May 18, 1973

The 6 percent of the world's people
who live within this nation's borders
have been increasing their energy
demand almost 5 percent annually
—accounting for about 33 percent
of the world's energy consumption
in the process— but they may have
a problem keeping up this pace in
the future. The nation is richly
endowed with energy resources.
Taken together, the United States
has enough potentially recoverable
resources to meet our needs for
centuries to come at present con-
sumption levels. Supplies available
at current prices, however, are run-
ning short as the profligate use of
fuels continues both here and
abroad. Some official suggestions
for solving the problem seem to
come from the pages of Poor
Richard's Almanac—Take the Bus
to Work, Turn Out the Lights

When Not In Use, etc. Most
economists go along with these pre-
scriptions but, perhaps more
relevantly, also argue that the solu-
tion in the long run will be to permit
the price system to play its proper
role in stimulating increased
supplies.

The daily newspapers suggest that
something is wrong. In asingle day
last week, major oil firms
announced plans to limit supplies of
gasoline and heating to no more
than 1972 levels, major airlines pro-
posed such fuel-conservation
measures as reducing the number
of flights and flying at slower speeds
and higher altitudes, and an Admin-
istration official proposed limiting

auto speeds to 50 miles per hour.
Overseas, the Organization of
Petroleum Exporting Countries
broke off talks with producing com-
panies in order to bring about an
upward revision in the post-deval-
uation formula for oil prices.

Looking to the future, environmen-
talists point to a number of awe-
some consequences that could
befall from a continuation of present
energy trends. With electricity usage
growing at present rates, one-third
of the nation's total freshwater
run-off could be required for
power-plant cooling purposes by
the end of this century. With Cali-
fornia's power production contin-
uing to double every eight years,
the state's entire land area could be
covered by power plants in little
more than a century. Again, with
the continuation of current trends,
total energy production could
approach 30 percent of solar input
by the end of the century, causing
our population centers to turn into
giant heat radiators affecting local
climates; the problem would be
aggravated by the "greenhouse
effect,”" whereby the heat energy
leaving the earth is trapped by the
carbon dioxide in the atmosphere.

Shift in trend?

Ways undoubtedly will be found
over time to circumvent the horrors
that could result if present energy
trends are simply extended over
time. Coping with today's problems
is the first order of business, but

this hasn't been made easy by the
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slowness of industry and consumers
to respond to a shift in energy usage
which developed about a half-
dozen years ago. For most of the
past half-century, energy consump-
tion had grown at a slower rate than
real GNP, thus indicating an
increasingly efficient use of energy.
The nation consumed 141 thousand
BTUs per dollar of GNP in 1920, and
this energy/GNP ratio dropped to
105 in 1940 and to 87 by 1966. But
then a dogleg developed in the
curve, and energy consumption has
since risen at a somewhat faster rate
than GNP.

The recent acceleration in the
energy/GNP ratio has reflected
mostly the high rate of usage by
electric utilities, as businesses and
consumers electrify their operations
more and more. This has increased
the demand for energy fuels, and
also has created an unexpectedly
heavy demand for new generating
facilities. In addition, the automo-
bile has played a role here, with
miles-per-gallon performance
decreasing as autos become larger,
heavier, and less polluting.

Curbing demand

Policymakers evidently must
attempt to turn this trend around,
by promoting the conservation
rather than the increasing usage

of energy. Conservation could force
changes in a number of our produc-
tion processes and consumption
habits. To begin with, there would
be more emphasis on air-tight
buildings, better mass transporta-
tion, and more efficient industrial

processes and equipment.

Building design and construction is
an obvious area for improvement—
through better insulation, reduced
use of glass (a notoriously poor
insulator), and reduced lighting in
non-work areas such as hallways.
Another area of improvement is
rail-cargo traffic and mass-transit
systems of all types; it takes four
times as much energy to move a
commuter by car rather than bus,
nine times as much to move a
passenger by plane rather than
high-speed train, and four times as
much to move cargo by truck rather
than train. Yet another possibility
is recycling, since considerably
more energy is needed to produce
metal from raw ore than from scrap.

Many of these measures designed
to curb energy demand are long-
range in nature, so that improving
the supply situation becomes
doubly critical. This explains the
emphasis in the President's recent
energy message on the expansion
of domestic supplies.

Improving supply

Several major proposals in this
message concerned petroleum,
which accounts for almost one-half
of the nation's energy consumption
today. The Administration abol-
ished the oil quota system as well
as tariffs on imported oil; the limit
on imports was removed, although
they remain subject to a licensing
fee, at least on amounts in excess of
1973 levels. New refineries were
permitted to import 75 percent

of their feedstock free of
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charge for five years, as a

means of stimulating domestic
refinery construction.  Also,

the Administration tripled the
federal leasing program for offshore
oil-and-gas exploration in 1974 and,
as a means of expanding the
nation's capabilities for handling
massive oil imports, proposed a
licensing procedure for deepwater
ports beyond the three-mile terri-
torial limit.

