet of contracts for interstate gas would expire 
and be available for new contracts in 1975, even w i t h decontrol. This is substan-
t ia l ly less than tha t reflected by the CRS study in its $5.4 b i l l ion cost for the first 
year. W i thou t deregulation, very l i t t le new gas is going to interstate sales. 

The excise tax w i l l be levied on net marketed production and not on to ta l gas 
product ion. Hence, only 19.1 tcf w i l l be affected by the excise tax of 37cf. This w i l l 
result in a much lower to ta l cost a t t r ibuted to the excise tax. 

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



3G 

Deregulation could presumably br ing up to .8 tcf of addit ional gas in to the in ter -
state market i n 1975. I f this occurs, i t wou ld tend to replace an equivalent amount 
of impor ted oil wh ich would have cost as much, or more, as the new gas prices. 
The President's program would tend to shi f t this amount f rom impor ts to gas, b u t 
wrould only increase consumer costs b y the amount of the excise tax. 

The figures of the Congressional Research Service are: 
Cost 

(billions 
per year) 

1. Excise tax : 22.5 t c fX0 .37 $8. 3 
2. Deregulat ion of new gas 5. 4 

To ta l 13.7 
The F E A analysis is contrasted as: 

1. New interstate gas: Est imate at 0.91 tc f w i t h equi l ibr ium price of $1. 1 
compared to average of $0.28 on old gas. Excise tax of $0.37 
—$1.20X0.91 tcf $1. 092 

2. Old interstate gas: Interstate estimated as two- th i rds of t o t a l gas 
consumption of 19.1 tcf—$0.37 (19.1X0.667 - 0 . 9 1 ) 4. 376 

3. In t rasta te gas: Excise tax on one-third of t o ta l consumption—$0.37 
X19.1X0.33) 2. 322 

To ta l natura l gas 7. 800 
Coal 

The Congressional Research Service analysis assumes t ha t coal produced i n 
1975 w i l l rise i n price by an equivalent of $2 per barrel or approximately $8/ton. 
We estimate tha t 80 percent of al l coal is under long-term contracts, where prices 
tend to reflect long-run coal product ion costs, wh ich do not tend to rise i n real 
terms. Fur ther , our current estimate indicates tha t coal prices are l im i ted b y the 
inab i l i t y of gas and oi l consumers to convert to coal. As a result even the re-
main ing 20 percent of coal sold i n spot markets is l ike ly to sell on ly at prices 
necessary to cover overt ime pay and other costs of get t ing out the 1975 rate of 
product ion (about 35 m m t more than 1974 because of product ion lost du r ing 
the str ike). Higher prices for o i l would add very l i t t l e to the amount of conversion 
to coal. Conversions to coal are estimated at 23 mi l l ion tons i n 1975 and 47 i n 1976. 

The figures of the Congressional Research Service s tudy are: 

Cost 
(billions 
per year) 

Price increase: $8 X 650 m m t $5. 2 
The F E A analysis is contrasted as: 

F E A assumes no direct increases i n coal due to the President's program (see 
discussion of assumptions) - — 0 

Changes in utility accounting 
The above costs of the President's program as estimated by F E A consisted of 

the cost of imposing taxes and fees on petroleum and natura l gas and the cost of 
decontrol l ing the price of old oil. The costs associated w i t h changes i n u t i l i t y 
accounting procedures were not included for several reasons: 

(1) The need for addit ional funds to finance electric u t i l i t y expansion w i l l 
require some fo rm of rate change. This need for a rate change is independent of 
the President's energy program. Hence, the costs of any proposals, such as changes 
i n the accounting procedures, should not be included in the costs of a program 
designed to achieve energy independence. 

(2) The changes in accounting procedures presented by CRS allow for the 
addi t ion of one bi l l ion dollars wor th of pol lu t ion control equipment i n addi t ion 
to the expansion of p lant and equipment. This clearly is not par t of the cost of 
achieving energy independence and may not even be the appropriate amount of 
pol lut ion control f rom a cost-effectiveness st tndpoint . 

(3) The accounting changes are part of the long-term energy program and w i l l 
have no effect on short-run energy supplies. 

I n addi t ion to inappropriately including the u t i l i t y accounting changes, the 
CRS has incorrectly estimated the impact of these changes. The Congressional 
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Research Service estimates that the additional 1975 costs wi l l be $6.8 bi l l ion by 
including construction work in progress in the rate base. This is based on an 
FPC/Office of Economic study, An Analysis of the Electric Utility Industry's 
Financial Requirements, 1975-79. This cost is incorrect in that the costs of including 
construction work in progress in the rate base as estimated using the FPC study 
are $3.4 bil l ion. 

[ W h e r e u p o n , a t 3 :50 p . m . , t he s u b c o m m i t t e e a d j o u r n e d t o r e c o n v e n e 
a t t h e ca l l o f t h e C h a i r . ] 

o 

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