In another area, the Administration
proposed amending the Natural Gas
Act to deregulate the price of new
natural gas at the wellhead. (How-
ever, the price of old gas would be
maintained at present contract
levels, to hold down the average
price for all deliveries.) This pro-
posal helps get to the heart of the
energy problem; for two decades,
Federal Power Commission controls
on prices paid by interstate pipe-
lines have held gas prices below
those of competitive fuels, thus
encouraging wasteful use and
discouraging exploration for new
supplies.

The cost of natural gas at the well-
head runs about $.25 per million
BTUs—about one-third the price
for the energy equivalent of heating
oil and less than one-half the price
for the energy equivalent of crude
oil. This situation thus led to today's
problem because the gas pipelines,
unable to obtain new supplies, cut
back on deliveries and thereby
triggered a run on fuel-oil supplies.
This in turn led to a gasoline
shortage, as refiners concentrated
on producing fuel oil and delayed

the usual seasonal buildup of
gasoline supplies.

Using the price mechanism

The attack on the natural-gas
shortage shows the faith of policy-
makers in the ability of the market
system to stretch supplies through
price increases. This thesis may
receive ample testing in the period
ahead, since the projections of the
FPC and others indicate that
significant price increases are in
store for all major fuels. Conceiv-
ably, the nation's energy bill—
about 4 percent of GNP exclusive of
taxes— might double within the
next two decades. More likely, the
bill will rise at a slower pace, since
any major increase in energy prices
should bring about greater care in
its use.

Economists generally believe that
the demand for energy is price-
inelastic: both businesses and
consumers tend to go on buying as
much as they want despite price
increases, because energy costs are
so small in relation to total expendi-
tures. This may not be so true over
the long-run, however, as price
increases make buyers increasingly
kilowatt-conscious. Energy has
been so cheap for so long that,
except for certain heavy-using
industrial processes, no one has
given much thought to using it
efficiently. That situation could well
change; unleashing the price
mechanism may be what is needed
to reverse the recent trend and to
force the energy/GNP ratio to
resume its historical decline.

William Burke

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


http://fraser.stlouisfed.org/

ug
MEMB

iSMQSEM _eqEjn euo0SalO eepBAal\|

H'+ BJUIOPB3 . BUOZIy

BANKING DATA—TWELFTH FEDERAL RESERVE DISTRICT

(Dollar amounts in millions)

Selected Assets and Liabilities
Large Commercial Banks

Loans adjusted and investments*
Loans adjusted— total*
Commercial and industrial
Real estate
Consumer instalment
U.S. Treasury securities
Other securities
Deposits (less cash items)— total*
Demand deposits adjusted
U.S. Government deposits
Time deposits— total*
Savings
Other time I.P.C.
State and political subdivisions
(Large negotiable CD's)
Weekly Averages
of Daily Figures
Member Bank Reserve Position
Excess reserves
Borrowings
Net free (+) / Net borrowed (—)
Federal Funds— Seven Large Banks
Interbank Federal funds transactions
Net purchases (+) / Net sales (—)
Transactions: U.S. securities dealers

Net loans (+) / Net borrowings (—)

" Includes items not shown separately.

Information on this and other publications can be obtained by calling

Amount Change Change from
Outstanding from year ago
5/2/73 4/25/73 Dollar Percent
72,556 —638 +9,405 +14.89
55,003 — 587 +9,837 +21.78
20,111 +128 +3,408 +20.40
15,848 + 55 +2,609 +19.71
8,154 + 26 +1,383 +20.43
6,262 — 10 — 497 — 735
11,291 — 4 + 65 + 0.58
70,544 +441 +8,439 +13.59
20,423 — 25 +1,681 + 8.97
1,357 +103 — 105 — 7.18
47,341 +110 +6,577 +16.13
17,923 + 8 — 23 — 013
19,125 — 23 +4,415 +30.01
7,702 + 75 +1,272 +19.78
8,782 + 61 +3,865 +78.60
Week ended Week ended Comparable
5/2/73 4/25/73 year-ago period
6 99 39
296 46 1
—290 + 53 + 38
+433 +1,229 — 467
+ 57 + 379 + 24

or writing the

Administrative Services Department. Federal keserve Bank of San Francisco, P.O. Box 7702,
San Francisco, California 94120. Phone (415) 397-1137.
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